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ABS (asset-backed securities)
analysis, 173–174
credit risk assessment, 178, 189–191
families, 182–186
structure, 180f
tranches, 179-181

ABS CDOs, 193, 205–207
ABS CDSs, 361, 362
Acceptable Ratings Organizations, 267
Accounting guidelines

balance sheet, 85–87
cash flow statement, 87–88
CDSs, 354–356
consolidation of VIEs, 280–281
credit assets, 234–235
credit valuation, debit valuation, and own 

credit risk adjustments, 284–285
de-recognition of assets, 279–280
fundamental credit analysis, 83–91
hedge accounting, 282–284
IFRS 7, 285
impairment of debt securities, 278–279
knowledge of, and credit analysis, 81–82
loan impairment, 274–275
loan-loss accounting, 275–277
MTM, 76–77
netting, 281–282
overview, 83–84
P&L (income) statement, 84
requirements for loan-loss 

reserves, 277–278
Accounting Standards Codification (ASC) 

system, 273–274
Account receivables, credit risk, 17
Ackman, Bill, 359
Acquisition of exposures, 225–226
Active portfolio management, CVaR 

(relationship), 249–251
Adjustable-rate mortgages (ARMs), 130–131
Adjusted exposure (AE), 49–52, 49f, 215
Advance payment bonds, 334
Affirmative covenants, 313
Affordability products, 176
Agency conflict, 100–105
Agency MBS, 171

Agency relationship, 101–102
Aggregation of exposure, 215–216
AIG, 267, 302, 328
Alignment of interests, 257

creation, 40
maintenance, 329

Ally Financial, 133
Altman, Edward I., 60
Ambac, 157, 322, 323
A.M. Best, 55
Amortization, 84

early amortization, 321–322
effect, 76
schedule, 70

Aon, 327–328
Apollo Global Management, 194
Approval of guidelines, 23
Arbitrage CLOs, 195, 196–200

structure, 198f
Arbitrage, types, 260–261
Arch Capital Group, 319
Arch Mortgage Insurance Co., 188
ASC. See Accounting Standards Codification
Assessments:

of collateral, 175–178
of credit quality, 136–139
of credit risk, 178, 189–191
of creditworthiness, 123–124
quality assessment, 93–96
quantitative assessment, 96–100
of risk, 47–48, 222, 266
of securities, 182

Asset-backed securities. See ABS
Asset-based lending, 11
Asset managers, exposure to credit risk, 12
Assets:

borrower ownership, 127–128
categories, 85–86
collateral, 311
credit enhancement, 318–320
derecognition, 279–280
pool, 174–175
residual claim, 310
total amount, availability, 63

Asset securitization, 171–174
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Assured Guarantee, 157
AT&T, goodwill, 97
Auctions, credit-event, 352–353, 357
Authority, delegation (rules), 26
Auto loans, 133–134
Auto loan securitizations, 185
Available for sale (AFS) valuation, 

changes, 278

Balance sheet, 83–87, 96, 169–170, 
172, 193, 202
entries, triggering, 84
loan-loss reserving, 275t

Balance sheet CLOs, 195, 200–204
Bank for International Settlements (BIS), 256
Bank of America, 131, 173, 299
Bank of America Merrill Lynch, 198
Bankrupt companies, patterns, 365–368
Bankruptcy, 207, 309, 328, 349, 363

collateral ownership, identification, 50
defining, 364–365
of Eastman Kodak, 369–370
examples, 369–372
financial loss, generation, 70
immunity, 53
of large public companies, 371t
of MF Global, 371–372
MTM and, 372
municipal bankruptcy, 155
necessity, absence, 76–77
protection, filing, 350
ranking, 371t
recovery, 155–156
signaling actions, 368–369
usage factor, 52

Bankruptcy remote, 178–179
Banks:

credit risk exposure, 11–13
indemnification, 203
vulnerability, 98

Barrie & Hibbert, 248
Basel III directive, 256, 265–266
Basis risk, 342, 357
Bellemeade Re, 188
Berkshire Hathaway, 157
Bid bonds, developer request, 333–334
Big 4, 83–84
Big Bang, 347
Bilateral transactions, central counterparty 

clearing (adjustment), 299–303
Blackrock, 267
Black-Scholes options pricing theory, 109
Black, Stanley, 104
Blackstone, 199
Black Swan, The (Taleb), 252
Bloomberg (software), 64
Bloomberg L.P., 115

Bond prices, 120–121
Bonds:

double barrel bonds, 147
families, 333–335
insuring, 157
investors, credit risk, 120
offering (tranches), aggregate amount, 181
squeeze, 352

Borrowers:
behavior, unpredictability, 51
commercial loan borrowers, 

segmentation, 309t
creditworthiness, 143
default, 319
documentation, amount, 184
financial strength, deterioration, 53
pool, diversification, 177
profile, improvement, 140
riskiness, 141
single mortgage, origination, 131–133

Borrowing, laws, 153–154
Brady Bonds, collateralization, 168
Brady, Nicholas, 167–168
Brand recognition, 97
Breach of guidelines, 25
Brick and mortar commercial 

banks, 131–132
Broadly syndicated loans, involvement, 195
Broker dealers:

CDS purchases/sales, 114
MF Global Holdings demise, 293
regulation, 269
trade unwinding, 359

Budgeting, laws, 153–154
Buffett, Warren, 14
Build America Mutual (BAM), 157
Bureau Van Dijk, 59, 60
Business model, flaws, 366
Business units:

mandate, clarity, 36
risk managers, proximity/independence, 32

Buy and hold basis, 169–170

Calculating:
default probability, 53
MTM expected values, 355

Capital, 230–232
adequacy, 263
allocation, 220–221
raising, 369
structure, 97, 103

Capital at risk, quantification, 220
Capital markets, 226

access, 167, 188
appetite, 98
bank usage, 11
borrowed money, 18
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credit enhancement usage, 322
debt issuance, 55
GSE presumptions, 319
information, reliance, 107
loan portfolio credit risk, transfer, 200
products, 330
securitization, 192
sovereign borrower development, 161–163
speculation, internal resources (bank 

usage), 93
Capital One Financial Corporation, 133
CARES Act, 152–153
Carve-outs, usage, 25
Case Shiller index, 184
Cash flow balance sheet CLOs, 200
Cash-flow hedge, accounting for, 283
Cash flows. See Statement of cash flows

exchange, 77
liquidity, relationship, 97–98
ratios, 99t

Cash flow statements, numbers, 96
Cash/goods, exchange (absence), 67
Cash reserves, excess spread 

(relationship), 320–321
Cash settlement:

credit event auction, relationship, 352–353
physical settlement, contrast, 351–352

Caterpillar:
EDF drivers, 111f
Moody’s One-Year EDFTM Implied 

Rating, 114
Caterpillar Financial Services, vendor 

financing, 18
CDO market and monoline insurance 

companies, 206
CDOs. See Collateral debt obligations
CDX.NA.IG index, 116, 116f, 361
Central clearing counterparty 

