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ABCDS. See Asset-backed CDS
ABCP. See Asset-backed commercial paper
ABS. See Asset-backed securities
Absolute prepayment speed, 109, 403, 405
ABX. See Asset-backed securities index
ABX.HE. See Asset-backed securities index
Accepted Servicing Practices, 359

defi nition, 366
standard, violation, 361

Accounts, age, 92–93
Actively traded indexes, 242e–243e
Additional basis risk, 70
Adjustable-rate mortgage (ARM)

loans. See Hybrid ARMs
origination, 40

refi nancing sensitivity. See Hybrid ARM 
refi nancing sensitivity

Adjustable-rate repayment analysis, 41–45
Adjustable-rate second lien loans risk multipli-

ers, level, 52–53
Advance rates, 180
AFC. See Available funds cap
Affi nity programs, 83
Age of the accounts. See Accounts
Aircraft. See Commercial aircraft

airline usage, worldwide fl eet, 476e
base value, 467–468
cash fl ow, modeling, 471–475
downturns, susceptibility. See Wide-body 

aircraft
factor-derived lease rate, approximation, 472
future lease cash fl ow, estimation, 471–472
lease rate factor curve, 472e
lease rates, 478–479. See also Out-of-pro-

duction aircraft lease rates
leasing asset, defi ning, 479–481
management, lessors, 477e
market. See Narrow-body aircraft market; 

Wide-body aircraft market
value, 468

number. See Young aircraft
operating expenses, fuel (impact), 481–482
operators, number, 480
ownership cost

accelerated depreciation, 474e

straight line depression, 474e
pools, diversifi cation, 467
production, number, 480
types, fl eet size, 483e
valuations, risk, 467
value, original market value percentage, 473e
web sites, 485e

Aircraft ABS
data quality/model risks, 475
market, 459

Aircraft ABS deals
performance, stress, 471
structures, 469–471
structuring, 473

Aircraft Analytics Sourcebook (Wachovia), 471
Aircraft pre-9/11 deal structure, 470e
Aircraft-backed debt

issuance, 463e
securities, 459
total issuance, 466e

Aircraft-backed debt market, historical back-
ground, 459–461

Aircraft-backed securities
debt, estimation, 466e
issuance, 465
market, 461–465

Airline cost index, operating expenses (break-
down), 484e

Airline credit quality/LTV, weakening, 467
Airline-issued EETC, 466e
Airlines, deregulation, 460
Alternative-A (Alt-A) loans, 36
Amortization period, 93–94, 410. See also Col-

lateralized debt obligations
Amortization schedule, 415
Annual charge-offs, WAVG static pool analysis, 

154
Annual percentage rate (APR), 90. See also 

Weighted average APR
A-notes, 401, 405–406
APEX revolver, 186

principal reserve account, relationship, 186n
APEX structure, 185–187
APEX threshold utilization ratio, 186–187
Arbitrage CDO, 178
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504 INDEX

Arbitrage CRE SCDO, 374
Arbitrage opportunities, 251
Arbitrage SCDO, 380e
ARM. See Adjustable-rate mortgage
Asset Backed Alert, 36n
Asset spreads, widening, 296
Asset-backed CDS (ABCDS), 74–77

usage. See Home equity loan
Asset-backed commercial paper (ABCP) assets, 

30e
Asset-backed conduits

SFOCs, contrast, 14–16
list, 15e

technology, overlap, 15
Asset-backed securities (ABS), 174, 232. See 

also Credit card ABS
bonds, maturity (approach), 93–94
CDOs, 208–211

issue backing, 298
CDS, 234–235

list, 237e–238e
referencing, 76

collateral, prominence, 198
credit enhancement, requirement, 106–107
deals (liquidity, providing), reserve funds 

(usage), 106
equity cash fl ows, 271
investors, viewpoint, 86
pricing convention (divergence), subprime 

sector, 111
public debt market appearance, 81
scale, calculation, 110
sector analysis. See Outstanding ABS
technology, bank adoption, 82
tranches, CDS contracts, 235
transaction, 113

Asset-backed securities index (ABX), 35
Asset-backed securities index (ABX), ABX.HE

administrator, exposure limitation, 79
index, 77–79

impact. See On-the-run ABX.HE index
trading, 244–245

single-name CDS, contrast, 77–78
subprime HEL, impact, 244

Asset/liability hedges, 72
Asset/liability mismatches (hedging), deriva-

tives (usage), 72
Assets

hedging, 251
lending value, assignation, 23
tailoring, 393
trading, 382

Assets under management (AUM), 214
CDOs, 373n

Asset-side modeling, 475
Attachment point, 246

Auction call, 182, 183, 410
AUM. See Assets under management
Auto asset-backed securities, 99

collateral performance, 109–111
deals, cash fl ows, 104–105
delinquency/loss rates, 111–113
issuance, 113, 115. See also Yearly auto 

ABS issuance
issuer collateral profi le, 108–109
outstanding value, 100
structure, 103–108
valuation, 113–117

Auto fi nance market, changes, 101
Auto issuers, ranking, 102e
Auto leases, 117–120

calculation, 117e
deals, 117
issuance, 100–103
issuers, ranking, 103
securitization, 119e

problem minimization, titling trust 
(usage), 119–120

Auto loan asset-backed securities, 99
Auto loans, issuance, 100–103
Available funds cap (AFC), 70–72

calculation, 71e. See also Initial available 
funds cap

CDS contracts, relationship, 77
signifi cance, 71

Average debt multiples. See Highly leveraged 
loans

Average spread, information, 255
Average total cash returns, vintage/sector rank-

ing, 305e

Balance sheet CDO, 178–179, 372–373
Balance sheet-motivated transaction, 379, 381
Balance transfers, 82–83

offers, competition, 83
BancLab LLC data. See U.S. Small Business 

Administration
Bank syndication market, focus, 213
Bank TruPS, securitization, 224
Bank trust preferreds, 223–224
Bankruptcy, 232
Bankruptcy remote SPE. See Titling trust
Barbelling, impact, 335
Base case IRRs, adjustments, 294e
Base correlation, 258n
Baseline hybrid ARM no-penalty CRR, 43e
Baseline repayment functions, 42–43, 45–47
Baseline repayment rate (setting), owner-occu-

pied status (impact), 51
Basis, 240

risk. See Student loan ABS
trades. See Negative basis trades
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Index  505

Bear Stearns, Aircraft Certifi cate Owner Trust, 
463

Below-investment-grade CMBS, fi nancing, 314
Bespoke issue, 181
Bespoke transactions, 254–255
Bilateral loan, 213
BISTRO 1997-1, 373n
Blind pools, 252
B-notes, 401, 406–408

CDO technology, application, 338
control rights, 358–359

limitations, 359–363
differences, understanding, 347–365
dollar amount/loan number, 336e
junior participants, rights, 367–370
markets, evaluation, 334–337
mezzanine loans, differences, 357–359

summary, 360e
proliferation, 335
rake bonds, differences, 363–364
rights, 357–359
subordinate participations, 356–364

Bonds
buckets, inclusion, 200
pricing, 163e–165e
trade, expected NPV, 159
valuation, risk-neutral methodology, 

159–160
Borrowers

default risk, 57
limited/stated documentation, 51
payments, making (inability), 56
risk grade, 52

decline, credit curing effect, 52
multipliers, 57

B-pieces, B-notes
contrast, 338n
similarities, 357

Break-bulk shipments, 487–488
Brennan, James, 223n, 225n
Broadly syndicated loan (BSL)

CLO managers, 211
MMLs, addition, 216–220
prepayment, 215

Broker-dealer fi rms, practices, 139n
BSL. See Broadly syndicated loan
Burger, David, 216n
Business loans, average loan balance, 152–153
Butler, Tony, 331n
Buying protection, 157

Call option, value, 352n
Call protection, 325–326

types, 325
Cap contract, distribution date coverage, 

72–73

Capital markets
funding, loss, 86
short-term liabilities/long-term invest-

ments, difference (exploitation), 
16–17

Capital note holders
replacement, 24
returns, augmentation, 22e

Capital note holders, coupon payment, 21–22
Capital One, independence, 83
Capital structure

composition, 176
relative value trades, 249

Capitalization (cap) rates
IRR, similarity, 335n
trends, 336e

Capitalized interest accounts, 138
Caps, inapplicability, 159
Captive reinsurer, 498

capital deposit, 498
Cargo conversion program, existence, 480
Carhart, Mark, 277n
Cash, sources/uses, 193e
Cash advances, 415
Cash bond prices, contrast. See Credit default 

swaps
Cash collateral, decline, 383
Cash collateral account, 89
Cash fl ow

allocations. See Credit card ABS
CDO waterfall, 188–190
distributions, 414–416
groups, 96–97

