
Index

Account balances, fluctuating, 273�274
Accounting Research Bulletin 51
(ARB 51), 246

Accumulation,
controlled, 284
phase, 271�273

Agency market, 6�9
AIG SunAmerica Life Assurance Co.,

360�363
Alt-A, 20�21, 57, 337�339, 349
Amortization
controlled, 267
phase, 273�275

Anthracite Capital Inc., 361
Apex Mortgage Capital Inc., 360
Asset-backed commercial paper (ABCP)
accounting treatment, 178, 286,
302�303

conversion factor for liquidity
facilities, 256�258

cost of funding, 193, 211
Countrywide Home Loans example,
230�234

credit enhancement and liquidity
support, 236�237
D&K Healthcare Resources, Inc.
example, 241�244

Ford Motor Credit example, 230
General Electric Capital example,
226�227, 239, 245, 247

hypothetical example, 238�241
Labor Ready, Inc. example,
245�246

market for, 163
reasons for using, 222
relationship of conduit, originator,
and seller, 235

restructuring, 221
risk-based capital regulations,

251�253
securitization structure and cash

flow, 235�236
support, full versus partial,

222�223
tier-one and tier-two spreads,

218�219
Asset-backed securities (ABSs),
investments in, 327�337

Banc of America Funding Corp.,
347�348

Bank of New York, 27, 28, 185
Bankruptcy remote, 31�33, 38, 162,

168, 184�185, 187
Banks, mortgage pricing by,

75�77
Bear Stearns Asset Backed Funding

Inc., 172
Bonds See also fixed-rate bonds
interest-only securities and, 343

California Public Employees Retirement
System (CalPERS), 357�359

Capital gains, 17
CARCO Auto Loan Master Trust,

269, 272
accumulation phase, 271�273
credit enhancement, 270�271
liquidity, 274�275
pool size, role of, 279�280
retirement/amortization phase, 273
securitization scheme, 267�270
seller’s claim on receivable pool,

277�280
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Cash flows
asset-backed commercial paper, 235
bond, 38
credit card receivables, 291�294
model, 100�103
over time, 103�109
of pass-through, IO, and PO
securities, 98�100

planned amortization class, 141�145,
363�364

prepayment examples, 103�109
reinvestment of, 364�365

CDO Squared, 154
CDS, 334�335
Citibank, 299, 309�310, 333
Credit Card Issuance Trust, 309
Citicorp, 235
Collateralized debt obligations,

329�330
Collateralized loan obligation

(CLA), 329
Collateralized mortgage obligations

(CMOs), 3, 53�54, 70�71,
131�136, 203, 342�344, 359

Commercial paper. See asset-backed
Commercial paper (ABCP)
conforming mortgage loans,
6, 20

Consolidated Financial Statements
(Fin 46), 244, 246�247

Constant prepayment rate (CPR),
88�89, 98�100, 364

Consumer credit. See credit card
receivables

Controlled accumulation, 294
Controlled amortization, 294
Convexity, 79�80, 93�94, 105
effective, 110�112

Cooper River Funding Inc., 244
Council of Mortgage Lenders, 56
Countrywide, 25�31, 45, 337
Countrywide Financial Corp., 25�26,

231�232
Countrywide Home Loans, 230�234
Coupon rate, 15, 80�82

Credit card receivables
accounting treatment, 302�303
cash flow allocation, 291�294
changes in, 303�304
compared with dealer floor plans,

230, 281�283,
credit risk and enhancement,

304�309
ERISA regulations, 314, 320�322
finance charge collections, 296�298
interest, retained, 301�302
master trust pooling and servicing

agreement, 288�289
MBNA Credit Card Master

Note Trust, 291, 293, 298, 309
MBNA Master Credit Card
Trust II example, 291, 293, 295,

309, 314
principal collections and reallocations,

294�295
securitization scheme, 290�291
seller and investor interest, 291�294
sources of, 283�284

