12/15/2012

3:1:15  Page 175

A
ABCP crash. See Asset-backed com-
mercial paper (ABCP) crash
ABN AMRO Bank, 26-27
Absolute Prepayment Speed (APS),
19,25
Account bank, 61-62
Accounting movements, Red Sea
Securitization project and, 158-
160
Accounting process on closing,
166-167
Agency Agreements, 81
ALCO. See Asset and Liability
Committee (ALCO)
ALM. See Asset-liability manage-
ment (ALM)
Amortization structures, 11
APS. See Absolute Prepayment Speed
(APS)
Arranger, selecting, 47-48, 58
Asset analysis, “securitization
transactions and, 48-52
Asset and Liability Committee
(ALCO), 167
Asset-backed commercial paper
(ABCP) crash, 26
Asset-backed market, 3
Asset-backed securities (ABS), 3, 4.
See also Red Sea Securitization
project
issuance in 2007, 35
issues in typical deal, 10
liquidity of secondary market in, 5
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notes, benefits from investing in, 7
performance metrics and test
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portfolios of, 19
rated, investment language for,
61-62
U. S. sector breakdown, 2009, 37,
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Asset-liability rianagement (ALM), 5
Asset(s):
clase, 25
fuunding, 5
:ssuance in 2008 and 2009, 35
obtaining, 51
reinvestment, 49
transferability of, 76-77
yield, 49-50
Asset Sale Agreement, 80
Assumptions section, in legal opin-
ions, 79
Auditor, securitization transactions
and, 68-69
AUP (agreed-upon procedures), 68
Auto loans, 19, 51
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Background section, in legal opin-
ions, 79

Balance sheet capital management,
5-6

Bank for International Settlements
(BIS) capital rules, 5-6

Bank of England (BoE), 28

Banks, use of securitization in, 5-6
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Basel II rules, 6

Basel rules. See Bank for
International Settlements (BIS)
capital rules

BBB-rated bond, 42

BIS. See Bank for International
Settlements (BIS) capital rules

BoE. See Bank of England (BoE)

Bonds securitizing mortgages, 3

C

Capital structure, 90-93

Cash flow waterfall model, 101- 109

Cash manager, duties of, 60-61

Cash waterfall process, 12-13

CDOs. See Collaterized debt obli-
gations (CDOs)

CDS. See Credit default swap (CDS)

Certainty of payable amount, 75-76

Class B notes, 12

CLNs. See Credit-linked notes
(CLNs)

Closing, accounting process on,
166-167

Closing day settlement prozess,
98-99

Closing process, Red-Sea Funding
Limited, 126-127

CMBS. See Comnercial
mortgage-backed security
(CMBS)

Collateralized loan obligation
(CLO), 29, 36, 58, 113

Collateral types, 18-19

Collateral worksheet, 87-88

Collaterized debt obligations
(CDOs), 19, 24, 26. See also
Synthetic collateralized debt
obligation (CDO) Ltd.

Collection process, servicer and, 65

Columbus Nova, 36

Columbus Nova CLO DES, 32-33

Commercial mortgage-backed
security (CMBS), 11, 21, 36,
37, 38
Condition precedents (CPs), 98-99
Confidence interval, 69
Constant prepayment rate (CPR),
22,24, 25
Constant proportion debt obligation
(CPDO), 27
Constant proportion participation
investment (CPPI), 27
Constitution and corporate
formalities, in SPV set up, 84-84
Consumer credit p<rformance, ABS
performance and, 18-19
Controlled amozstization, 11
CPDO. Sec Constant proportion
deirt wuligation (CPDO)
CPPI 5ee Constant proportion
varticipation investment (CPPI)
CER. See Constant prepayment rate
(CPR)
CPs. See Condition precedents (CPs)
Credit cards, 19-20
Credit crunch:
impact of, 26-28
post, market yields and prices, 32
Credit default swap (CDS), 101
Credit enhancements, 8, 11-14
Credit-linked notes (CLNs), 101
Credit rating, in securitization
process, 10-11
Credit rating agencies (CRA), 27.
See also Rating agency process
and legal review
agenda for rating agency site visit,
140
checklist, 138-139
corporate and bank orientation
processes, 149-154
preparation and questionnaire,
129-138
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presentation template, 147-148
securitization deals and, 10
securitization market post-2007
and, 40-42
structuring notes, 127-128
Credit Suisse First Boston, 19

D
Data, provision of, 52-58
Debt capital market, securitization
in, 7-14
Debt service coverage ratio (DSCR),
10, 21, 25
Default Ratio, 21, 25
Default vintage curves, 57-58
Delinquency Ratio, 21, 25
Disclosure of information, 77
Documents drafting:
legal opinions, 78-80
prospectus, 82
transaction documentation, 80-81
Documents reviewed, in legal due
diligence:
asset transferability, 76-77
certainty of payable amousit. 75-76
disclosure of information, 77
enforceability, 77-76
output of, 74-75
taxes, 78
types of, 74
Double-A rated issuance, 61
Draft term sheet, 120-125
DSCR. See Debt service coverage
ratio (DSCR)
Due diligence, legal, 73-78. See also
Documents reviewed, in legal
due diligence
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EAB. See Europe Arab Bank (EAB)