Cash settlement, 233
mechanics, 262–265
payment form, 75

Cash-based CDOs, 390
Cash-based CRE CDOs, 372
Cash-on-cash returns, plotting, 306
Cash-out refi nance loans, dominance, 37
Catastrophic mortality bonds, 494
Cayman Island SPE, involvement, 391
CBOs. See Collateralized bond obligations
CDCDO. See Credit default CDO
CDOs. See Collateralized debt obligations
CDPC. See Credit derivative product company
CDR. See Conditional default rate; Constant 

default rate
CDSs. See Credit default swaps
Charge-offs

change, 90e
defaults, 90–91
reduction, 91

Chesham Finance, 28
Cici, Gjergii, 276n
Clark, Rodney A., 494n
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506 INDEX

Class B-notes, OC calculation, 413
Classes, 176
CLCs. See Construction loan certifi cates
Cleanup call, 182, 183, 410

provisions, 107–108
CLN. See Credit-linked note
CLO Total Cash Returns, vintage ranking, 

304e
CLOs. See Collateralized loan obligations
Club syndication, 213
Club transaction, 213
CMBSs. See Commercial mortgage-backed 

securities
CMBX market, 374–375
CMT. See Constant maturity Treasury
C-notes, B-note subordination, 348n
Cobranded programs, 83
Collateral. See Excess collateral

credit performance, 53–54
differences, 307–308, 341–342
issuer call, 107
market value volatility, 206–208
performance, 39. See also Auto asset-

backed securities
understanding, importance, 174

pools
credit enhancements, rating agency 

requirement, 109
NAV, 183n

quality, monoline infl uence, 388
sale, 342–345
shortfall, 24e
understanding, 347–365

Collateral management agreement, 391
Collateral quality tests (CQTs), 342, 410–411

list, 411e–412e
Collateral weighted average coupon, 185
Collateralized bond obligations (CBOs), 197

vintage coverage, 269
Collateralized debt obligations (CDOs), 6, 

248–252
amortization period, 182
asset type, 197
basics, 173, 175–176
benchmarks, absence, 278
calls, 410
cash fl ow structure, 290
cash sources/uses, 193–194
CDS, 236–240

contract, risk profi le (divergence), 236
list, 237e–238e

collateral, 408
commercial paper tranches, inclusion, 15
contrast. See Structured fi nance operating 

companies
diversifi cation, 281

fact/fi ction, 194–195
graphical depiction, 175e
history, 174–175
investors

investigation, diffi culty, 194
manager penalty, 200

life cycle, 182
market dynamics, 251
opacity, 194
performance, 267
portfolio, construction, 199–200
purposes, 178–179
ramping, 251
ramp-up period, 182
ratings transitions, 278–280
reinvestment period, 182
sector, proliferation, 198
structures, 179–181

analysis, 419
problems, 200

tranche, toggle pairing, 239
transaction, participants, 176–178
valuation, framework, 417–420
waterfall, 291e

Collateralized debt obligations (CDOs) equity, 
289
advantages, 291–292
defi ning, 290–291
investment timing, 295–297
investor exposure, 292
performance

drivers, 307–308
measurement, 297–298

risks, 292
Collateralized loan obligations (CLOs), 173, 

200–201
equity cash fl ows, 274e

vintages, contrast, 272e
market, fi nancing source, 221
notes, 198
vintages, outperformance, 271n

Collateralized swap program (CSP), 14
Commercial aircraft

in-production narrow-body lease rates, 478e
in-production status/backlog, 480
in-production wide-body lease rates, 479e
leasing companies, 476–478
ownership, change, 462e
worldwide market, 475–482

Commercial mortgage-backed securities 
(CMBSs), 7, 174–176, 233, 313
analysis/valuation, 321–326
breakdown, property type, 323e
collateral

category, 401
source, 403–405

index.indd   506index.indd   506 3/10/08   3:18:03 AM3/10/08   3:18:03 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Index  507

Commercial mortgage-backed securities (Cont.)
CRE CDO, contrast, 421–422
deal, cure/purchase (calculation), 357–358
defi ning, 315–318
DSCR/LTV ratios, 322e
fusion deal, 362e
indicators, 321–322
initiation, 313
investors, identifi cation, 331
lifetime transition matrix, 404e
market, history, 314e
MBS, differentiation, 315
paydown/loss schedule, 316e, 330e
performance, 327–331
quality, 322

guide, 323e, 325e
rake structure, 363e
securitized markets, contrast, 315e
structural overview, 317e
structure, B-notes (inclusion), 364e
subordination levels, trends, 318e
swap spreads, contrast, 326e
track record, upgrade-versus-downgrade 

perspective, 327
trading process, 326–327
upgrades/downgrades, 328e

Commercial paper, 17. See also Structured 
investment vehicles
prepayment risk/extension risk, 31
rolling, inability, 29

Commercial real estate CDOs (CRE CDOs), 
7, 211
analysis, 418e
balance sheet management, 346–347
change, 333
collateral, 401–409

manager, 353
complexity, increase, 388
evolution, 337–340

illustration, 339e–340e
FAQs, 420
guidelines, 417–420
initiation, 338
investment, 417–420
IRR, liquidation price (relationship), 299
issuance problem, 420
management fees, 346–347
market, evaluation, 334–337
purchase reasons, 420
rating actions, 279e
shorter-maturity fl oating rate assets, pres-

ence, 342
structures, 409–417

anatomy, 341–347
surveillance, 346–347
volume, 212e

Commercial real estate (CRE), 197. See also 
European CRE
default rate experience, 327, 331
investments, 401
quality, 322

Commercial real estate loans, characteristics, 
318–321

Commercial real estate mezzanine debt, 211
Commercial real estate SCDOs, 372
Commercial real estate securitization tech-

niques, 8
Commercial real estate synthetic balance sheet 

CDO (CRE SBSCDO), 394–395
setup, 395–398

Commissioners Standard Ordinary (CSO)
Mortality table, referencing, 495
Preferred Class Structure Mortality Table, 

495
Concentration risk, 31
Conditional default rate (CDR), 39, 166

infl uence, 39–40
Conditional prepayment rate (CPR), 166

sensitivity, comparison. See Soft trigger 
CPR sensitivity

Conditional repayment rate (CRR), 39, 47
factors, 47–48
infl uence, 39–40

Condominium property types, repayment risk 
multipliers, 51

Conduit CMBS bonds, 333
Conduit deals, 324
Consent rights, 407
Consolidation FFELP SLMA 2003-5, loan 

status, 142e
Consolidation FFELP student loan spreads, con-

trast. See Private FFELP student loan spreads
Consolidation loans, 126

summary, 124e
Consolidations, 130
Constant default rate (CDR), 316
Constant maturity Treasury (CMT), 70

indexing, 128
Constant prepayment rate (CPR), 130

calculation. See Quarterly CPR
Construction loan certifi cates (CLCs), 428

descriptions, 429e
Container trade data, derivation, 488
Containerization, improvement, 487–488
Containerized trade, long-term demand, 491
Control appraisal period test, 361
Control rights. See B-notes

delineation, 362–363
Control valuation event, 408
Controlled accumulation

period, usage, 94
soft-bullet structure, 94e
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508 INDEX

Controlled amortization, 95e
period, usage, 94

Controlling class, special rights, 192–193
Core capital elements, sum, 223
Corporate bonds, problems, 174
Corporate CDS, 233–234

contracts, senior unsecured debt (relation-
ship), 234

Corporate credit risk, 204–205
Corporate debt, CDS, 233–234
Corporate indexes, physical/cash settlement 

option, 241
Correlation

term structure, 258
usage, 255–258

Correlation trades, 232, 249
Counterparty rating, 26–27. See also Struc-

tured fi nance operating companies
Coupon step-up, 235

allowance, absence, 77
Covenant tests, 193
Coverage tests, 183–185, 382–383, 411–414
CPJ changes, 436e
CPR. See Constant prepayment rate
CQTs. See Collateral quality tests
CRE. See Commercial real estate
CRE CDOs. See Commercial real estate CDOs
CRE SBSCDO. See Commercial real estate 

synthetic balance sheet CDO
Credit card ABS, 81

cash fl ow allocations, 93–96
structures, 84–97

Credit card market, segment approximation, 
83–84

Credit card master trusts, 94
Credit card securitization, 81–84
Credit card transactions, basics, 84–85
Credit curing

effect, 49
impact. See Borrowers

reference, 52
Credit data/analysis, 90–93
Credit default CDO (CDCDO) market, 

growth, 280
Credit default swaps (CDSs), 35, 157. See also 

Asset-backed CDS
basics, 74–76
buyer, fee payment, 75
contracts, 157, 371–372

relationship. See Available funds cap
toggle feature, 235

defi ning, 233e
explanation, 374–376
fi xed rate, 234
funded/unfunded forms, 244
high-quality assets, combination, 290

markets, 173
dynamics, 251
interbank market, 375

mechanics, 75e
notional amount outstanding, ISDA data, 

375
portfolio, reference, 380e
prices, cash bond prices (contrast), 161–162
pricing, 163e–165e
referencing. See Asset-backed securities
settlement mechanics. See Pay-As-You-Go
spread

equivalence. See Reference coupon 
spread

solving, 167e–168e
technology/mechanics, 6–7

Credit default swaps (CDSs) indexes, 240–245
appearance, 245
initiation, 241
tranches, 246–248