Credit default swaps, 328
Credit enhancement
asset-backed commercial paper,

236�239
credit card receivables, 304�309
dealer floor plan loans, 270�271
external and internal, 389
relative value of, 389�390
selecting forms and levels of,

387�389
Credit line variability, 278
Credit risk, 19�20, 23, 57�58
credit card receivables, 304�309
direct financing of, versus
buying a financial guaranty, 385�386
Ford Motor Credit’s allocating
and funding of, 57�58
Ford Motor Credit’s
leveraging of, 213�124

DaimlerChrysler
Master Owner Trust, 306
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securitization and, 172
Services North America LLC, 172
Wholesale Receivables LLC, 172

D&K Healthcare Resources,
Inc., 241�244

Dealer floor plans, 168
compared with credit card
receivables, 281�282
credit enhancement, 270�271
credit line variability, 278
liquidity, 274�275
maturity dates and fluctuating
account balances, 273�274
payment phases, 271�273
pool size, role of, 279�282
securitization scheme, 267�270
seller and investor interest, 275
seller’s claim on receivable
pool, 277�280
trends in, 263�267

Dime Savings Bank, 344
Direct credit substitute, 256
Direct financing of risk, 385�386
Discount effect, 99, 107�108
Dodd-Frank, 344
Duration, 53
effective, 109�110
Macaulay, 89�92
modified, 89�92, 125

Edison Asset Securitization, 244
Effective convexity, 110�111
Effective duration, 109�110
Employment Retirement Income

Security Act (ERISA), 289,
306�307, 314

Excess spread accounts, 189
External credit enhancement, 222

FASB, 246, 303
FCAR Owner Trust, 168, 192,

194, 230
FCE Bank, 170�171
FCIC, 333�335
Federal Deposit Insurance Corp.
(FDIC), 252, 308, 332

Federal Home Loan Mortgage Corp.
(FHLMC) (Freddie Mac),
6�9, 97

Gold Cash program, 72�73
REMICS, 19, 69, 71
sample purchase pricing, 72�75

Federal Housing Administration
(FHA), 7

Federal National Mortgage Association
(FNMA)

(Fannie Mae), 3, 6�13, 15�16
example of pass-through security
issued by, 111
exchange of mortgages, 340�341

Federal Reserve, 162, 327
Federal Reserve System (FRB),
Board of Governors, 252

Fees
guarantee, 47
servicing, 38

Finance charge collections, credit card
receivables, 296�298

Financial Accounting Standards
Board (FASB)

Consolidated Financial
Statements (Fin 46), 246�247
credit card receivables, 303

FASB, 162, 169, 187, 190, 212, 248
FIN 46, 169�170
FIN 166, 178
FIN 167, 178
Financial crisis, 42�45, 161, 263,

335, 427
Financial guaranty
direct financing of risk versus
buying, 385�386
versus insurance contract, 386�387

Financial Guaranty Insurance Co.,
389�390

Financial Institutions Reform,
Recovery, and Enforcement Act

(1989), 309
Fitch Ratings, 307, 349�350
Fixed-rate bonds
convexity, 93�94
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defined, 80
Macaulay duration, 89�92
modified duration, 89�92
price/yield relationship, 79�81
risks, 95
valuation, 80�81

Fixed-rate mortgages
convexity, 93�94
defined, 82�87
outstanding balance, 84�86
prepayment option, 87�89
principal and interest components,
83�85

risks, 95
valuation, 85

Fleet Funding Corp., 244
Floaters, 149�152, 352, 354
hedging, 372�374

Flow of funds, 207, 286, 333
Flow of Funds Accounts of the United

States, 333, 362
Ford Credit Auto Owner Trust,

178�180, 349
Trust 2000-A, 182, 185, 192�195,
197, 202�203, 206�207, 209,
212�214

