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NPV seeNet present value
nth-to-default, 88, 89, 336, 338

O
off-balance sheet, 148
instruments, 54, 62

Operations risk, 421
Optimising balance sheet management,

156
Option-adjusted spreads (OAS), 291
Options, 13, 49, 61, 66, 70, 80,

104–107, 129, 228, 234,
237–240, 299, 300, 401, 416,
424, 480, 544

Originator, 10, 95, 156, 407, 408,
412–416, 432, 433, 445, 447–
449, 452, 481, 485, 542, 543

Origination model, 375
OTC products, 61, 203
Out-of-the money, 105
Over-the-counter (OTC), 58, 61, 203
Over-the-counter markets, 58

P
P&L see Profit & loss
Paper, 8, 33, 71, 442, 533, 535, 562
Par
Bonds, 258, 259
Value, 166

Par (coupon) rates, 266
Parallel shift, 136, 137, 325, 341
Parametric, 42, 44, 47
Pass-through, 414, 422, 426, 433
Participants, 4, 16, 17, 59, 107, 137,

141, 294, 344, 385, 392, 412
PD see Probability of default
Pfandbriefe, 299, 452, 456, 463, 499,

554
Physical Settlement, 63, 70, 106, 128,

129, 131, 132, 146, 392, 394,
395, 397, 464

Portfolio
Management, 61, 62, 76, 89, 215

Portfolio risk, 49, 54, 446, 472
Portfolio trading, 445

Preference share, 40
Prepayment, 94, 377, 424, 429, 486
Present value of a basis point (PVBP),

49, 54, 110, 140, 196, 238, 249,
253, 274, 323, 355, 509

Price volatility, 143, 246
Pricing
CDO, 561, 562
CDS, 82, 84, 132, 141, 228, 248, 267,

338
Model, 104, 229, 285
Theory, 282

Pricing credit default swaps, 281
Pricing models, 104, 229, 285
Principal protected note, 177
Probability of default, 50, 82, 104, 228,

248, 270, 311, 338, 510
Profit & loss, 312
Protection buyer, 22, 63, 69, 92, 106,

129, 164, 303, 392, 453, 476
Protection seller, 22, 59, 63, 64, 70, 94,

110, 130, 164, 284, 302, 346,
455, 550

Q
Quote price, 344, 437

R
Ramp-up period, 463
Rate of recovery, 350, 508
Rate of return, 269
Rating agencies, 10, 11, 35, 432, 499,

536
Recovery rate, 29, 39, 40, 80, 84, 143,

231, 247, 260, 350, 379, 512,
562

Recession, 3, 39, 82, 84, 290, 488
Redeem, 32, 175, 182, 416, 535
Redeemable, 32, 175, 182, 416, 535
Redemption
Date, 182
Payment, 198
Value, 63
Yield, 282, 347

Regression, 291,
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Regulatory risk, 41
Relative value, 62
Repackaging vehicles (Repacks)
Mechanics, 546, 547, 549
Secondary market, 554
Structures, 548

Replication, 252
Repos
Market, 94, 284, 302, 309

Repurchase agreements, 9, 16
Reset date, 426
Restructuring, 10, 13, 29, 66, 140, 154,

390, 401, 480
Return on equity, 189, 190, 409, 536
Returns on assets, 507, 536
Returns on capital, 27, 46, 52, 61, 188,

189, 204
Returns on equity, 189, 190
Risk
Allocation, 46
Associated, 1
Types, 12

Risk management
Asset liability management, 406

RiskMetricsTM, 40, 48, 53
Risk-free
Interest rate, 235, 236
Yield, 269, 271, 339

Risk-return profile, 194, 412
Risk weights, 150–152, 154
RMBS, 423, 426, 554
ROA see Returns on assets
ROC see Returns on capital
ROE see Returns on equity
Rolling maturity swap, 76
Running cost, 438

S
S&P see Standard and Poor’s
Scenarios/simulation analysis, 51, 516,

518, 520
Secondary market, 4, 79, 343, 398, 428,

508, 509, 525
Secured debt, 390, 423, 500
Securitisation

Applications, 154–155
Balance sheet management, 156
Basel II, 155–157

SEC see Securities and Exchange
Commission

Security, 10, 92, 102, 148, 240, 474,
548

Securities and Exchange Commission,
13, 534

Semi-annual rates, 76, 103, 377
Settlement
Cash, 70, 128, 130, 136, 143, 395
Physical, 130, 131, 133, 166, 393,

395, 464
Shadow Banking System, 441
wealth funds, 153

Short dated ABCP, 535–538
Short position, 79, 167, 282, 373, 449
Short-term instruments, 33
Single-tranche CDO, 176, 465, 466,

471, 473
SIVs see Structured investment vehicles
Sovereign credit risk, 218
Sovereign wealth funds, 153
Special, 284
Special purpose entity (SPE), 164, 407,

462
Special purpose vehicle (SPV), 85, 164,

173, 407, 408, 413, 421, 452,
461, 497, 537, 542

Spread options
Concept, 240–241
Credit spread products, 234–237
Pricing/valuation of, 234, 240