Credit derivative product company (CDPC), 13
Credit derivatives, 231

media attention, 3
Credit enhancement, 88–89

deal inception, 62e
forms, 106
illustration, 88e
increase, shifting interest mechanism 

(impact), 61, 62
level. See Senior bonds

dealing, 348
increase, 92

requirement. See Asset-backed securities
structures, design, 61

Credit event, 383–384
absence, 75
CDS seller payment, 75
occurrence, 253=254

Credit limits, 92–93
Credit protection premium, 379
Credit quality, 108e
Credit risk, asset risk movement, 460e
Credit Suisse First Boston (CSFB), Leveraged 

Loan Index, 298
Credit tightening environment, high prepay-

ments, 211–212
Credit triggers, impact, 95
Credit-linked note (CLN), 374, 378
CRIIMI Mae, bankruptcy protection, 314
Cross-sectional defaults, 255–256
CRR. See Conditional repayment rate
CSO. See Commissioners Standard Ordinary
CSP. See Collateralized swap program
Cumulative loss rates, 209e

origination cohort ranking, 329e, 330e
Cumulative losses, seasoning pattern, 113
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Index  509

Cumulative WAVG static pool net charge-offs, 
155e

Cure rights, 407
Currency hedges, 416–417
Currency risk, elimination (SIV attempts), 

22–23
Curtailments, 130
CUSIPed deals, ratings-based haircuts, 

387–388

Deal expenses, 91
Debt issuance, 212e
Debt multiples. See Large LBO loans; Large 

loans; Middle-market LBO loans; Middle-
market loans
comparison, 217

Debt restructure, 232
Debt service coverage ratio (DSCR), 321–322

dispersion, 322
Debt service requirements, 406
Debt-to-income (DTI) default risk multipliers, 

59e
Debt-to-income (DTI) ratio, 47–48, 56

expression, 57
Debutante managers, behavior, 270
Deep mortgage insurance (deep MI), 63–66

impact. See Loans
Default correlations, 256–257
Default events, 417
Default frequency, 39e

credit score, 38
Default functions, variables, 56
Default measure (DM), 287
Default OC trigger, event, 389
Default rates, 204–206
Default recoveries, 130
Default risk, measure, 203–204
Defaulted assets, inclusion, 413
Defaulted collateral par value, 184
Default-induced prepayment risk, 315
Defeasance, 325
Deferral. See Student loans
Delinked master trust, 87
Delinquency

rates, 111–113. See also Auto asset-backed 
securities

roll rate model, 54e
triggers. See Hard delinquency triggers; 

Soft delinquency triggers
Delinquent loans, inclusion, 67–68
Delta hedge, 392
Depository Trust & Clearing Corporation 

(DTCC), 383
Derivatives, usage. See Asset/liability mis-

matches
Detachment point, 246

Direct Stafford loans, 125
Discount spread, 166
Distressed ratings downgrade, 384
Distribution date, usage, 73
Diversifi cation. See Aircraft

opportunities, 173
specialization, contrast, 221

Diversity, increase, 403
Diversity score (DIV), 190
Dividend yield, measurement, 307
DM. See Default measure
D-notes, B-note subordination, 348n
Documentation adjustable/fi xed-rate loans, 

default rates, 56
Documentation levels, default association, 56
Documentation program, 56

requirements, 51
Donaldson, Lufkin & Jenrette, PLD curve, 

433n
Downgrade risk. See Historical average one-

year downgrade risk
Downgrades, vintage ranking, 268e
Downstream transaction structure, 498e
Drive Auto, Banco Santander purchase, 102
DSCR. See Debt service coverage ratio
DTCC. See Depository Trust & Clearing 

Corporation
DTI. See Debt-to-income

Early amortization
event, 95
risk, 86
trigger, 91

list, 95e
Early redemption, cost, 309–310
EBITDA, positive levels, 216
Ebury Finance, 28
Economic reserves, impact, 499
Economic stress, 93
Federal Housing Administration (FHA)

guaranty, 424–425
obtaining, 423

Education, cost, 122
EETCs. See Enhanced equipment trust certifi cates
Eligibility criteria, 411
Embedded calls, 183
Embedded value securitizations, 494
Emerging market (EM) CDOs, reduction 

(expectation), 302
Emerging market (EM) debt, 199, 301
Emerging profi ts, recovery, 500–501
Enforcement rights, 407
Enhanced equipment trust certifi cates (EETCs), 

461. See also Airline-issued EETC
comparison, viewpoint (change). See 

Pooled aircraft ABS
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510 INDEX

Enhanced equipment trust certifi cates (Cont.)
contrast. See Pooled aircraft ABS
market, 461, 463
market value risk exposure, 468
pooled lease ABS, comparison, 465–469

Enrollment projections, 123
Equipment trust certifi cates (ETCs), 460–461
Equity

base case dividend, computation, 293–294
investment, 499
issue performance, 298–299
life cycle, 297
performance

data sources, impact, 300–307
within-sector variation, 308

returns, investor analysis process, 308
Equity bid-ask spreads, narrowing, 280
Equity cash fl ows, sources, 292–295
Equity tranche, risk, 176
Ertuk, Erkan, 286
Esaki, Howard, 327n
ETCs. See Equipment trust certifi cates
European arbitrage CLO volume, 227e
European BSL-CLOs, issuance (increase), 226
European CDOs, 226–228
European CMBS, modifi cations, 405
European CRE, 8

CDOs, 401
collateral, 402e
purchasers, identifi cation, 420

European debt markets, change, 226
European leverage, U.S. leverage (contrast), 

228e
European senior loan issuance, 227e
Event risk, modeling, 399
Event-driven calls, 183, 410
Excess collateral, 24e
Excess interest, 66–67, 138

positive level, 66
Excess reserve

funding, 496
illustration, 496e

Excess spread, 89, 91–92
calculation, 89e
change, 92e
relationship. See Net available funds cap
usage, 152

Expected NPV. See Bonds
Experience refunds, 500
Extension risk. See Commercial paper; Senior 

notes; Student loan ABS
External risk, elimination (SIV attempts), 

22–23

Failure to pay principal, 232
Fair Isaac & Co. (FICO), 38. See also Weighted 

average FICO
default risk multipliers, 60e
risk multipliers, 59
score, 39e, 43, 59. See also Obligors; 

Weighted average FICO
Farnsworth, Heber, 277n
Federal Family Education Loan Program 

(FFELP), 125–127
SLMA 2003-3, loan status, 141e
transactions

quarterly prepayments, 132
Sallie Mae 2006-3, 137e

Federal Family Education Loan Program 
(FFELP) loans
consolidation, 130, 131
historical interest rate formulas, 128e
historical interest rates, 129e

Federal Home Loan Mortgage Corporation 
(FHLMC), underwriting guidelines, 36

Federal Housing Administration (FHA)
creation, 424n
FHA-approved lenders, 446–447
FHA-insured loans, volume, 425e
FHA-insured multifamily mortgages, 

volume, 425
programs, usage, 430–431. See also Gov-

ernment National Mortgage Associa-
tion multifamily deals

Sections 221/223, 430–431
Federal National Mortgage Association 

(FNMA), underwriting guidelines, 36
Ferson, Wayne, 277n
FFELP. See Federal Family Education Loan 

Program
FHA. See Federal Housing Administration
FHLMC. See Federal Home Loan Mortgage 

Corporation
FICO. See Fair Isaac & Co.
Finance charge collections, 96

allocation, 97
Financial aid, growth, 122–123
Financing CDOs, 373
First Marblehead, private credit issuer, 133
First-time borrowers, 57
Fitch