(CCP), 300–303
Central counterparty clearing, bilateral 

transactions (contrast), 299–303
Certificates of Participation (COPs), 

147, 153–154
Certified public accountant (CPA), 273
Chapter 7 bankruptcy, 3, 364–365
Chapter 11 bankruptcy, 3, 364–365
Chicago Mercantile Exchange, 299–300
Chubb, 328
Citibank, 172
Citigroup, 299
Clearinghouses, 358

credit risk sources, 18
derivatives transactions, movement, 269
prime broker usage, 304
risk exposure, mitigation, 290
transaction prices, recording, 115

CLNs, See Credit–linked notes
CLOs. See Collateralized loan obligations
CNA, 333
COGS (cost of goods sold), 99–100
COGS/Sales ratio, 99–100
Collateral, 174–178, 198–199

acceptable collateral, 295–296
assessment, 175–178
discount/haircut, application, 50
geographic location, 184
haircuts, 297t
manager, 199–200, 209–210
ownership, 50
posting, 292f, 293–295
quality, 207–208
risk exposure, correlation, 51
types, 177
valuation, 50
warehousing, 189–190

Collateral debt obligations (CDOs), 
192, 193, 261

Collateralization
achievement, 203
usage, 290–298

Collateralization, mitigation of risk 
through, 290–298
acceptable collateral, 295–296
analyzing and setting of 

threshold, 293–294
collateral posting, 294–295
haircuts, 296–297
segregation of money, 298
valuation agents, 294–295

Collateralized loan obligations 
(CLOs), 193, 307
credit analysis, 207–210
deals, 199
defining, 194–196
European issuance, 197f
managers, principal liabilities 

ranking, 201t
market, growth, 200
performance, 204
structure, 197–198
U.S. issuance, 197f

Collateralized mortgage obligations 
(CMOs), 171

Commercial bonds, 334–335
Commercial loans:

borrowers, segmentation, 309t
market, segmentation, 308

Commercial mortgage-backed securities 
(CMBSs), 180, 180f, 185, 267

Commercial real estate, 185
Commodities and Futures Trading 

Commission (CFTC), 265, 269
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Commodities, prices, 68, 78
Companies:

bankruptcies, ranking, 371t
cost structure, flaw, 367–368
loss, 69f

Competitor ratios, 100
Concentration, transactions (impact), 37
Confidence interval, establishment, 79
Confidence level, 239–241, 247
Confidence level and CVaR, 239–241
Conservatorship (receivership), 258
Consolidation of variable interest entities 

(VIES), 280–281
Consumer assets, 185

securitization, issuance, 182t
Consumer credit reporting 

agencies, 137–139
Consumer finance

balances, segmentation, 129t
products, 127–136
transactions, segmentation, 128t

Consumer Financial Protection Bureau 
(CFPB), 143

Consumer loans, 136
Content of guidelines, 25
Contingent claim, credit risk, 6
Contingent credit exposure, direct exposure 

(contrast), 64–65
Contract bonds, 333–334
Contracts:

economic value, 73–75
making, 337
mark-to-market (MTM) value, 73–75
unwinding, 80

Corporate finance practice, impact, 90
Corporate governance, 89
Corporate loan market, 194
Corporate obligations, credit 

exposure source, 6
Corporate recovery ratings, 

assigning, 315–316
Corporates, credit risk exposure, 16–19

mitigation, options, 17
Correlation, 296
Cost/benefit analysis, 215
Cost in excess, 85
Cost of living adjustments (COLAs), 149
Cost structure, flaws in, 367–368
Counterparties:

analysis, 293–294
bankruptcy, 77
banks, relationship (disclosure), 47–48
creditworthiness, 305
financial strength, analysis, 54
rating, 54–61, 117

Counterparty credit risk

exposure, notional value, 9f
measurement, 289–290
mitigation, collateralization 

(usage), 290–298
removal, 187
VaR measure, 290

Countries, bailouts, 53
Countrywide Financial, 173
Court bonds, 334
Covenants, 312–313
COVID-19 pandemic, 238, 331

economic crisis, relationship, 124
government issues, 152–153
Hertz bankruptcy, 353
impact, 53, 56, 93, 116–117, 363–364
uncertainty, 199
unemployment level, 170

CPM. See Credit portfolio management
Credit agreements, 308

legal conditions, 342
secured-bank-credit agreement, 291

Credit analysis, 81, 163–166
process, 91

Credit assets, prices (change), 234
Credit bureaus, 137

clients, 138
consumer credit bureaus, 

requirements, 264
information sources, 136

Credit cards, 134–135, 142
issuers, monitoring, 142–143
receivables, 321

Credit committees, 29, 41, 218
approval, delegation, 92
documentation package, 26
portfolio manager representation, 37
senior executives, involvement, 81

Credit default swap (CDS)
accounting treatment, 354–356
contracts, 347, 351
corporate CDS, 115t
credit/price discovery, 360
documentation, legal contract 

(usage), 346–347
early warnings, 116–117
fees, payment, 353
five-year CDS, 167t
indexes, 361
insurance, relationship, 360–361
markets, 166
MTM requirement, 354
MTM risk, 114
MTM valuations, buyer/seller 

adjustment, 355–356
prices, 114–120
settlement process, 349–353
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spread, 348
structure, 347f
trading, 115
transactions, 118
uses, 356–360
valuation, 354–356

Credit-default-swap prices, market news 
reaction, 116

Credit derivatives, 345–349
CreditEdgeTM (Moody’s), 108, 110
Credit enhancement of assets, 318–320
Credit-event auction, 352–353, 357
Credit events, 158–159, 349–351

occurrence, 350
recovery, 155–156

Creditex, 352
Credit exposures:

assigning, 67
exit strategy, presence, 43–44
monitoring skills, determination, 42–43
overestimation, inefficiency, 49
portfolio, management, 215
reduction, 43–44

Credit insurance, 325, 326–332
coverage types, 328
credit limits, 328–329
market participants, 327–328
participants/products, 326t
political-risk insurance, 331–332
portfolio generation, 339–340
product, 326–327
provider perspective, 339–342
trade credit insurance, strengths/

weaknesses, 330–332
Credit lines, 17, 30, 52

cancellation/reduction, 330–331
usage, 359

Credit-linked notes (CLNs), 188, 345
issuance, 203

Credit market instruments, 10f
Creditors

repayment, 103
treatment, 258

Credit portfolio management (CPM), 213
discipline, 214
exposures, acquisitions/swaps, 225–226
hedging strategy, 222–223
Level 1, 215–219
Level 2, 219–224
Level 3, 224–226
measurement system, implementation, 216
mitigation, 219
organizational setup/staffing, 226–227
reporting, 216–217
surveillance, 217–219
transfer pricing, 224–225

Credit quality, 28, 295
analysis, 123–124
assessment, 136–139
corporate attention, 19
deterioration, 358
estimations, alternatives, 107
information, 136–137
scoring systems, 59–60