SPE see Special purpose entity
Spot
Exchange rate, 218
Market, 218
Price, 239
Rate discount, 198, 244, 318, 515
Yield, 197, 311

Spread
Duration, 315, 316
Risk, 57

Spread option, 104–107
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SPV see Special purpose vehicle
Standard and Poor’s, 29, 51, 189, 421
Stress testing
Concept, 11, 14

Structured finance securities
ABCP, 4, 6, 8, 15, 489, 536, 545
ABS, 91, 94, 156, 412, 423, 432, 484
CDOs, 59, 173, 446, 454, 471, 565
SIVs, 6, 7, 9, 428, 442, 541

Structured investment vehicles (SIVs)
Concept, 6
Development of, 6–7
Examples, 8
Rationale, 9
Structure, 7

Structured notes
Components, 165
Concept, 165
Construction, 166
Creation of, 166
Hedging of, 154
Pricing, 169
Principal protection, 167, 173, 176
Secondary market, 169

Subordinated debt, 7, 8
Sub-prime Mortgages, 2, 4, 37, 133,

307, 440, 441, 487
Super senior tranches, 223, 458, 478,

511
Swap curves
Application, 119, 143, 318
Calculation, 197
Concept, 286, 287
Problems in derivation of, 196, 199

Swap revolving facilities, 414, 415
Swap spread, 193–195
Swaps
Pricing, 340
Rates, 294, 312, 314, 318

Swaption, 237, 238
Syndicated loans, 27, 205, 554
Synthetic assets see also Asset swaps,

Structured notes, Repackaging
vehicles, Structured investment
vehicles)

Concept, 90
Types of, 481

Synthetic bonds, 102, 313
Synthetic CDO, 3, 59, 154, 223, 307,

448, 451, 455, 470, 490, 512,
562

Synthetic CLOs, 383
Synthetic conduits, 404, 541
Synthetic convertibles, 548
Synthetic credit assets, 175
Synthetic funding, 550, 553, 554
Synthetic liabilities, 462
Synthetic repacks, 405, 548–550
Synthetic securitisation, 154, 171, 405,

406, 445, 447, 476, 485
Synthetic structure, 215, 447, 448, 533,

541, 552, 555
Systemic risk, 57

T
Taxation considerations, 407
Term structure, 37, 62, 245, 262, 317
Term to maturity, 67, 135, 152, 268,

348, 503
Term structure of interest rates, 257,

563
Third party, 8, 128, 167, 413
Tick, 73
Time horizon, 36, 50, 55, 351, 357
Time period, 40, 41, 65, 239, 318
Time value for money, 248, 275
Total return swap (TRS)
Benefits of, 103
Confirmation for, 338
Described, 103–104
Examples of, 104
Structure, 102
Term sheet for, 543

Tranche, 6, 92, 94, 155, 157, 223, 386,
435, 458, 466, 469, 488, 508,
510, 511, 515, 519, 521, 523,
563

Tranching, 413, 415, 466, 550
Tranched risk, 549, 551, 553
Transaction costs, 438, 441
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Treasuries, 100, 119, 311, 450, 489
TRSs see Total return swaps
Trustee, 409, 420, 425, 501, 537
Two-way price, 206

U

UK gilts, 194, 195, 218
Repo market, 94, 284, 302, 304, 309

Underlying asset, 10, 90, 92, 98, 102,
103, 243, 407, 416, 457, 541

Underlying collateral, 3, 94, 422, 438,
446

Underwriter, 375
Underwriting, 338, 414, 535
Unexpected loss, 152
Unfunded CDO, 451, 460
Unfunded synthetic CDO, 458
Unsecured debt, 423, 500
Upfront payments, 63, 109, 112, 138,

163, 177, 260
US Treasuries, 100, 119

V
Valuation of structured notes (see Pric-

ing/valuation of structured notes)
Value date, 86, 546
Value at risk (VAR)
Analytic VAR, 50
Applications of, 40
Assessment, 41
Calculation of – single asset, 45
Calculation of – portfolio, 40–41
Capital allocation, 46
Concept, 41
Confidence level, 48
Correlation, 48
Credit VaR, 49–51, 54–55
Definition, 41

Estimating volatility and correlations,
48

Historical VAR, 48
Regulatory capital, 41
Simulation VAR, 43
Time horizon, 50
Volatility, 42

Value date, 86, 546
Vanilla
Bond, 169
Swap, 76

VaR see Value-at-Risk
Variable rate, 231
Variance, 43, 44, 46, 47, 503
Variation, 9, 41, 82, 85, 177, 552
Variance-covariance methodology, 47
Volatility, 41, 42, 44, 46, 55, 107, 240,

361, 419

W
Write-downs, 14

Y
Yield
Analysis, 100

Yield curve, 32, 101, 137, 247, 287, 311
Yield enhancement applications, 27
Yield spread, 101, 119, 193, 296, 488
Yield spread premium, 275

Z
Zero coupon rates
Application, 197
Behaviour, 311
Calculation, 197
Concept, 197

Z-spread, 194, 197, 198, 199, 261, 311,
312, 319, 357, 360, 369
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