CDO Asset Manager (CAM) Profi le, 
285–286

manager evaluation, 275
new-issue report, 286
presale reports, 286
ratings

actions report, 286
methodology, 285

Fixed cap
applicability, 158
implied write-down, inclusion, 387
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Index  511

Fixed interest rates, 150–151
Fixed payment form, 75
Fixed rate notes, extension/prepayment risk, 211
Fixed spread, calculation, 244
Fixed-rate baselines, 48e
Fixed-rate default curve, peak, 55
Fixed-rate loans

minimum/maximum refi nancing CRRs, 
percentages, 46

risk multiplier, 52
Fixed-rate payer. See Protection buyer
Fixed-rate refi nance default risk, 57
Fixed-rate refi nancing sensitivity, 47e
Fixed-rate repayment analysis, 46–47
Fixed-rate second lien loans risk multipliers, 

52–53
Fixed-term refi nance default risk, 57
Floating amount event, impact, 239
Floating-rate bonds, SFOC purchases, 5
Floating-rate payer. See Protection seller
Floating-rate payments, 234–235
FNMA. See Federal National Mortgage 

Association
Front-end bonds, exposure, 315
Front-end ratio, 57
Front-end residual, monetization, 35
Front-ended prepays, prepayment. See In-

school consolidation
Full repayments, impact, 67
Full-service banking companies, acquirer, 83
Fully funded transaction, 252–253

investor exposure, 254
Funded super seniors, 385–390

preference, 386
Funded synthetic CDO, 180

SPV, addition, 379e
Funding agreements, 12
Funding costs, difference, 270
Funding gap

analysis, 296e
example, 293e

Fund-of-funds, usage, 292
Future embedded profi ts, retention, 499

GATX aircraft leasing, purchase, 476
General purpose credit cards, usage, 83–84
Geographic diversifi cation, 322
Geographical sectors, relative value trades, 251
Gibson, Scott, 276n
GIC. See Guaranteed investment contract
Global speculative default rate, 205e
GMAC, auto deals, 107
GNR REMIC multifamily deal issuance, 427e
Government National Mortgage Association 

(GNMA)
5_5 loans, implied CPR, 444e

GNMA-insured loans, 425e
guaranty, 426
historical defaults, 455–456
loans, 1_9 call protection, 441e
loans, 3_7 call protection, 443e
loans, 5_5 call protection, 439e, 440e
multifamily average deal, 433e
multifamily bonds

risks, defi ning, 433–435
trading, 432–435

multifamily deals, call protection (break-
down), 453–454

multifamily loans
default analysis, 444–445
prepayment analysis, 435–436

Multifamily REMIC deal, 426
multifamily securities market, 8
REMIC multifamily deal, 448–452
REMIC multifamily market, percentage, 

436
Government National Mortgage Association 

(GNMA) multifamily deals, 423
call protection, 428e
examination, 426–430
example, 432e
FHA programs, 430e
loan characteristics, 426–430
path, 423–426

fl owchart, 424e
structuring process, 431–432
underlying collateral, 426–430

Grand Central Funding Corp., 28
Grantor trusts, 103

bonds, payment, 115
owner trusts, contrast, 104e

Guaranteed investment contract (GIC), 14, 
252–253
provider, 394

H credit enhancement structures, 61
Haircut (HC)

defi nition, 338n
impact, 338
receiving, 221–222
usage, 413

Halkin Finance, 28
Hard delinquency triggers, 68
HC. See Haircut
Heberle, Mark, 459n
Hedge fund industries, growth, 220
Hedge strategy, 176
Hedging

CDS usage, 159–161
interest rate caps

fl owchart, 73e
usage, 72–73
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512 INDEX

Hedging (Cont.)
interest rate swaps

fl owchart, 74e
usage, 73–74

money (absence), usage, 166
HEL. See Home equity loan
HG ABS CDO equity cash fl ow, vintages 

(contrast), 273e
High-grade (HG) ABS CDOs, 210–211
High-grade (HG) CDOs, 210
Highly leveraged loans, average debt multiples, 

204e
High-quality assets, 392

consideration, 399
High-yield bonds, 301

market, sell-off, 174n
purchase, 206

High-yield corporate bonds, 197
Historical average one-year downgrade risk, 279e
Historical prepayments, 436–437
Home equity ABS, cleanup call provision 

(usage), 235
Home equity issuance, 36e
Home equity loan (HEL), 35

ABCDS, usage, 76
market, evolution, 36
sector, growth, 36

Home price appreciation, rate, 40
Hospitality properties, 323–324
H-structure credit enhancement, 63e
Hurricanes (2005), SBA impact, 148
Hybrid ARMs

default curve, 55e
low documentation risk multiplier, 52
penalty loan baseline, 44e
refi nancing sensitivity, 42e
repayment multipliers, 52
risk multipliers, 57

Hybrid SLVs, 24–28
fl owchart, 28e
programs, 25

Hybrid transactions, 179

IC. See Interest coverage
Idiosyncratic risks, dominance, 257
Implied write-downs, 232

impact, 236
Incentive performance fees, 190
Indenture, 391
Index eligibility rules, 259–262
Index rolling, 79
Index tranches, 248–252
Industrial properties, 323
Initial available funds cap, calculation, 70
Initial operating capital, providing, 24
In-production narrow-body lease rates, 478e

In-production wide-body lease rates. See Com-
mercial aircraft

In-school consolidation, 131–132
allowance, front-ended prepays (prepay-

ments), 132
Insurance trust preferreds, 224–225
Interchange, fee, 96
Intercreditor agreements, 407
Interest. See Excess interest

advance, 416
cash fl ows, 86
trust, payment requirement. See Supple-

ment interest trust
waterfall, 188–190

fl owchart, 189e
Interest coverage (IC)

calculation, 413
OC, relationship, 200
tests, 183–185, 255n, 412

OC tests, similarity, 413
triggers, 308

Interest rate
caps, usage. See Hedging
hedges, 416–417
risk, elimination (SIV attempts), 22–23
swaps, usage. See Hedging

Interest rates, 93
arbitrage vehicles, 14
maximum, loan amount/maturity, 151e
sensitivity, 41–42
shortfalls, 158

Interest sensitivity analysis, 46–47
Interest shortfalls, 232, 383–384

considerations, 158–159
presence, 387

Interest-only (IO) balance percentage, 321e
Interest-only (IO) baseline, 46e
Interest-only (IO) bonds

inclusion, 315
riskiness, 353

Interest-only (IO) cohort, seasoning ramp, 45
Interest-only (IO) loans, 45

proliferation, 353
structures, 37

Interest-only (IO) rate type/penalty tenor, 45e
Interest-only (IO) repayment analysis, 45–46
Interest-only (IO) strip, 72
Intermodal equipment securitization, 487

deal structure, 489–490
issuance, outlook, 491
issuers, overview, 490–491
lessors, 490
market background, 487–488
rate-of-return calculation, 491e
return analysis, 490–491
transaction diagram, 489e
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Index  513

Internal rate of returns (IRRs)
computation, 297–298
level, 301–302

Internal ratings-based (IRB) approach, 395
International Swaps and Dealers Association 

(ISDA)
CDS infl uence, 233
confi rmation form, introduction, 383–384
data, 231
Standard Terms Supplements, 383
standardization. See Subprime ABS

In-the-money CRR, divergence, 48
Investment criteria, 192

CDO portfolio covenants, 192e
Investment grade-rated mezzanine classes, 176
Investment-grade A-notes, impact, 335
Investment-grade CBOs, 301
Investment-grade corporate bonds, 197
Investor-driven calls, 183, 410
Investors

coupon, 91
credit exposure, linkage, 64–65
information channel, 419–420
interests, alignment, 393
managerial investigation methods, 

280–281
occupancy loan type, 51

Involuntary repayment (default), 55
rates, factors, 56–59
risk multipliers, 58e

IRB. See Internal ratings-based
IRRs. See Internal rate of returns
Issuer collateral profi le. See Auto asset-backed 

securities
Issuer rating, defi nition, 27
Issuer weighted recovery rates, Moody’s rating, 

207e

Jackson, David, 277n
Jumbo subprime loans, origination liquidity 

(reduction), 49
Jumbo-A loans, 36
Junior participations, 356n
Just-in-time (JIT) delivery methods, 488

Key main trigger, 389–390
Keycorp, private credit issuer, 133

Lagging 12-month default rate, 206e
Lai, Shan, 216n
Lancaster, Brian L., 331n
Large commercial aircraft (LCA), Western 

manufacturers, 476
Large LBO loans, debt multiples, 219e
Large loans, debt multiples, 218e
Large-loan fl oating-rate CMBS deal, 335