Credit rating:
agencies, 54–59
assigning, internal credit assessment team 

(usage), 54
periodic review, 56

Credit Reform Act, 269
Credit report, 91–100, 216

capital structure, 97
cash flow, 97–98
company background, 92
competitor ratios, 100
debt service, 98–99
financial statement summary, 96–97
information, 92–93
liquidity, 97–98
management, 95–96
ownership structure, 94–95
political/economic/regulatory 

environment, 93–94
profitability, 99–100
pro-forma financials, 100
qualitative assessment, 93–96
quantitative assessment, 96–100
rating/recommendation, 93
relationship/approval process, 92
strategy/risk factors, 94
structure, template, 92
transaction, 92

Credit risk. See Counterparty credit risk
accounting implications, 273
adjustment, 284–285
assessment, 152–156, 175
assumption, 173
creation, transaction types 

(impact), 5–9, 7t
credit spread indicators, usage, 121
defining, 3–5
exposure, 9–19, 69f, 215, 266

regulator assessment, 262–263
generation, 4–5, 70
identification, 5
manager, challenge, 70
measurement, 47
political risk, combination, 4
position, taking, 358
sources, 7f, 8f, 148–149
sovereign credit risk, 161
taking, cost calculation, 41–42
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transactions, principles, 36–37
transfer, 202, 325
understanding, 38–39

Credit risk management, 156–159
function, 277–278
origination, impact, 35
pricing, 251–252

discussions, 42
reasons, 19–20

Credit support annex to the master 
agreement (CSA), 299

Credit valuation adjustments (CVA), 274, 
284–285, 355–356

Credit value at risk (CVaR), 220, 
229, 235–241
active portfolio management, 

relationship, 249–251
calculation, accounting 

(relationship), 234–235
confidence level, 247
data requirements, 248–249
measurement, 237
statistical framework, 235
tail CVaR, 241
three-step framework, 239

Creditworthiness, 89
assessment, 123–124
deterioration/improvement, 217
differences, 119
impact, 101
indicator, 124
strength, 184–185

Current assets (short-term assets), 85
Current liabilities, 86
Customer, credit quality assessment, 17
CVaR. See Credit value at risk

Data:
exploitation, 59–60
quantity/quality issues, 43
requirements, 248–249
science, improvement, 140

Data vendors, information collection, 59
DC Administration Services (DCAS), 352
Dealers, end users (contrast), 299
Dealers in derivatives market, 299
Deals:

parametric deal, 189
price, adequacy, 41–42
pricing, 225
purpose, 195
seller interest, 39–40

Debit valuation adjustments (DVA), 274, 
284–285, 355–356

Debt:
credit card debt, 134–135

interest, 84
issuance, 320
limits, 154
obligations, recovery, 156
repayment, 185
restructuring, 350
service, 98–99

Debt/EBITDA ratio, 98–99
Debt/equity ratio, 90, 96, 97
Debtor-in-possession (DIP) loans, 310
Debt securities, 9, 278–279
Default:

distance, mapping, 112
joint default probability, 243–248
loss, value, 242–248
mark-to-market (MTM), 

contrast, 232–235
recovery, relationship, 167–168
risk, Merton’s view, 100–105

Default probability (DP), 52, 248
calculation, 53
determination, process, 54–62
fundamentals, 52–53
structural mitigants, impact, 314

Default rate (DR), 52
Deficiency Note, issuance, 158
Defined benefit (DB) obligations, credit risk 

source, 148–149
Defined contribution (DC) plans, 150
Deloitte, 83
Depreciation, 84
Derivative contract, MTM value, 

74, 77, 290
Derivative counterparty

credit risk, mitigation, 289
exposure, 11

Derivative exposure, credit risk, 6
Derivative products, 70–73,  

299–300, 345–346
Derivatives markets:

collateral posting, 291
development, 300
financial institution domination, 303

Derivatives regulations, 268–269
Derivatives transactions:

legal documentation, 298–299
long-term supply/purchase agreements, 67
notional credit exposure, 8
usage, 74

Derivative trading activities, credit risk 
source, 18

Determinations committees (DCs), 352
Deutsche Bank, 119, 349
Dexia, dismantling, 98
Direct exposure, contingent exposure 

(contrast), 64–65
Discretionary credit limit (DCL), 329

Credit risk (continued)
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Diversification, 158, 251
absence, 341
addition/providing, 225
benefits, 220

Diversification of borrower pool, 177
Diversified payment rights (DPRs), 

usage, 186
Diversity score, 208
Documentary credit, 337
Documentation:

amount. See Borrowers. 
credit committee package, 26
legal contract, usage, 346–347
legal documentation, 41, 298–299

Dodd, Chris, 143
Dodd-Frank Wall Street Reform 

and Consumer Protection Act, 58, 
143, 263–265

Dominion Bond Rating Service (DBRS), 55
Double barrel bonds, 147
DP. See Default probability
Dun & Bradstreet, 59, 60
Dynamic credit exposure, 67
Dynamic exposure, principles, 71

Early amortization, 321–322
Earnings before interest and tax (EBIT), 100
Eastman, George, 370
Eastman Kodak, bankruptcy, 369–370
EBITDA (earnings before interest, taxes, 

depreciation, and amortization), 
90, 96, 313

EBITDA-to-interest expense ratio, 99
Economic capital, 229, 230–232
Economic crisis (2007), 155–156
Economic Growth, Regulatory Relief, and 

Consumer Protection Act, 264
Economic scenario generator (ESG), 248
EDFTM (Expected Default Frequency ), 

109–111, 275
drivers, 111f
methodology, 113
pros/cons, 111–113
ratings, 113

Egan-Jones, 55
Emerging issues task force (EITF), 273
Employee Retirement Income Security Act 

(ERISA), 16, 268
End-users, 303
End users, dealers (contrast), 299
Enron, off-balance-sheet treatment 

exploitation, 280
Entity:

credit analysis, 81
creditworthiness, 56
regulated entity, business, 256–261

variable interest entities (VIES), 
consolidation, 280–281

Environmental, social, and governance (ESG) 
risks, 208

Equal Credit Opportunity Act (ECOA), 143
Equifax, 124
Equity financing/analysis, 91
Ernst & Young, 84
Escrow account, 141
European Banking Authority (EBA), 264
European Insurance and Occupational 

Pension Authority (EIOPA), 264, 266–267
European Securities Markets Authority 

(ESMA), 264, 269
European Union (EU), 269
Events of default, 308, 314
Excess of loss (XoL), 328
Excess spread, cash reserves 

(relationship), 320–321
Exchange rate risk, issuer worry, 162–163
Exchange-traded derivatives:

counterparty credit risk exposure, 
notional value, 9f

transparency, 299–300
Exchange-traded funds (ETFs), 161, 199
Exit strategy, presence, 43–44
Expected Default Frequency. See EDFTM

Expected losses, 65, 65f, 251–252
Expected recovery, 249
Expenses, accounting recognition, 84
Experian, 124
Exporters, challenges, 336
Exposure. See Risk exposure

acquisitions/swaps, 225–226
Exposure at default (EAD), usage, 51
Exposure to credit risk, 69f, 215, 