Ford Credit Auto Receivables Two,
Inc., 178

Ford Credit Auto Receivables Two LLP,
178�179, 187

Ford Credit Floor Plan Master Owner
Trust A, 267

Ford Motor Credit Corp. (FMCC)
asset-backed commercial paper,
use of, 168�169
cash flows, 179, 182, 202
credit enhancement, 161�163
credit rating, 161, 163, 191�196
credit risk, allocating and funding,
185�189

credit risk, leveraging, 213�215
example of 2000 securitization
185�189

FCAR Owner Trust, 168, 184,
194�196

Globaldrive, 170�172
on- versus off-balance sheets,

191�196
overcollateralization, 179�182,

209�211
purpose of, 178
securitization advantages, 173�178
securitized receivables, 168�172
special-purpose vehicles, 163,

161�171, 178�179, 189, 211
two-step securitization transaction,

187�191

General Electric Capital Corp.
(GE Capital), 226�227,

asset-backed commercial
paper, use of, 228�230, 244�245

General Motors Acceptance Corp.
(GMAC), 336�337
Residential Funding Mortgage
Securities, 347, 350

Government National Mortgage
Association (GNMA) (Ginnie Mae),
17, 79, 356

Government-sponsored enterprises
(GSEs), 6

GSE, 6, 14�19, 45�48
Guarantee fee, 16, 47

Hedging
collateralized mortgage
obligations and, 359
interest-only securities and, 365�369
principal-only securities and, 370�372

Hibernia National Bank, 339�340
Hyperion Fixed Income Funds, 343
Hyperion Investment Grade
Opportunity Term Trust, 341, 343

Hyperion Strategic Mortgage
Income Fund, Inc., 340�341

Hyperion Total Return Fund, Inc.,
341, 351

Insurance contract, financial
guaranty versus, 386�387
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Interest-only (IO) securities
cash flow over time, 103�109
cash flows, 98�109
combining bonds and, 365�369
credit card receivables, 303�304
effective convexity, 110�111
effective duration, 109�110
example of, 121
hedging, 365�369
valuation, 107�109

Interest-rate risk, 69, 80, 95, 327,
363�365, 372

Intermediate Bond Fund of America,
353, 356

Internal credit enhancement,97, 386�388
Inverse floaters, 149, 154, 352�354
hedging with, 372�375

Labor Ready, Inc., 245�246
Labor Ready Funding Corp., 245�246
Lehman Brothers Intermediate
Aggregate Index, 352

Lehman Mortgage Index, 363
Leverage ratio, 59�60
tier-one and tier-two, 252, 255

Life insurance companies, 360
Liquidity, 221�223, 225�226
Liquidity, asset-backed
commercial paper, 232�236
conversion factor for, 256�258

liquidity, securing, 274�275
London Interbank Offer Rate
(Libor), 149, 151, 154, 306

Macaulay duration, 89�92
Margin calls, 334
MasterCard, 298�300, 310
Master trust pooling, 288�290
Maturity dates, uncertain, 131
MBNA America Bank National
Association, 299, 308

MBNA Credit Card Master Note Trust,
291, 293, 298, 306�310

MBNA Master Credit Card Trust II,
289, 291, 296, 298�301, 306�309

Modified duration, 89�92, 109�110
Moody’s Investors Service, 173, 356
Mortgage-backed securities (MBSs)
agency market, 6�9
agency versus nonagency market
segments compared, 56�57
credit risk, 57�58
investments in, 340�341
origins of, 3�5
pricing, 72�77
from primary to secondary
markets, 5�7
private-label market, 19
secondary markets, 63
subinvestment of private label, 346

Natural prepayment level, 89
Negative convexity, 93
Negative option cost, 119�121
Nonconforming mortgage loans, 20
NSRO, 58, 61, 233

Office of Federal Housing Enterprise
Oversight (OFHEO), 9

Office of the Comptroller of the
Currency (OCC), 59, 252, 308

Office of Thrift Supervision (OTS),
59, 252

On- and off-balance-sheet financing,
67�68

Ford Motor Credit and, 195�196
Option-adjusted spread (OAS),

117�119
Overcollateralization, 22, 33, 179�182

Pay-Option Arm, 45
Pass-through securities, 98�100
cash flow over time, 103�109
cash flows, 98�109
effective convexity, 110�111
effective duration, 109�110
example of, issued by FNMA, 111
valuation, 109