Last-pay-priority A class, 135
LAWLOANS, 142
Lawyer, CDO transaction participant, 177
LBOs. See Leveraged buyouts
LCA. See Large commercial aircraft
LCD. See Leveraged Commentary and Data
LCDX. See Leverage loan CDS corporate index
Lease rate factor curve. See Aircraft
Leases

calculation. See Auto leases
deals. See Auto leases

Letters of credit (LOCs), 494–495
Level premium guaranteed policy, 496, 498
Level premium term policy, cash fl ow, 497e
Leverage loan CDS corporate index (LCDX), 245
Leveraged, term (usage), 290–291
Leveraged buyouts (LBOs), 173, 202–203

loan volume, 203e
volume, 203e

Leveraged Commentary and Data (LCD), 213
syndicated loans statistics, 217

Leveraged loan spreads, default rates (relation-
ship), 295e

Leveraged loan tranches, types, 202
Leveraged loans

collateral, 201–208
syndicated term loans, issuance, 201

Liabilities, cost, 391–392
Libman, Michael, 147
LIBOR. See London Interbank Offered Rate
Lien status, 52–53
Life insurance reserve securitization, 493
Life insurance securitization market, 493–494
Lifetime transition matrix. See Commercial 

mortgage-backed securities
LIFT transaction, 463
Liquidity, 220

considerations, 280
crisis (2007), 29–31
matching risk, 31
providers, 387
SIV requirement, 29n

Loan level mortgage insurance (loan level MI), 
monoline wrap (contrast), 64–65

Loan rates. See Auto asset-backed securities
Loan size/concentration, 324
Loans

coverage, deep MI (impact), 66e
delinquency status, 53
issuance. See Total leveraged loan issuance
prepayment penalties, 153
product type, 37e
purpose, 37e, 52, 57
securing, 153
structuring, effi ciency, 350e
types, 324–325
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514 INDEX

Loan-to-value (LTV) calculation, 412–413
Loan-to-value (LTV) default risk multipliers, 

60e
Loan-to-value (LTV) ratio, 48

dispersion, 322
usage, 321–322

Loan-to-value (LTV) repayment risk, 40
multipliers, 41e. See also Updated LTV 

risk multipliers
Loan-to-value (LTV) risk multipliers, 59
Loan-to-value (LTV) variable, 56
Lockout, 325

period, 62–63
LOCs. See Letters of credit
London Interbank Offered Rate (LIBOR)

basis risk, 211
caps, requirement, 325
coupon payment, 160
payment, 293
strike

calculation, 70
relationship. See Net available funds 

cap
three-month LIBOR, 139

Long Beach Acceptance, AmeriCredit purchase, 
102–103

Long Term Capital Management hedge fund, 
problems, 275

Long-dated deferrable interest instruments, 409
Loss rates, 111–113
Losses/defaults, distinction, 246–247
LossStats Database, recovery data, 216
Low-coupon loans, proliferation, 353
Low-risk fi xed income portfolio, 176

Macroview, expression, 249
Managed cash fl ow CDO, 179
Managed CRE CDOs

CQTs, 342
list, 343e–344e

managers
discretionary trading authority, 345
fl exibility, 342–345

understanding, 333
Managed deals, static deals (contrast), 215e
Management risk, 31
Management teams, due diligence (perform-

ing), 281, 419
Managers

case studies, 271–274
CDO transaction participant, 176
discretion, level, 281
diversifi cation, 281
equity stakes, investor attention, 275–276
gaming the system, 187
interest, investor alignment, 281, 419

market information, usage, 269–271
performance

luck/skill, discussion, 277
relationship. See Market

rating agency comments, 274–275
replacement trigger, 389
skill, market pricing, 277
strategy, focus, 281, 419
tiering, new-issue spreads (information), 

270
track record, perspective, 281, 417, 419
variable, 307–308

Manufactured housing property, risk multi-
plier, 51

Margin repo lenders, amount, 338e
Market

disruptions, SIV survival, 23
effi ciency, manager performance (con-

trast), 277
participants, 252e

Market value CDOs, technology overlap, 15
Market value structure, 290
Market value weighted average price 

(MVWAP), 295–296
Market-value CDO, 180
Mark-to-market losses, 186
Master issuance trust, 87
Master trust structure, 85e

evolution, 85
Master trusts, fi nance charge allocation, 97
Maturity extension, 384
Maturity/callability, 391–392
Maximum LIBOR rates, calculation, 70
Mayeux, Stephen, 331n
MBA. See Mortgage Bankers Association
MBA Loans, 142
McManus, Brian, 308n
MDS. See Moody’s deal score
Median cash-on-cash returns, vintage/sector 

ranking, 306e
Median dividend yields, vintage/sector ranking, 

307e
Medium-term notes (MTNs), 17

issuance, inability, 29
MEDLOANS, 142
Mezzanine ABS CDOs, 208–210

equity cash fl ow, 271
vintages, contrast, 272e

Mezzanine control rights, 354–355
Mezzanine debt

differences, understanding, 347–365
dollar amount/loan number, 336e
risk, 220

Mezzanine holders, triggers (impact), 187
Mezzanine lenders

cure period, 358
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Index  515

Mezzanine lenders (Cont.)
cure rights, example, 353–354
real estate operator identifi cation, 349
rights, 355e

Mezzanine loans, 350–355, 408
CDO technology, application, 338
default, impact, 351
documents, approval rights, 358–359
markets, evolution, 334–337
proliferation, 335

Mezzanine tranche
behavior, 258
price change, absence, 257

MI. See Mortgage insurance
Middle-market LBO loans, debt multiples, 

219e
Middle-market lending

entry barrier, 217
performance, 221–222

Middle-market loans (MM) CDOs
default/recovery data, 214–216
prepays, 214–216

Middle-market loans (MMLs), 200
addition. See Broadly syndicated loan
debt multiples, 218e
defi nition, 212–213

variation, 213
prepayments, opinions, 215

Middle-market (MM) CLOs, 211–222
fi nancing structure, 221–222
structures, 214

Minimum/maximum refi nancing CRRs, 41
percentage, 42

MM. See Middle-market
MMLs. See Middle-market loans
Model risk, 31
Modu, Emmanuel, 225n
Monolines

control rights, 389
insurer, CDO transaction participant, 178
purchase reasons, 386–387
super-senior buyer, 386
usage, benefi ts, 389–390
wrap, contrast. See Loan level mortgage 

insurance
Monthly lease payment, usage, 117
Monthly payment rate (MPR), 91

change, 91e
Monthly purchase rate, 92
Moody’s

CDO Asset Exposure Report, 283
CDO Index Report, 283
CDO Performance Overview, 284–285
Correlated Binomial Default Distribution, 

282–283
Deal Score Report, 283–284

Equity Score Report, 284, 302
CDO Deal Summary Performance, 

269
Presale Reports, 285
ratings, 78

actions, 285
Ratings Methodology, 12n, 26n, 29n, 

282–283
SFOC, initiation, 11–12

Moody’s deal score (MDS), 275
Mortgage Bankers Association (MBA) method, 

53
Mortgage default, curing, 352–353
Mortgage insurance (MI), 35. See also Deep 

mortgage insurance
loan balance portion, 65
purchase, 63–64

Mortgage pool scenarios, creation process, 169
Moussawi, Robin, 276n
MTNs. See Medium-term notes
Multifamily loans, 322
Multifamily property types, repayment risk 

multipliers, 51
Municipal bond CDO, 175
MVWAP. See Market value weighted average 

price

Narrow-body aircraft market, 481e
National Association of Insurance Com-

missioners (NAIC), insurance company 
regulation, 495n

NAV. See Net asset value
Nazarian, Danielle, 278n
Near prime auto repayment, 110e
Near prime borrowers, prepayment profi le, 

110
Negative basis trades, 240
Negotiated/signed ISDA, 378
Net asset value (NAV), 183, 295

aggregate market value, 183n
Net available funds cap, LIBOR strike/excess 

spread (relationship), 71
Net cumulative outfl ow tests, SIV requirement, 

29n
Net interest margin (NIM) transactions, 35
Net operating income (NOI), 335
Net payment, making, 73
Net present value (NPV). See Bonds
New business strain funding, usage, 494
New issue cash fl ow CDOs, collateral composi-

tion, 198e
New swap payment, making, 73
New-issue CDOs, assets, 176
NIM. See Net interest margin
No implied write-down toggle, variable-cap 

basis (pairing), 239
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516 INDEX