262–263, 266
corporates, 16–19
financial institutions, 10–16
identification, 9–19
individuals, 19

External financing, securing, 83–84
External ratings, mapping, 60–61

Fair Housing Act (FHA), 143
Fair Isaac Corporation (FICO) score, 

138–139, 138f, 142, 183, 192
Fair-value hedge, accounting, 282–283
FAS. See Financial Accounting Statement
FASB. See Financial Accounting 

Standards Board
Fat tail, 237, 250
Federal bankruptcy law, 155
Federal Deposit Insurance Corporation 

(FDIC), 6, 259, 265, 277
Federal Home Loan Bank, 183
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Federal Home Loan Mortgage Corporation 
(FHLMC) (Freddie Mac), 183–184,  
259, 319

Federal Housing Administration, 183
Federal Housing Finance Administration 

(FHFA), 184, 265
Federal Insurance Office (FIO), creation, 267
Federal National Mortgage Association 

(FNMA) (Fannie Mae), 132, 141, 170, 
183–184, 193, 259, 319

Federal Reserve Bank, 143, 277
FGIC (Financial Guarantee Insurance 

Company), 157, 323
FICO (Fair Isaac Corporation) score, 

138–139, 138f, 142, 183, 192
Fiduciary Funds, 154
Financial Accounting Standards Board 

(FASB), 86, 97, 273–274, 284
Financial Accounting Statement (FAS 

166/167), 280–281
Financial covenants, 313
Financial data, access (challenge), 59
Financial guaranty, 322–323, 327
Financial Industry Regulatory Association 

(FINRA), 269
Financial institutions, 10–16, 255
Financial institutions and exposure to credit 

risk, 10–16
Financial instruments, transactions, 67
Financial Interpretation Number (FIN), 273
Financial Interpretation Number 

(FIN) 46R, 280
Financial loss, 70, 75
Financial regulators, types, 270t–271t
Financial risk indicative ratios, 99
Financial Stability Board (FSB), 

256, 263, 269
Financial Stability Oversight Council 

(FSOC), 263–265, 267
Financial statements, 88–89

analysis, 54, 81–82, 96
auditor signing off, 84
availability, 56
corporate borrower analysis, 173–174
details, knowledge, 88
disclosure, requirement, 209
dissemination, 59
documents, notes, 83
nonpublic financial statement disclosure, 226
numbers, presentation 

(interpretation), 91–92
preparation, 123–124
projections, 100
review, 199, 365
summary, 96–97

Financial strength, 175, 209

Financial stresses, 153
Financial structure, flaws, 368
Financing activities, cash flow, 88
FinTech companies, 136
First-loss position, 102
Fitch Ratings, 55, 90, 107, 316
Fixed amount, revolving facilities 

(relationship), 127
Fixed payments mortgage, example, 130t
Forced-place insurance, 141
Force majeure clauses, 258–259
Ford Motor Credit Company, 18, 133
Forward contracts, usage, 18
Franchise value, 97
Frank, Barney, 143, 259
FSA, 322, 323
Fundamental credit analysis, 20, 81–105

accounting basics, 83–91
balance sheet, 85–87
cash flow statement, 87–88
credit report, 91–100
general information, 92–93
income statement (profit & loss 

statement), 84
qualitative assessment, 93–96
quantitative assessment, 96–100
smell test, 88–91

Funds from operation (FFO), 99
Funds transfer pricing, usage, 224–225
Future flow transactions, 186
Futures Commission Merchants (FCM), 

futures/swaps intermediation, 302

G-20, 263
objective, 258

GAAP (U.S. Generally Accepted 
Accounting Principles), 76, 81, 234, 
273–274, 278–279

Gamesmanship, 260–261
GameStop, problems, 13
Garbage in, garbage out (GIGO), 248
GE (gross exposure), 49–52, 49f, 78–80, 215

adjustment, 64
potential exposure, 235
VaR-based GE, 217

General Fund, usage, 154
General Motors (GM), 53, 259
General obligation bonds (GOs), 148f, 152

ad valorum tax revenues/
appropriations, 147

exposure, 158
obligations, 159

Genworth Financial, 319
GMAC, 133
Going-forward basis, 137
Goldman Sachs, 136, 299, 304
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Goldman Sachs Banks USA Credit-Linked 
Notes, 203, 204t

Goods/services prepayment, credit risk, 5–6
Goodwill, 85–86, 97, 311
Governance, 21, 257–258

authority, 26–29, 28f
corporate governance, 89
guidelines, 22–25
independence, 31
limits, 22, 30
oversight, 22, 30–32
principles, 22–32
risk parameters, defining, 27
skills, 22, 25–29

Governance system, practice, 22
Government National Mortgage 

Association (GNMA) (Ginnie Mae), 132, 
183–184, 319

Government-sponsored enterprise (GSE), 6, 
123, 141, 319–320
securities issues, 169
securities sale, 132–133
underwriting rules, mortgage 

conformance, 132
Great Depression, 152, 155
Gross exposure. See GE
Ground-up coverage, 328
GT Advanced Technologies, liquidation, 19
Guarantor, credit quality (analysis), 319
Guggenheim CLO, 196t
Guidelines, 22–25

approval, 23
breach, 25
content, 25

Haircuts, 296–297
application, 50
collateral haircuts, 297t

Hannover Re, 340
Hedge:

cash-flow hedge, accounting, 283
fair-value hedge, accounting, 282–283
macro hedges, accounting, 283

Hedge accounting, 282–284
IASB, impact, 283–284

Hedge funds, 294
credit risk exposure, 12–13

Hedging, 283
exposure hedging, 356
option, CDS (usage), 356–357
strategy, 222–223
transactions hedging, 226, 282

Hedging strategy in CPM, 222
Hertz:

bankruptcy, COVID-19 pandemic 
(impact), 353

default, 367

Hierarchy of ratings, 60–61
High-yield loans, 194
Historical credit experience, 152–153
Historical data for probability of 

default, 61–62
Historical data, usage, 61–62
Home equity lines of credit (HELOC), 

127–128, 135–136, 140, 183
property focus, 143

Home Mortgage Disclosure Act 
(HMDA), 143

Housing bubble, collapse, 58
HR Ratings de Mexico, 55

IACPM (International Association of Credit 
Portfolio Managers), 227

IAS 39 guidelines, 278, 283–284
IBM, five-year CDS price, 347, 348f
IBM Global Financing, vendor financing, 18
ICE Future Contracts, 299–300
ICISA (International Credit Insurance & 

Surety Association), 327
Idiosyncratic risk, 363
IFRS (International Financial Reporting 

Standards), 81, 273–274, 281, 285
IHS Markit, 115, 352
Impairment, 160

debt securities impairment, 278–279
infrequency, 158
loan impairment, 274–275
local government GO bond impairments/

defaults, 152–153
Incentives, 100–105

alignment, 102–103
consequences, 20
role, 101

Income statement (statement of income), 
83, 84, 276

Indemnity agreement, request, 341
Indemnity transaction, 188–189
Independence of risk management unit, 31
Indexes, 361
Individuals:

credit history, 137–138
credit risk exposure, 19
repayment likelihood, 140

Industrial Development Authority, 147
Inflation risk, 166

exposure, 162
Information, asymmetry, 39
Insolvency, 15, 233

company approach, 259
defined, 3
potential, 368
prevention, 232
risk, 220
technical insolvency, 154
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Insurance:
CDS, relationship, 360–361
regulation, 267