ECB. See European Central Bank
(ECB)

Enforceability, 77-78

Equity piece/equity note, 9

EUR-denominated bonds, 37
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Red Sea Securitization project,
167-168
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61-62

Euro-denominated gilt-edged
securities, 61

European Central Bank (ECB), 28,
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Europe Arab Bank (FAB), 113

Excess spread, 12

Expected loss, 71-72
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Fannie Mu«! See Federal National
Mortgage Association

Fastiet securities 3 Limited,
31-32

Federal Home Loan Mortgage
Corporation, 15

Federal National Mortgage
Association, 15

Financial engineering techniques, 3

Financial institution, securitizing
part of balance sheet by,
4-5

Financial modeling, in securitization
model, 10

Financial Services Authority (FSA),
40

First-loss piece, 6, 9

Fitch rating, 42, 71

Floating coupons, mortgage-backed
bonds and, 4

Foreign exchange (FX) risk, 29

Freddie Mac. See Federal National
Mortgage Association

FSA. See Financial Services Authority
(FSA)
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Ginnie Mae. See Government
National Mortgage Association
(GNMA)

Global debt capital market,
securitization in, 4

Government National Mortgage
Association (GNMA), 15

H
Historical data, for loan portfolios,
55-58

I

In-house credit rating mapping chart,
149

In-house securitization transactions,
28-32

Internal transfer booking process,
169

International Swaps and Derivatives
Association Inc., 81

Investors, benefits of securitizaticn
to, 7

Irish Life and Permanent PL.C, 32

Issuer, in securitization'process, 7

Issuer Security Documens, 81

J
Jurisdiction, SPV set up and, 82-83

L

Law firms, contract due diligence
and, 73-74

Legal counsel review, 140-143

Legal due diligence, 73-78

Legal opinions, 78-80

Liabilities, pricing for, 49

Licensing, SPV set up and, 85

Lien, 14-15

Liquidity providers, 60

Loan assets, 3

Loan-level data, 52-55, 138-139

Loan transfers, Red Sea
Securitization project and,
158-160

Loan transfer schedule of tasks, Red
Sea Securitization project and,
154-158
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(LTCM), 26

Loss Curves, 19, 25

Loss severity ratings, 42

LTCM. See Long Term Capital
Management (LTCM)
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Margin of erro1;69
Margin step-1p, 12
Markeiing inaterials, preparation of,
%6=97
Maiket yields, 32
Master trust structures, 11, 20
MBSs. See Mortgage-backed
securities (MBSs)
Mezzanine tranche, 91, 146
Monthly Payment Rate (MPR), 21,
25
Moody’s Investor Service, 40-42, 71
Mortgage-backed bonds:
definition of, 15
features of, 15-18
rating of, 15
in United Kingdom, 4
Mortgage-backed securities (MBSs),
3,15, 21
Mortgagee, 14
Mortgages:
definition of, 14
MBS sector and, 21-22
securitizing, 14-18
Mortgagor (borrower), 14
MPR. See Monthly Payment Rate
(MPR)
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Net asset value (NAV), 27

Nonperforming asset, securitization
and, 6

Northern Rock PLC, 30, 36

Note Trust Deed, 81
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Offering circular (OC), 101

Opinions section, in legal opinions,
79-80

Originator, in securitization process,
7,9

Overcollateralization, 8, 9, 12

P
Payable amount, certainty of, 75-76
PD. See Probability of default (PD)
Personal Data Act (in Poland), 51
Pool insurance, 12
Portfolio(s):

cash flows, 72

defaults and recoveries, 55-56

delinquencies of, 55

“headline” yield figure forloan, 49
Prepayments, historical'leveis of, 55
Pricing:

credit agencies and, 98-99

for liabilities, 2
Probability of default (PD), 58
Prospectus, 82
PSA. See Public Securities

Association (PSA)
Public Securities Association (PSA),
22,24,25

R
Rating agency process and legal
review:
determining capital structure/
trigger levels, 90-96
drafting documents, 78-82

modeling the transaction,
85-90
preparing marketing materials,
96-97
pricing, close, and settlement,
98-99
selecting rating agencies, 71-73
setting up the SPV, 82-85
undertaking legal due diligence,
73-78
Recovery rating, 42
Red Sea ABS loan transfer schedule,
155-158
Red Sea Funding Linited, closing
process, 126-127
Red Sea Magter Series Limited:
draft terin cheet, 120-125
transaction structure diagram,
113, 114
anaerlying asset pool, 113,
115-120
Led Sea Securitization project:
accounting process on closing,
166-167
EUR junior tranche trade ticket,
167-168
internal transfer booking process,
169
loan transfers and accounting
movements, 158-160
loan transfer schedule of tasks,
154-158
questions from trustee, paying
agent, and services provider,
169-171
securitization testing-finance
department, 161-165
senior tranche trade ticket, 168
sign-off document, 160-161
Registration process, 98-99
Regulatory capital, 5, 33-34
Reporting process, servicer and, 65
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Reporting template, 66