Nohel, Tom, 276n
Nonconsolidation FFELP transactions, 134
Non-CUSIPed collateral, handling, 339
Nonjudicial foreclosure, 351
Nonmonoline insurance companies, 386
Non-PIKable CDO liabilities, advancing agent 

requirement, 345–346
Non-PIKable class, 192
Non-PIKable tranches, 236
Nonrecourse, term (usage), 290–291
Nonsector specifi c risks, inclusion, 31
Nonsocialized trusts, 97
Nonterminated RESEC issues, performance 

problems, 305
Nonterminated transactions, performance, 

303–307
No-penalty cohort

CRR percentage, 47
minimum/maximum refi nancing CRR, 

percentages, 46
No-penalty loan hybrid ARM default curve, 55
No-penalty loans, 42
Notes, 176

Obligors, weighted average FICO score, 78
OC. See Overcollateralization
OCC. See Offi ce of the Comptroller of the 

Currency
Occupancy type, 51, 56

default rate, 56
OECD. See Organization for Economic Coop-

eration and Development
Offi ce of Federal Housing Enterprise and 

Oversight (OFHEO), home price apprecia-
tion, 40e

Offi ce of the Comptroller of the Currency 
(OCC), 38n, 394

Offi ce of Thrift Supervision (OTS) method, 53
Offi ce properties, 323
Ongoing cash fl ow, origination, 500
On-the-run ABX.HE index, impact, 79
On-the-run index, 241, 244
Onyx Acceptance, Capital One purchase, 102
Option-adjusted spread (OAS) analysis, 115. 

See also Zero volatility OAS
Optional peg rate. See U.S. Small Business 

Administration
Optional redemption call, 410
Optional redemption clause (ORC), 309–310
Organization for Economic Cooperation and 

Development (OECD), 372
Original loan amount, 48–49

risk multipliers, 49e
Original LTV ratio, 65–66
Origination liquidity, reduction. See Jumbo 

subprime loans

Originators
exposure, 79
toll taker role, 4

OTS. See Offi ce of Thrift Supervision
Out-of-production aircraft lease rates, 480e
Out-of-the-money borrower incentive, 42
Out-of-the-money CRR, convergence, 47–48
Outstanding ABS, sector analysis, 101e, 136e
Overcollateralization (OC), 61, 106, 138

increase, allowance, 67
maintenance, 66
mortgage pool balance excess, 67
ratios, 275

decline, 222
step-up trigger, 70
tests, 179n, 183–184, 255n

absence, 382–383
failure, 185
LTV calculation, similarity, 412–413
tripping, 192

triggers, 308
amounts, 70e

Over-the-counter (OTC) derivatives, 233
Owner trusts, 103–104

contrast. See Grantor trusts

PAC. See Planned amortization class
Par preservation, 185–187

list, 188e
Parent loans for undergraduate students 

(PLUS)
limits, 123
loans, 126

indexing, 128
margin, nondependence, 128

loans, historical interest rates, 125e
summary, 124e

Pari passu A-notes, 348
Pari passu auction rate money market securi-

ties, 500
Partial repayments, impact, 67
Partially funded SCDO, 380e
Pass-through certifi cates (PTCs), 460–461
Pay-As-You-Go (PAUG)

contracts, 376
development, 376
form, CDS diagram, 377e
protection seller, contingent cash pay-

ments, 76
structure, differences, 76
template, ISDA introduction, 234

Pay-As-You-Go (PAUG) CDS
settlement mechanics, 76e
settlement options, 384e
structure. See Subprime ABS
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Index  517

Pay-in-kind (PIK), 185, 346
events, impact, 236
grace period, 236n

Payment priority, example, 414e–415e
PEGs. See Private equity groups
Penalty fi xed-rate cohort, CRR percentage, 37
Penalty loan hybrid ARM default curve, 

maximum, 55
Penalty points, 326

decline, 427n
Perfect asset swaps, 416–417
Performance measurement. See Collateralized 

debt obligations equity
Performing collateral par value, 184, 185
Perkins loans, 123, 125

summary, 124e
Physical delivery, payment form, 75
Physical settlement, 159, 233

option, triggering, 235
payment form, 75

PIK. See Pay-in-kind
Planned amortization class (PAC) IO bond, 

316
Planned unit development loan, 49
PLCs. See Project loan certifi cates
PLD. See Project loan default
PLUS. See Parent loans for undergraduate 

students
Pool, notional amount, 377n
Pooled aircraft ABS

deals, absence, 465
EETC

comparison, viewpoint (change), 
468–469

contrast, 469e
market return, 463

Pooled lease ABS, comparison. See Enhanced 
equipment trust certifi cates

Portfolio manager, skills/capabilities, 399
Portfolio profi le tests (PPTs), 410–411
Portfolios

IRR, 298–299
issuance, collateral support, 420
yield, 90

Post-default control rights/remedies, 351–354
Post-secondary aid, growth, 122e
PPTs. See Portfolio profi le tests
Pre-9/11 pooled aircraft ABS transaction, 

structure, 470
Predefault, 354–355
Preferred equity

differences, understanding, 347–365
markets, evolution, 334–337
proliferation, 335
securities, 364–365

Prepayment penalty
absence, impact, 42
cohort, minimum/maximum CRR (per-

centage), 42, 46
infl uence, 43–45
presence, 47–48
tenor/loan type, 44e

Prepayment terms, 325–326
Prepayments, 130–133. See also Historical 

prepayments; Student loan ABS
division, 130
impact, 132
matrix, 440e–443e
rates, 5_5 call protection, 439e
risk. See Commercial paper; Senior notes

impact, 405
Prepays. See Middle-market CLOs
Present value (PV), calculations, 160–161
Preston, David, 308n
Pries, Christina, 403n
Primary institutional loan market, investor 

type, 202e
Prime auto loan ABS spreads, 114e
Prime auto repayment convention, 109e
Principal, cash fl ows, 86
Principal collections, 96
Principal losses, 186
Principal payments, prioritization, 107
Principal write-downs, 232, 383–384
Private credit

deals, weighted average FICO, 144e
expected losses, 135
issuers, 133
loan status, trends, 143
Sallie Mae 2006-C, 138e
transactions, loan types, 141

Private Credit SLMA 2003-A, loan status, 143e
Private credit/consolidation FFELP, 134
Private equity, growth, 220
Private equity groups (PEGs), 202–203, 213
Private FFELP student loan spreads, con-

solidation FFELP student loan spreads 
(contrast), 138e

Private label cards, viewpoint, 84
Private student loan ABS, issuers (ranking), 

136e
Project loan certifi cates (PLCs), 428

descriptions, 429e
Project loan default (PLD) curve, 434e

timing, 433
Project loan market, 424–425
Property

diversifi cation, 322
foreclosure, 349
liquidation, 435
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518 INDEX

Property (Cont.)
type, 49, 51, 56, 322–324

risk multipliers, 56
value (determination), mezzanine lender 

(impact), 352
Protection buyer (fi xed-rate payer), 234
Protection seller (fl oating-rate payer), 232

fi xed payments, 232
receiving, 235

payout, 386
PTCs. See Pass-through certifi cates
Purchase cohorts, loan type (difference), 52
Purchase options, 407
Pure swap equity, contrast. See Synthetic equity

Qualifying borrowers, small business loans 
(making), 152

Quality tests, 190–192, 382–383
Quarterly CPR

estimation. See Student Loan Marketing 
Association

Quarterly CPR, calculation, 130

RABSs. See Residential asset-backed securities
Rainy day payment waterfall, 356, 358
Rake bonds

B-notes, differences, 365e
differences, understanding, 347–365
dollar amount/loan number, 336e
markets, evolution, 334–337
proliferation, 335

Ramp-up period, 182, 409. See also Collateral-
ized debt obligations
shortness, 390

Rating agencies
CDO transaction participant, 177
inaccuracies, 4
reports, 282–288

Ray, Anik, 308n
RCF. See Revolving credit facility
Real estate fi nance tower, deconstruction, 347e
Real estate investment trust (REIT), 409

collateral, 222
debt, 211, 333
trust preferreds, 225–226

Real Estate Mortgage Investment Conduit 
(REMIC), 72

Real estate operating company (REOC), 409
Real estate owned (REO), percentage state-

ment, 53–54
Real estate risk premium, sector analysis, 337e
Real estate-driven analysis, 406
Receivables, cash fl ows, 84–85

allocation, 86
Recovery rates, 204–206
Redemption calls, option, 183

Reference coupon spread, CDS spread (equiva-
lence), 162

Reference obligation, 232, 384
Reference portfolio, 398
Reference tranches, OC ratio (providing), 236n
Reference-specifi c obligations, 76
Regulation Triple X (Regulation XXX), 493, 