Insurance companies:
balance sheet, characterization, 14
credit risk exposure, 13–16

Insurance industry, LoC (usage), 338
Insurance-Linked Securities (ILSs), 188
Insurance-Linked Securitization 

structure, 189f
Intangible assets, 97
Interagency Policy Statement on the 

Allowance for Loan and Lease Losses, 
release, 277

Intercontinental Exchange, 302
Interest coverage (I/C) ratio, 209
Interest-only (IO) mortgages, 131
Interest payments, 171

absence, 350
Interest rate, 141
Interest-rate swap, 71–72

avoidance, 74–75
characteristics, 72

Interests, alignment, 257
Internal ratings, mapping, 60–61
Internal Revenue Service (IRS):

Form 1040, 136
Form 1099, 137
Form W-2, 137

International Accounting Standards 
(IAS), 273–274

International Accounting Standards Board 
(IASB), 273–274, 278–279

International Association of Credit Portfolio 
Managers (IACPM), 227

International Credit Insurance & Surety 
Association (ICISA), 327

International Financial Reporting Standards 
(IFRS), 81, 273–274, 281
IFRS 7, 285

International Investment Bank, 161
International Monetary Fund (IMF), 

161, 167, 263
International Swaps and Derivatives 

Association (ISDA), 263, 268, 291
master agreement, 298–299, 362

INTEX (software), 64, 190
Intraday margin calls, 295
Invesco Senior Loan, 199
Investing activities, cash flow, 88
Investment banks/dealers, CDS price 

sources, 115
Investment-grade credits, collection 

(diversification), 238
Investment grade, speculative grade 

(contrast), 61f

Investments:
active investments, exit strategy, 44
dependence, 89
equity investment leverage, 14
funding, providing, 173
household investments, 123
income, 187
industrial investments, reduction, 245
investor losses, 192
local government, making, 159
making, 102, 161
manager selection, 12
noncredit risk-bearing investments, 173
reinvestments, 181, 199, 322
risk, 156
safety, 18, 205–206

Issuer credit rating (ICR), 314, 316
Issuers, 178–179

credit card issuers, 142
Fitch Ratings downgrades, 165

iTraxx Asia-Pacific, 361
iTraxx Europe, 361

Japan Credit Rating Agency, 55
Joint default probability, 243–249
J.P. Morgan, 119, 304, 349, 356
JPMorgan Chase, 131, 133, 299
Junior debt, senior debt (contrast), 309–310
Jurisdictional risk, absence, 162

Kamakura Default Probability (KDP), 114
Kealhofer, McQuown, and Vasicek (KMV)

KMV Corporation, 118
model, 105

Kealhofer, Stephen, 105, 109
Key-man provision, 210
KKR & Co., 194, 199
KMV Corporation, creation, 109–110
Kodak. See Eastman Kodak
KPMG, 84
Kroll Bond Rating Agency, 55

Leases:
agreement, 40
credit risk, 5

Legal contract, usage, 346–347
Legal documentation, 41, 298–299
Legal-entity basis, 291
Lehman Brothers, total return swap 

agreement, 187
Lenders:

case-by-case decisions, 139
credit losses, 124–125
decisions, 139–143
mortgages, 131–132

Lending, credit risk, 5
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Letter of credit (LoC) (LC), 65, 308, 325, 
335–339, 341–342
features, 336
participants/products, 326t
product, 335–336
requirement, 261
surety bonds, contrast, 338–339
trade finance, 336–338

LoC, 337f
usage, 338

Leverage:
analysis, ratios, 99t
encouragement, 90
measurement, 176

Leveraged loans (high-yield loans), 194
interest rates, 196
legal maturity, 199

Liabilities, 86
Liberty Mutual, 333
LIBOR (London Interbank Offered Rate), 

71–74, 71f, 195
Life insurance, 141
Life insurance companies, money 

management, 14–15
Limits, 22

on counterparties, approval, 29
evaluation, 6
expression, 25
setting, 30

Liquidation, 258
Liquidity, 213, 296

cash flow, relationship, 97–98
factors, 121
risk, 114

Lloyds Bank, 200
Loan-loss reserves, regulatory 

requirements, 277
Loans:

auto loans, 133–134
consumer loans, 136
correlation, 244–245
impairment, 274–275
loan-loss accounting, 275–277
loan-loss reserves, regulatory 

requirements, 277–278
loan-loss reserving, 275t
notional amount, 70
portfolio, loss given default, 244t
refinancing, 71
securing, 128
servicing, 133
SPV purchases, 191
student loans, 134
terms, 71
types, 11, 195
underwriting guidelines, 176

Loans CDS, 361–362
Loan seasoning, 184–185
Loan-to-value (LTV) ratio, 140, 

176, 183–184
LOC (letter of credit), 336–339, 

337f, 341–342
Local bonds, holders, 151
Local government:

credit, 145
liabilities, 147f
monopoly privileges, 159

London Interbank Offered Rate 
(LIBOR), 71–74
spread, 195
three-month LIBOR, U.S. dollar basis,  

71f
London Stock Exchange, 302
Long credit, 357–358
Longevity risk protections, 368
Long tenor, 67
Long-term assets, 85

impact, 311
Long-term contracts, usage, 74
Long-term debt, 90
Long-term financial strength, 63
Long-term issuer rating, importance, 56
Long-term liabilities, 86
Long-term supply agreements, 68–70
Loss distribution, 237–239

creation, 242–249
default view, 238f, 240f
input, 190
usage, 244

Losses:
defining, 232–235
history, 328
magnitude, parameters, 70
outcomes, histogram, 246f
risk mitigation, 41
simulated outcomes

histogram, 250f
trials, 246t, 247t

Loss given default (LGD), 63, 244
LTV (loan-to-value) ratio, 140, 

176, 183–184

Macroeconomic environment, 93
Macro hedges, accounting, 283
Maintenance covenants, 313, 315
Managers:

active managers of credit risk, 16
asset managers, 12, 199
business managers, denials, 216
CLO managers, 200, 204
collateral managers, 207, 209
company manager decisions, 20
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corporate risk managers, credit risk 
exposure reduction, 325

corporation managers, 
shareholder work, 101

credit risk managers, 9, 12, 19, 
75, 171, 173

portfolio managers, 37, 42, 251
risk assumption, 259
risk avoidance, 95
risk managers, 26, 31, 38–39, 52, 78–81

assessment methodology, 78
corporation usage, 17
goal, 31–32
originator interview, 176
senior management discussions, 48
teams, bank employment, 11

securitization, credit risk manager 
involvement, 189

Marcus consumer loan, 136
Margin-call mechanisms, 294
Margin requirements, 300–301

systemic risk, 301
Market:

narrowness, 119
volatility, 302

Market capitalization, 90–91, 96
Market risk management, 80
Markit (IHS), 115, 232
Mark-to-market (MTM):

calculations for, 75–77
credit losses and, 232–234
described, 73–75
valuation of derivative contracts, 290
value, 73–74, 80, 284, 290-291, 300–301
computation, 294-295
probability distribution, 79f
VaR and, 78–79