Request for proposal (RFP), 48

Reservations section, in legal
opinions, 80

Residential mortgage-backed
security (RMBS), 11, 21, 35-36,
38

Return-on-equity (ROE), 6

Revolving period, 49

Revolving structures, 11

RFP. See Request for proposal (RFP)

Risk aversion, 35

Risk management, 6, 34

RMBS. See Residential
mortgage-backed security
(RMBS)

ROE. See Return-on-equity (ROE)
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Salomon Brothers, 4
Securitization, 49. See also
Securitization market
post-2007; Securitization
process; Securitization
transactions
benefits to investors, 7
as defined by Sundaiesan, 3
features of 2007-2008 financial
crisis, 24-2.&
flexibility of, 2
reasons for undertaking, 4-7
Securitization market post-2007:
impact of rating agencies, 40—-42
market observation, 35-40
Securitization process. See also Third
parties appointment
asset analysis, 48—52
credit enhancement, 11-14
credit rating, 10-11
financial modeling, 10
mechanics of securitization,
8-9, 34

note tranching, 9
participants in, 7-8, 9
providing data, 52-58
securitization note tranching,
9-11
selecting arranger, 47-48
SPV structures, 11
Securitization transactions:
appointing third parties, 58-69
asset analysis in, 48-52
examples, 14, 16-18
in-house, 28-32
provision of data, 52-58
selecting arranger, 47-48
Securitizing mortzages, 14-18
Selection, of rating agencies, 71-73
Senior/junict note classes, 12
Senior ranche trade ticket, Red Sea
Securitization project and, 168
Secvice provider checklist, 170-171
~eivicer, role of, 62-68
Servicing Agreement, 81
Shadow banking system, 26-28
Shipping loans, 51
Sign-off document, of Red Sea
Securitization project, 160-161
Single Monthly Mortality
(SMM), 22
SIVs. See Special investment vehicles
(SIVs); Structured investment
vehicles (SIVs)
SMM. See Single Monthly Mortality
(SMM)
Soft bullet, 11
Special investment vehicles (SIVs), 26
Special purpose vehicles (SPVs), 76.
See also Special purpose vehicles
(SPVs) set up
Basel rules and, 6
creation of, 7-8
rating of notes issued by, 5
sale of assets to, 8
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structures of, 11
trustees and, 59-60
Special purpose vehicles (SPVs) set
up:
constitution and corporate
formalities, 84-84
jurisdiction, 82-83
licensing, 85
SPV incorporation, 82
Stand-alone trust, 20
Standard & Poor (S&P) rating,
42-, 71
Structured finance securities, market
in, 4
Structured investment vehicles
(SIVs), 30
Structure worksheet, 86-87
Structuring notes, 127-128
Subordinated loan
agreements, 50
Subscription Agreement, 81
Swap Agreements, 81
Synthetic collateralized debt
obligation (CDO) Ltd.
model input, 104-107
model output, 107-199
static data, 102
waterfall, 103

T
TALF. See Term Asset-Backed Loan
Facility (TALF)
Tasks, loan transfer schedule of,
154-158
Taxes, 78
Term Asset-Backed Loan Facility
(TALF), 35
Term sheet, draft, 120-125
Third parties appointment:
account bank, 61-62
auditor, 68-69
cash manager, 60-61

servicer, 62—68
trustee, 59-60
Tranching, 9, 60, 101, 107
Transaction documentation,
80-81
Transaction modeling:
collateral worksheet, 87-88
structure worksheet, 86-87
waterfall worksheet, 88-90
Transfer certificate form, 144-147
Trigger levels, early amortization,
93-96
Triple A rated bond, 42, 72
Triple-A rated issudnce, 61
Trustee:
duties of, 59-60
questions-izom, 169-171
2007-200¢ financial crisis, 4, 24,
26-.8

uJ
. S.:
ABS sector breakdown, 2009, 39
CMBS spreads to one-month
LIBOR, August 2009, 38
floating rate spreads, 2009, 39
Underlying asset pool, 113, 115-120
United Kingdom:
mortgage-backed bonds in, 4
RMBS senior tranches, September
2009, 38
RMBS spreads, 35-36
USD-denominated securities, 37

\%

Vintage basis, portfolio defaults
on, 55

V-score, 42

W
WAC. See Weighted Average
Coupon (WAC)
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WAL. See Weighted-Average Life
(WAL)

WAM. See Weighted Average
Maturity (WAM)

Waterfall worksheet, 88-90

Weighted Average Coupon (WAC),
21,25

Weighted-Average Life (WAL), 11,
21, 22,23, 25

Weighted Average Maturity (WAM),
22,25

Y
Yield curves, 4
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