495–496
impact. See Statutory reserves

Regulatory capital relief, 395
example, 396e, 397e

Reinvestment, 182
period, 409–410. See also Collateralized 

debt obligations
REIT. See Real estate investment trust
Relative value trades, 249, 251
Re-leasing risk, impact, 467
REMIC. See Real Estate Mortgage Investment 

Conduit
REO. See Real estate owned
REOC. See Real estate operating company
Repackaged secondary aircraft securities, 464e
Repayment risk multipliers, 50e
Repurchase agreement (repo), 12

addition, 25
documentation risk, 31

RESEC. See Residential resecuritization
Resecuritization CDOs, 174n
Reserve accounts, 106, 138
Reserve funding securitization, 494–496

transaction structures, 498–501
Reserve funds, usage. See Asset-backed securi-

ties
Residential asset-backed securities (RABSs), 

5, 35
expected default timing, 65e
market, overview, 35–39
securitizations, collateralization, 37
structural considerations, 59–74

Residential mortgage-backed securities 
(RMBSs), 176, 197, 233

Residential mortgage-backed securities 
(RMBSs) transaction
deal size, 78
originator determination, 79

Residential resecuritization (RESEC), 278–279, 
298, 302
Total Cash Returns, vintage ranking, 304e

Residential value risk, 118
Resolution Trust Corp. (RTC), CMBS impact, 

313
Restructuring events, 234
Retail properties, 323
Return on equity (ROE), 410
Return performance data, information (prob-

lems), 269
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Index  519

Revolver, 186
Revolving credit facility (RCF), 416
Risk grade, 56
Risk transfer/dispersion, misunderstanding, 4
Risk transfer/portfolio management, 395
Risk-neutral methodology. See Bonds
Risk/return profi les, variation, 173
RMBSs. See Residential mortgage-backed 

securities
ROE. See Return on equity
Roll date, 241, 244
Roll down, term (usage), 115n
Roll rate

analysis, 53–54
ranking, 54e

matrix, 53
model. See Delinquency

RTC. See Resolution Trust Corp.
Rule 2a-7, eligibility, 104
Running spread, upfront payment (combina-

tion), 246
Russian, government debt default, 275

SBA. See U.S. Small Business Administration
SBSCDO. See Commercial real estate synthetic 

balance sheet CDO
SCDOs. See Synthetic CDOs
Scenario analysis, value, 166–169
Secondary aircraft securities. See Repackaged 

secondary aircraft securities; Wrapped 
secondary aircraft securities

Secondary market, 403
Second-lien issuance, 203
Securities, risks/opportunities (investor misun-

derstanding), 4
Securities Industry and Financial Markets 

Association, corporate debt, 375
Securitizations

advantages, 82
credit enhancement, 152–153
impact, 500–501

Seller interest, 86
Selling protection, 157
Senior A-notes, placement, 334–335
Senior bonds, credit enhancement level, 62–63
Senior CP/MTNs, combination, 26
Senior notes, prepayment risk/extension risk, 

31
Senior participations, 356n
Senior tranches, interest payments, 105
Senior-most class, special rights, 192
Senior-subordinated structures, 61
Sequential-pay bonds, rating, 315
Servicers

exposure, 79
risk, 113. See also Student loan ABS

Servicing
cost, 108
fees, 91
rights, 407

SF. See Structured fi nance
SFOCs. See Structured fi nance operating 

companies
Shadow-rated investment-grade loans, conduit 

loans (combination), 324
Shared enhancement series, 87
Shareholder dividends, impact, 500
Shifting interest

mechanism, impact. See Credit enhance-
ment

Short portfolio programs, initiation, 22n
Single-family cohort, differences, 49
Single-name CDS, 157, 231–240

basis, impact, 245
contrast. See Asset-backed securities index

Single-tranche SCDO, investment, 393
Single-tranche trades, 392
Single-tranche transactions, 392–393

execution, ease, 393
SIVs. See Structured investment vehicles
SLS. See Supplemental loans to students
SLVs. See Structured lending vehicles
Small business loan ABS, 147

fi nancing, obtaining, 147
payment default, occurrence, 150

Small business loan performance. See U.S. 
Small Business Administration
analysis, 155

Small business loan securitization issuance. See 
Yearly small business loan securitization 
issuance

Small business loans, securitization, 152–153
Socialized allocation method, 97
Soft delinquency triggers, 68
Soft trigger CPR sensitivity, comparison, 69e
Soft-bullet structure. See Controlled accumula-

tion
Southwest, Matthews, 435n
Sovereign debt, 232
Special purpose reinsurance vehicle (SPRV), 

495
Special purpose vehicle (SPV), 176, 252

creation, 378
Special unit benefi cial interest (SUBI) certifi -

cates, 119
Specialization, contrast. See Diversifi cation
Specialty buckets, 199
Specialty fi nance companies, 83
Speculative-grade corporate collateral, 

200–201
Speculative-grade credits, 302n
Sponsor (arranger), protection sale, 252
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520 INDEX

Spread account, 89
SPRV. See Special purpose reinsurance vehicle
SPV. See Special purpose vehicle
St. Louis Federal Reserve Bank, 223n
Stafford loans, 125–126

historical interest rates, 125e
interest rates, 128
limits, 126
summary, 124e

Standard & Poor’s
caps, 409
CDO Manager Focus, 287
CDO Manager Magnifi er, 286
new-issue reports, 288
presale reports, 288
Rated Overcollateralization (ROC), 

287–288
ratings, 78

actions, 288
methodology, 286

subprime underwriting guidelines, 38e
weighted-average multiyear U.S. CMBS 

rating transition, 319e–320e
Standard SLV, structure, 25e
Static CDO, 179–180
Static CRE CDOs, managed CRE CDOs 

(contrast), 341e
Static deals, contrast. See Managed deals
Static recovery rate, results, 247
Statutory reserves

calculation, 496
Regulation Triple X, impact, 494

Step-down date, 62–63, 134
Step-up provisions, 159
Structural triggers, impact, 95
Structure variables, 307–308
Structured assets

breakdown, 21e
comparison. See Structured investment 

vehicles
market familiarity, 17

Structured credit protection, 67–68
Structured fi nance market, 376
Structured fi nance operating companies 

(SFOCs), 4
CDOs, contrast, 16e
contrast. See Asset-backed conduits
defi nition, 11–12
events/outcomes, 30e
guidelines, deviation, 12
Moody’s defi nition, 12
rating/counterparty rating, 25
risk history, 28–29
technology

growth, 13
overlap, 15

types, 13–16
Structured fi nance (SF)

CDOs, 174n, 199
products, media attention, 3
role, 4

Structured investment vehicles (SIVs), 4, 11, 
16–24
collateral, underlying rating, 21e
dynamics, 24e
general structure, 22e
leverage, 22e

control, 21
market, growth, 17

illustration, 20e
programs, 18e–19e
schematic, 23e
SIV-issued CP, 17
SLVs, differences, 24–25
structure, 17, 20–24
structured assets, comparison, 20e
survival. See Market disruptions
third-party liquidity support, maintenance, 

23
timing risk, 31
usage, 13

Structured lending vehicles (SLVs), 4, 11. See 
also Hybrid SLVs
asset purchase, 26
counterparty risk, 31
differences. See Structured investment 

vehicles
dynamics, 27e
programs, 25e
structure. See Standard SLV
usage, 13
variations, 28

Structured product risks, 4
Structured vehicles, 11
Student loan ABS, 121

background, 121–123
basis risk, 139
bond structures, 134–139
characteristics, 140–144
extension risk, 139
issuance, increase, 133
issuers, ranking, 135e
prepayments, 139
risks, 139–140
servicer risk, 140
subordinated notes, 139

Student Loan Market Association
FFELP securitizations, WAL types, 140e
FFELP transactions, quarterly CPR (esti-

mation), 133e
private credit issuer, 133
private securitizations, WAL types, 142e, 143e
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Index  521

Student Loan Market Association (Cont.)
Signature loans, supplemental funds (pro-

viding), 142
transactions, quarterly CPR (estimation), 

131e, 132e
Student loan-backed securities sector, stability, 5
Student loans

cash fl ows, 141
deferral, 127
forbearance, 127–128
grace period, 127
interest rates, 128
status, 127–128
types, 123–127

SUBI. See Special unit benefi cial interest
Subordinate bonds

offering, 105
principal payments, 105

Subordinate debt, proliferation, 335
Subordinate tranches, interest payments, 105
Subordinated bonds, lockout, 62
Subordinated capital notes, combination, 25
Subordinated CMBS notes, 175
Subordinated investor, 24

identifi cation, 27–28
Subordinated management fee, 190
Subordination, 89
Subprime ABS