Marriott, five-year CDS (price), 117f
Marsh McLennan, 327–328
Master netting agreement (MNA), 281–283
MBIA, 322
MBS (mortgage-backed securities), 319

agency MBS, 171
market, 169–170
nonagency MBS, 170–171, 185

issuance, 170f
pools, investment bank presell, 192
support, 171

McQuown, John, 105, 109
Measurement of credit risk, 47–65

direct exposure, contingent exposure 
(contrast), 64–65

expected loss, 65
exposure, 47–52

probability of default, 52–62
recovery rate, 62–63
tenor, 63–64

Melvin Capital, short-selling transactions, 13
Merger and acquisition (M&A) activity, 257
Merton Model, 101, 104, 249

foundation, 108–109
KMV version, 110

Merton, Robert, 101, 104
MetLife, credit losses (impact), 14–15
Metropolitan Statistical Areas (MSAs), 184
MF Global, bankruptcy, 371–372
MF Global Holdings, 293
MGIC, 319
M&G Polymers v. Tackett, 151
Middle-market CLOs (MM CLOs), 195
Minimum capital, breach, 258
Minimum transfer amount (MTA), 293
Misalignment of interests, 95
Mitigants:

defined, 40
placement, 40–41

Mitigation, 166, 219
structural mitigation, 307

Money, segregation, 298
Monitoring credit exposure, 42–43
Monoline insurance companies, 206
Monolines, 157, 322
Monte Carlo simulation, 248
Moody’s Analytics Expected Default 

Frequency (EDFTM), 108–114
Moody’s Analytics Global Correlation 

Model (GCorrTM), 249
Moody’s CreditEdgeTM, 108, 110
Moody’s Investors Services, 55, 90, 107
Moody’s One-Year EDFs, 110f, 114f
Moody’s RiskAnalyst, 60
Moral hazard, 259–260
Moratorium, 350
Morgan Stanley, 119, 299, 304
Morningstar Credit Ratings, 55
Mortgage-backed securities. See MBS
Mortgages, 129–133

brokers, 131
debt distribution, facilitation, 58
fixed payments mortgage, example, 130t
insurance, 141
lenders, impact, 140–142
loans, securitization activity, 170
pari passu treatment, 183
products, 176
secured loans, 141
securitization market, 191–192
single mortgage, origination, 131–133
types, 130–131

MTM. See Mark-to-market

Managers (continued)
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Munich Re, 340
Municipal bankruptcy, 155–156
Municipal bonds, 148f

asset class category, 145–146
Municipality, term (usage), 145
Municipal obligations CDSs (MCDSs), 362
Municipal securities, holders, 151f

Naked short, 359
“Narrowly Tailored Credit Event 

Supplement” (ISDA), 351
National Association of Insurance 

Commissioners (NAIC), 267
National Credit Union Association (NCUA), 

132, 183, 265, 277, 319
Nationally Recognized Statistical Ratings 

Organizations (NRSROs), 269
National Public Finance Guarantee, 323
National recognized statistical ratings 

organizations (NRSROs), 55
oversight, 58

Negative amortization mortgages, 131
Negative basis trade, 206f
Negative covenants, 313
Neiman Marcus, bankruptcy, 16
Net Capital Rule (Rule 15c3-1), 269
Net exposure (NE), 49–52, 49f, 215
Net income, profitability indicator, 89
Net Position, 154–155
Netting:

accounting, 281–282
conducting, 291
example, 282f

Nonagency MBS, 170–171, 185
issuance, 170f

Non-bank lenders, mortgage 
origination, 132

Noninvestment-grade companies, 193
Non-payment insurance (NPI), 327
Nonrecourse receivables financing, 331
Notch, defined, 56
Notes financial statements, 83
Notes, tranches (creation), 198
Notional amount, 50, 75, 210

aggregate notional amount, protection 
(absence), 202

CDS total gross notional amount, 346
exposure, 51
loan notional amount, 70
loss, 118
total notional amount, 217

Obligation default/acceleration, 350, 365
Obligors, 3

credit quality, 242
Off-balance-sheet obligations, 97

Off-balance-sheet treatment, Enron 
exploitation, 280

Office of Fair Housing and Equal 
Opportunity (OFHEO), 184

Office of the Comptroller of the Currency 
(OCC), 259, 265

Office of the Superintendent of Financial 
Institutions (OSFI) regulation, 264

Office of Thrift Supervision (OTS), 259
Offsetting (netting), 281

changes, 283
Offshore havens, usage, 261
Oil, worldwide consumption (increase), 69
One-off transactions, acceptance 

(danger), 36
Operating income, 100
Operational factors, 93
Operations, cash flows, 87
Options pricing, 104, 108

Black-Scholes options pricing theory, 109
Orderly disposition, absence, 258–259
Origination, 172–173, 213

checklist, 35
factors, 21
process, 34f

Originator, investment process, 177
Other comprehensive income (OCI), 2832
Other post-employment benefits (OPEBs), 

150–151, 154
Other-than-temporary impairment 

(OTTI), 278
Overcollateralization (O/C), 321

achievement, 305
test, 209, 322
tranche-level OC threshold, 3223

Overhead costs, 220
Oversight, 22

impact, 257–268
Over-the-counter (OTC) activity, 268
Over-the-counter (OTC) 

derivatives, 300, 303
counterparty credit risk, notional value, 9f
transactions, 302

Over-the-counter (OTC) transactions 
contracts, notional value (basis), 8

Own credit risk adjustments, 284
Ownership structure, 94–95

Parameters of credit-sensitive transaction, 27
Parametric deal, 189
Paris Club, 178–179
Pass-through capacity, 279
Pass-through securities, 132
Pass-throughs, structure, 183
Patents, representation, 97
Payment failure, 350
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Peak exposures, reduction, 251
Pension Benefit Guaranty Corporation 

(PBGC), 259, 268, 364–365
Pension funds, 161, 172, 193–194, 207, 253

bond investor types, 121
credit risk exposure, 16
public/private pension funds, 9
usage, 205