Planned amortization class (PAC), 37,
128, 141�149, 363�364
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PMT, 83�85
Pooling and servicing agreement,

288�289
Pool size, role of, 279�280
Prepayment
cash flow examples, 103�109
effect, 99�100
option, 99�100, 117�119
risk, 121
S-curve, 112�115
standard assumption (PSA) levels, 112

Present value interest factor of an
annuity (PVIFA), 83

Price/yield relationship, bond, 81, 93
convexity, 79, 93�94
Macaulay duration, 89�91
modified duration, 91�92

Primary beneficiary status, 247�249
Principal collections and
reallocations, credit card
receivables, 294�295

Principal-only (PO) securities cash
flow over time, 103�109
cash flows, 98�109
effective convexity, 110�111
effective duration, 109�110
example of, 121
hedging, 365�369
valuation, 107�109

Private-label market, 19, 55
Public and Indian Housing (PIH), 7
Public Security Association (PSA),

87�88

Qualifying special-purpose entity
(QSPE), 162, 187, 189, 212,
235, 247

Rating agencies, 211�213
Real estate investment trusts (REITs),

360�361
Real estate mortgage investment
conduits (REMICs), 19, 30, 71, 363

Recourse, 60
Redwood Receivables Corp., 244�245

Regions Morgan Keegan Select
Intermediate Bond Fund,
355�357

Residential Funding Mortgage
Securities Inc., 336, 347

Retail installment loans, 264 Retirement/
amortization phase, 273

Revolving phase, 273
Risk(s)
See also credit risk -based capital
regulations, 59�63
for fixed-rate bonds and

mortgages, 95
interest-rate, 69�70
prepayment, 95
weights, 59�63

Risk Based, 59�63, 335, 390

S-curve prepayment function,
112�115

Secondary markets, 63�68
Securities and Exchange
Commission (SEC), rule 2a-7,

229�230
Securitization
advantages of, 173�178
defined, 3
process, 29, 97�98

Senior/subordinate structure, 385�386
Servicing agreement, 288�289
Servicing fee, 97
Sharing of principal, 294
Shelf registration, 289
SIVs, 48�50, 172
Sovereign Bancorp, 71�72
Special-purpose entity (SPE), 99
qualifying (QSPE), 162, 187,

189�190, 212, 235, 247
Special-purpose vehicle (SPV), 31�32,

98�99
Ford Motor Credit’s, 178�179

Spreads, 115�119
SSgA Intermediate Fund, 355
Standard & Poor’s
commercial paper rating, 218, 230
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Redwood Receivables Corp. rating,
244�245

Structured Finance Auto Loan
Criteria, 212�213

Standby letter of credit, 258
Static spread (Spread Z), 116�117
Structured Investment Vehicles, 49�50
Subprime, 20�25, 328, 337�339
Synthetic CDO, 158, 328, 333�335

TIAA-CREF Bond Plus Fund, 330
Tier-one and tier-two leverage ratio,

253�256
Tranches, 3, 306
for MBNA Credit Card Master Note
Trust, 298�300

Treasury market, 344
Two-step securitization transaction,

187�191

U.S. Department of Agriculture, Rural
Housing Service (RHS), 7

U.S. Department of Housing and Urban
Development, 6

U.S. Department of Veterans Affairs
(VA), 7

U.S. Flow of Funds Accounts, 327,
333, 360

U.S. monoline insurers, 386

Variable-interest entry (VIE), 1
62, 246

Visa, 298�300
Volvo Finance North America Inc., 172

Weighted average life (WAL), 16,
115�116, 273

Wells Fargo, 66
Asset Securities Corp., 69
Asset Securitization Corp., 69
Home Mortgage Inc., 66�69
Mortgage-Backed Securities 2001�4

Trust, 69
Whole Auto Loan Trust 2002�1, 172
Wholesale motor vehicle loans.
See dealer floor plan loans

Yield to maturity, 98

Z-bonds, 364
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