CDOs, media attention, 3
CDS contracts, ISDA standardization, 158
credit default swaps, valuation, 6, 157
PAUG CDS structure, 158
PAUG contracts, CDS cash fl ows, 158e
single-name CDS, PAUG form, 161

Subprime auto issuers, ranking, 103e
Subprime auto loan ABS spreads, 114e
Subprime auto repayment, 111e
Subprime auto sector, consolidation, 102–103
Subprime borrowers

defi ning, 38–39
loans, 43

Subprime HEL, collateralization, 244
Subprime loans, refi nancing, 52
Subprime securitizations, monoline insurance 

reliance, 60–61
Summit Acceptance, Capital One purchase, 102
Sunny day payment waterfall, 356
Super senior added, 380e
Super seniors, 385–390

deals, challenges, 387–388
Super-senior buyers, types, 385–386
Super-senior tranche, 378, 385

spread demands, 391
Super-two-step consolidation option, 131
Supplement interest trust, payment require-

ment, 74

Supplemental loans to students (SLS) loans, 
127

Surplus notes, 224–225
Swap confi rmation, 374
Swap counterparty, CDO transaction partici-

pant, 177–178
Swaps, 248–252
Synthetic ABS indexes, initiation, 248
Synthetic balance sheet deals, 394–398
Synthetic balance sheet transactions, ramp-up 

periods (shortness), 391
Synthetic CDOs (SCDOs), 7–8, 180–181, 

231, 372. See also Commercial real estate 
SCDOs
challenges, 254
collateral aggregation, 390–391
emergence, 376–381
equity investors, benefi ts, 391
events, impact, 375e
explanation, 374–383
fl owchart, 181e, 253e
investor guide, 398–399
life cycle, 381

illustration, 381e
transactions, 232
usage, 252–255

Synthetic CMBS indexes, initiation, 248
Synthetic collateral, 408–409

issuer/investor considerations, 384–394
rating agency accommodation, 393–394

Synthetic CRE CDOs, 371
markets

events, 375e
growth/evolution, 372–374

Synthetic equity, 248–252
pure swap equity, contrast, 250e

Synthetic execution, effi ciency, 390–391
Synthetic GICs, function, 14
Synthetic protection, purchase, 22n
Synthetic structures, arrival, 174
Synthetics, cash deals (comparison/contrast), 

373e
Systemic risks, 257–258

Teaser rates, 82–83
arbitraging, 82

Terminated CDO equity return, summary, 301e
Terminated CLO-Equity IRRs, 303e
Terminated deal equity IRRs, 301e
Terminated transactions, historical perfor-

mance, 300–303
Third-party liquidity support, maintenance. See 

Structured investment vehicles
3/27 hybrid ARM cohort

CRR curve, 43
seasoning, 45
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522 INDEX

Timing risk. See Structured investment vehicles
Titling trust

bankruptcy remote SPE, 119
usage. See Auto leases

Todd, Steven, 276n, 277n, 308n
Total credit risk, redistribution, 175
Total debt/EBITDA, leverage ratio, 203
Total defaults, probability distribution, 257e
Total leveraged loan issuance, 201e
Total return analysis, usage, 117
Total return swaps (TRS), 12, 254

addition, 25
contracts, documentation risk, 31

Total spreads, constancy, 257
Trading strategies, synthetics (usage), 249–251
Tranche loss, collateral loss (relationship), 247e
Tranche spreads, correlation assumptions, 258e
Tranches, 176

note/security status, 78
spreads, 256e
standardization, 248e

Transaction costs, recovery, 500–501
Transitional property, fi xed-rate fi nancing 

(lockin), 342n
Trigger events, 67–68
Triggerless CDOs, 181
Triggers, 185–187

amounts. See Overcollateralization
determination, 184

Triple X. See Regulation Triple X
securitizations, 493, 494, 501e

wrapped fl oating rate term notes, 
inclusion, 500

transactions, credit enhancement (usage), 
499–500

TRS. See Total return swaps
Trustee, CDO transaction participant, 177
Trust-preferred securities (TruPS), 175, 197

CDOs
collateral statistics, 224e
debut, 222–226

collateral, 223
defi ning, 222–223
structure, 223–226
usage, 409

Tuition/fees, infl ation adjustment, 122
Turbo features, 185–187, 413–414
Turbo list, 188e
Turn-in rates, level, 118
2/28 hybrid ARM cohort

CRR curve, 43
seasoning, 44–45

Type I credit enhancement structures, 61

Underwriter
aggressiveness/subsidization, 270

CDO transaction participant, 176–177
guidelines, insurer (impact), 65

Undivided trust interest (UTI) assets, 119
Unfunded SCDO, 378e
Unfunded super seniors, 385–390

preference, 386
Unfunded transactions, sponsor reliance, 

377–378
Unhedged bond bucket, 208
Uniform Commercial Code (UCC) foreclosure 

rights, usage, 351
Unwrapped deal, 390
Updated LTV risk multipliers, 41e
Up-front loss discount, 160–161, 166
Upfront payment, 244
Upfront payment, combination. See Running 

spread
Upgrade/downgrade statistics, vintage bias, 

268–269
Upstream transaction structure, 499e
U.S. leverage, contrast. See European leverage
U.S. Securities Act of 1933, tranche registra-

tion requirement, 78
U.S. Small Business Administration (SBA), 148

loan proceeds, eligible use, 150
loan programs, maturity terms, 150
Offi ce of Advocacy, 147
optional peg rate, 151
SBA 7(A) loans

characteristics, 150–151
guarantee program, 149
small business loan loss performance, 

BancLab LLC data, 153–156
unguaranteed portions, securitization, 

151–152
static pool charge-offs cumulative four-

year loss rates, 155e
U.S. transportation industries, productivity 

trends, 488e
U.S. Treasury bill rates, 129e
UTI. See Undivided trust interest
Utilization rates, 92–93

Variable cap
applicability, 158
implied write-down, absence, 387

Variable interest rates, 150–151
Vehicle tilting, 118–120
Vintages

bias, 267
outperformance. See Collateralized loan 

obligations
relative value trades, 251

Voluntary repayment, 39–41
factors, 47–53
rates, 47
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Index  523

WAC. See Weighted average coupon
Wachovia Capital Markets Auto Index

Cumulative Loss, 112e
60 days past due, 112e

Wachovia CDO return histogram, termination, 
299e

Wachovia Corporation, WFS purchase, 
101–102

Wachovia nonterminated CDO
dividends, 299e
IRRs, 300e

Wachovia Securities, Aviation Capital Group, 
463

WAL. See Weighted average life
WAR. See Weighted average rating
Warehouse facility, 182
WARF. See Weighted average rating factor
WAS. See Weighted average spread
Waterfall, 176, 290. See also Interest; Rainy 

day payment waterfall; Sunny day pay-
ment waterfall
provisions, 176
structure, 414–415
tests, 193

Weighted average coupon (WAC), 108, 
315–316
IO, 316

Weighted average life (WAL), 135, 191
bond, cash fl ow graph, 437e–439e
changes, 435–436

Weighted average rating factor (WARF), 190, 
308
level, 271
range, 210
table, 191e

Weighted average rating (WAR), 287
Weighted average recovery rate test, 191
Weighted average spread (WAS), 191

targets, 308
Weighted average (WAVG) APR, 90

Weighted average (WAVG) FICO, 108. See also 
Private credit
score. See Obligors

Weighted average (WAVG) static pool analysis. 
See Annual charge-offs

Weighted average (WAVG) static pool net 
charge-offs, 154e

WFS
interest cash fl ows, 106e
principal cash fl ows, 105e

Whole loans, 401, 405–406
Wide-body aircraft, downturns (susceptibil-

ity), 479
Wide-body aircraft market, 482e
Wild, Esther Robinson, 403n
William D. Ford Direct Student Loan Program, 

123n
William Street Commitment Corporation, 28
Within-sector variation. See Equity
Wong, Calvin, 286
Workout recovery value, payment date, 75–76
Wrapped secondary aircraft securities, 464e
Write-down (WD), 388. See also Fixed cap

Y credit enhancement structures, 61
Yearly auto ABS issuance, 100e
Yearly small business loan securitization issu-

ance, 148e
Yearly student loan ABS issuance, 134e
Year-over-year (YoY), increase, 122
Yield curve, steepening, 115
Yield maintenance, 326
Young aircraft, number, 481
YoY. See Year-over-year
Y-structure credit enhancement, 64e

Zero volatility OAS analysis (Z-spread), 115
graphic illustration, 115, 116e
usage, 116
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