Pensions:
burdens, 368
liabilities, 86
obligations, 148–150
regulation, 268

Performance bonds, impact, 334
Pershing Square, 359
Pesification (Argentina), 4
Physical commodities, long-term supply/

purchase agreements, 67
Physical settlement, cash settlement 

(contrast), 351–352
Pier 1 Imports, liquidation, 366
PIMCO, 267
Plain vanilla transactions, 38
Plan members, 148–149
P&L (profit and loss):

accounting notion, 84
MTM valuations, impact, 76
statements, 83, 84, 276

PMI Group, 320
PMT (Microsoft Excel function), 129
Political/economic/regulatory 

environment, 93–94
Political risk, 4, 259

consideration, 166
Political-risk insurance, 331–332
Portfolio. See Credit portfolio

credit value at risk (CVaR), 220
effects, 242

joint default probability, 243–248
financial performance, 221
management, steps, 250–251
optimization, 223–224
portfolio-level surveillance reports, 

distribution, 218–219
risk, fit, 37–38
value at risk (VaR), 220

Portfolio reconciliation (port rec), 301
Premium (spread), 347
Prepayment:

absence, 9
example, 50
exposure, appetite/aversion, 182
of goods and services, 5
option, 184–185, 248
penalty, absence, 127
of a pool of mortgages, 

prepayment rate, 64

Price:
movements, speculation, 70
stability, 296

PricewaterhouseCoopers (PwC), 84
Pricing

Black-Scholes options pricing theory, 109
credit risk management pricing, 

42, 251–252
deals, pricing, 225
funds transfer pricing, usage, 224–225
options pricing, 104, 108, 109
transfer pricing, 224–225

Primary insurers, reinsurer risk transfer, 15
Primary mortgage lender, 

repayment, 135–136
Prime brokers, 303–304
Principal payments, failure, 350
Principal repayments, usage, 172
Probability distribution, 79f

generation, 78
Probability of default (PD), 47, 52–62, 242

deduction, 61
estimation, 190

Product/service sale, credit risk, 5
Profitability, 20, 42, 81, 92, 96, 99

amount, focus, 219
basis, 31
CEO responsibility, 33
corporation profitability, impact, 102
credit portfolio profitability, 35
deal profitability, 190
description, 96–97
future profitability, 82
impact, 93, 245
indicator, 89
objectives, 26
obligor feature, 100–101
P&L summarization, 83
reported profitability, reduction, 88
trading desk operations profitability 

assessment, real-time basis, 76–77
Profit and loss (P&L) statements, 76, 

83, 84, 276
Pro-forma financials, 100
Property insurance, 141
Property, plant, and equipment, carrying, 86
Proprietary Funds, 154
Protection of credit exposures, 36–37
Protection, term (usage), 346
Provident Funding, 132
Prudent-investor rules, 268

standards, 16
Public benefit corporations, role, 146
Public Company Accounting Oversight 

Board (PCAOB), 277
Public entities, 145
Public funds, standards, 16
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Public/private guarantees, 319–320
Pure credit exposure sale, counterparty 

involvement, 39–40

Qualified special purpose entities 
(QSPEs), 280

Qualitative assessment, 93–96
Quantification of capital at risk, 220
Quantitative analysis, 210
Quantitative assessment, 96–100
Quicken Loans (Rocket), 132

Radian Group, 319
RadioShack, covenant problems, 313
Rainy Day Fund, 154
Rating agencies. See Credit rating agencies

methodologies, 153
process, 190

Ratings arbitrage, 261
Ratings, from EDFsTM, 113
Rating transitions, matrix capture, 235, 237
R&D expenses, 311
Rebalancing activity, 224
Rebalancing transactions, 223–224

execution, inability, 214
Rebalancing transactions in CPM, 214
Recession, 245
Recovery, 155–156

amount, elements, 63
default, relationship, 167–168
expected recovery, 249

Recovery rate, 47, 62–63, 242
difference, 118
discounted recovery rates, 315f
structural mitigants, impact, 314–317

Recovery value, 230
forecasting, 311

Reference entities (REs), 349
Reference securities, auction prices, 353t
Regulated entity, business, 256–263
Regulation, 255

benefits, 257–258
directives, 263–269
gamesmanship, 260–261
importance, 263–269
pitfalls, 258–261

Regulation Fair Disclosure (Reg FD),  
usage, 59

Regulatory arbitrage, 261
Regulatory capital, 230, 231–232, 261
Regulatory environment, 143
Regulatory risk, 93
Reinsurance, credit risk, 15
Reinsurance recoverable, 15
Repossession process, 128
Repurchase agreements (repos), 11, 304–306

Residential mortgage-backed securities 
(RMBS), 132–133, 171, 183–185, 267
securitization, 133

Residual value insurance, creation, 134
Restrictive covenants, 314
Restructurings, 368
Retained earnings, buildup, 320
Return on equity, importance, 20
Revenues:

accounting recognition, 84
bonds, 148f

backing, 147
issuance, 153–154

creditworthiness indicator, 124
Reverse repo, 305
Revolvers, 194

tenor length, 51–52
Revolving collateral, 177
Revolving facilities, 142–143

fixed amount, relationship, 127
Risk:

analysis, 176
assessment, 47–48, 222, 266
concentration, avoidance, 6
factors, 94, 208
incentives, 103
management, 216

function, 222
parameters, defining, 27
protection, entity purchase, 187
recognition, 263
return, trade-offs, 103
risk-bearing activities, 262
risk-bearing capacity, source, 339
risk-free yield curve, 248
systemic risk, 258
takers, 132–133
warehousing risk, 191–192

Risk-adjusted capital, return 
(improvement), 250

Risk-adjusted return on capital 
(RAROC), 231

Risk capital, 230–231
Risk exposure, 47–52

calculation, 48
collateral, exposure, 51
number, usage, 48–52
types, 49, 49f
underestimation, 49

Risk management unit
approval authority, absence, 26
independence, 31
operational risk management unit, 217

Risk managers
business unit proximity, 32
qualifications, 31–32
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Risk-taking activities
attention, 24
deficiency, 21

Risk transfer, 261
securitization, 186–189
technique, 195

Risk-weighted-assets formula, 266
Run-ups, 142–143
Russia, default, 53

Sarbanes-Oxley Act, 31, 269
Scholes, Myron, 104
Scoring systems for smaller 

companies, 59–60
Seasonally adjusted unemployment rate, 

delinquency rate, 126f
Seasoning, 184–185
Second-lien product, 135
Secured lending, 128
Secured loans, unsecured loans 

(contrast), 311–312
Secured Overnight Financing Rate 

(SFOR), 71
Secured products, 127–128
Securities, 179–182

assessment, 182
insurance, 322–323
lending, 11
sale, 132–133

Securities and Exchange Commission 
(SEC), 265, 273
Net Capital Rule (Rule 15c3-1), 269

Securities Investor Protection Corporation 
(SIPC), 259
limit evaluation, 6

Securitization, 169
asset securitization, 171–174
building blocks, 173–174, 174f
mechanics, SPV issuance, 172
process, functions, 172–173
proliferation, 280
technology, usage, 187

Security interest, 296
Security package, 63
Segmentation of commercial loan 

market, 308
Segregation of accounts, 298
Segregation of money, 298
Seizure and lack of orderly 

disposition, 258–259
Senior creditors, 63
Senior debt, junior debt (contrast), 309–310
Senior/subordinated structures, 317
Servicers, roles, 133
Servicing, 173
Settlement process, 349–353
SG&A (selling, general and administrative):

expense category, 84
SG&A/Sales ratio, 100

Shareholders, 230
agency conflict, 101
incentives, 102, 104
limited liability, 108
pressure, 95

Shareholders’ capital, 232
protection, 23, 230

Shareholders’ equity, 87
Shorting credit, 358–360
Short-term assets, impact, 311
Short-term debt, 86
Short-term financial strength, 63
Signaling actions of bankruptcy, 368–369
Single exposure, probability of default, 242

assessment, 242–243
Single-family residential mortgages, 

delinquency rate, 126f
Single mortgage, origination, 131–133
Small-to-medium-sized enterprises 

(SMEs), 194, 198
Smell test, 88–91
Social Security number, usage, 137
Solvency, 257. See also Insolvency

entity solvency, 258
metrics, 154–155
self-imposed requirements, 255

Solvency II, 256, 266–267
Sovereign bonds:

issuance, 162–163
types, 162–163
yields, 165–166

Sovereign credit risk, 161
Sovereign debt market, 163
Sovereign yields, issues, 166t
Special Fund Doctrine, 153–154
Special purpose company (SPC), 178
Special purpose entity (SPE), 178
Special purpose vehicles (SPVs):

business partner, creditors, 179
consolidation, 170–171
default, 58
forms, 178
indemnification, 319
operations, outsourcing, 179
payment trigger, 188–189
transactions, 317–323
U.S. dollars usage, 186

Split rating, 60
Spread, 347
Stakeholders, balance, 22
Standard & Poor’s (S&P), 107

indicative ratios, 99
ratings scale, 57t

problems, 58
recovery ratings scale, 316t
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Standard & Poor’s (S&P) Global Ratings, 
55, 115, 203, 314
corporate criteria framework, 56f

State bonds, holders, 151
State-funded ratios, 149f
State governments, 145–146

credit, 145
liabilities, 147f

Statement of cash flows, 83, 87–88
States, rights, 146
Static collateral, 177
Sterling Overnight Index Average 

(SONIA), 71
Stop-loss coverage, 328
Stress testing, 221–222
Structural mitigants, 209

impact, 314–317
Structural mitigation, 307
Structured credit deal, nonhomogeneity, 182
Structured credit products, 169, 266

retirement plan investment, 36
Structured credit transaction, 179
Structured finance transactions

treatment, 279–280
Structuring/underwriting, 173
Student loans, 134

long-term characteristic, 185–186
Subordination:

amount, 181
hierarchy, 180
rating agency imposition, 204
technique, 310

Subprime, term (usage), 138
Super-Senior AAA/Aaa tranche, negative 

basis trade, 206f
Supply agreements, long-term, 68– 70
Supply contract, signing (consequences), 69
Supra-sovereign market, 161
Surety bonds, 325, 332–335, 341

commercial bonds, 334–335
contract bonds, 333–334
families, 333–335
letter of credit, contrast, 338–339
participants/products, 326t
products, 332–333
usage, 339

Surveillance, 217–219
activities, purpose, 43
costs, 220
impact, 223
portfolio-level surveillance reports, 

distribution, 218–219
process, recommendations, 218–219
schedule, agreement, 218

Swap price, impact, 73
Swaps of exposures, 225–226
Swiss Re, 340

Syndication, 195
Synthetic balance sheet CLOs, 

202–204, 203f
Synthetic CLOs, 195
Systemic risk, 258, 301

country exposure, 264–265

Tail CVaR, 241
Taleb, Nassim Nicholas, 252
Teikoku Data Bank, 59, 60
Tenor, 47, 63–64. See also Transactions

difference, 118
length, 51–52
long tenor, 67

Tesco, 340
Tesla, 91
Third-party data, purchase, 49
Threshold:

amounts, 294t
setting, 293–294

Time:
horizon, 235, 237, 290, 314
risk, 4
time value of money, capture, 75

Title insurance, 141
To-be-announced (TBA) market, 192
Toyota Financial Services, 133
Trade credit insurance, strengths/

weaknesses, 330–331
Trade finance, 336–338
Trademarks, representation, 97
Trade payables/trade credit, 148
Trade receivables, 326

pricing adequacy, exception, 42
Tranches:

issuance, 317
sizes, supply/demand function, 181
usage, 180

Transactions, 92, 186
analysis, 47
corporates, usage, 308–317
decision-making process, elevation, 36
execution, facilitation, 202
expected profitability, 26
indemnity transaction, 188–189
limits, 37
MTM value, 76
presentation, monitoring ability, 43
price/capital requirements, 64
principles, 36–37
repayments, making, 181
replacement, 223
surveillance, 218
tenor, example, 28f
usage, 36–37

Transfer of risk, 186–189, 195, 261
allowance, 12
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Transfer pricing, 224–225
TransUnion, 124
Travelers, 333
Treasury Inflation Protected Securities 

(TIPS), 162
True sale, 331

verification, 178
Truth in Lending Act (TILA), 143
Turnover, 95

UBS, 349
Underwriting, 172, 173, 323

activities, 13
business underwriting, cessation, 157
core operations, 14
criteria/information, importance, 183
decisions, 132
firm risk underwriting, 231
Freddie/Fannie/Ginnie underwriting 

standards, 184
loan-underwriting guidelines, 176
process, scores (requirement), 138
rules, 132

Uneconomic decision making, 261
Unemployment rate, 125f
Unfunded pension liabilities, 149
United Auto Workers (UAW), interests 

(subordination), 259
Unrestricted Net Position, 154–155
Unsecured loans, secured loans 

(contrast), 311–312
Unsecured products, 127–128
Upfront payment, usage, 348
Usage factor, 52
Usage given default (UGD), usage, 51–52
U.S. CLO issuance, 197f
U.S. Constitution, states’ rights, 146
U.S. Generally Accepted Accounting 

Principles (GAAP), 76, 81, 234,  
273–274, 278–279

U.S. gross domestic product (U.S. GDP), 222
U.S. insurance regulation, 267

U.S. labor force participation rate, 125f
U.S. monthly unemployment rate, 125
U.S. pension regulation, 268
U.S. unemployment rate, 222
Utility companies, financing, 68

Vacisek, Oldrich, 109
Valuation agents, 294–295
Valuation of CDS, 354–356
Value-added products, usage, 42
Value at risk (VaR), 78–80, 217, 289–290. 

See also Credit value at risk
calculations, performing, 80
measure, 290
methodology, 67
portfolio VaR, 220
usage, 50
VaR-based GE, 217

Variable interest entities (VIES), 
consolidation, 280–281

Vendor financing, 18–19
Volcker Rule, 264

Walmart, 120f, 339, 354f
Warehousing risk, 191–192
Waterfall, 180, 302, 317
Wayfair, growth, 366
Weak names, elimination, 250–251
Weighted-average coupon (WAC), 208
Weighted-average rating factor 

(WARF), 208
Weighted-average recovery rating 

(WARR), 208
Wells Fargo, 131, 172
Whole-business securitization, 186
Whole turnover policy, 330
World Bank, 161
World Bank Group, 263
Write-offs, 276
WTI Crude, global price, 68f

Z-score, 60
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