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Disclaimer:

The views expressed in this presentation are
those of:

r
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Presenter
Presentation Notes
Before I begin my presentation however, I need to give the standard disclaimer


And do not necessarily reflect those of the Federal Reserve
Bank of Richmond
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Securitization

mAIl of portion of Credit risk is transferred to third parties
WAt least 2 tranches reflecting different levels of seniority
BPerformance depends on underlying expsosures

BUnderlying exposures are financial assets

Q0
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Securitization

B Tranching of credit risk is the structuring of cash flows
and credit exposure - share of the credit losses differs
from the pro rata interest in the underlying pool of
exposures

M “Investor” includes any party, including the originating
Institution, holding aninterest in a securitization
transaction — must have a 3" party

C Throufg]jh securitization, obligation for payment shifts
from the originating entity to the performance of the
underlying pool of exposures

"
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Presenter
Presentation Notes
Lay out how we will cover this presentation
National picture and how we got here – and a quick overview of the 5th District
Focus on this same type of analysis – foreclosure impact and areas of concentration for the Carolinas – the format will be the same for NC and SC – so a lot of slides, but pretty straightforward – I wanted to give you plenty of data information
Finally information from a case study conducted in a severly impacted county in VA – which shows the importance of understanding exposure areas in a location and pro-actively addressing them before the problem worsens.  Here we will also talk about additional data sources we found useful in assessing the problems in this county.


Securitization

Support may be offered to the transaction in various ways
(beyond simple performance of the asset pool)

M Senior/subordinated structure
ELiquidity and credit enhancement
mOvercollateralization

MCash collateral and spread accounts
Hinsurance

Wother

Q)
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Motivations

* Interest rate risk management

e Funding

e Customer accommodation

 Allow to focus on fee revenue and deal structuring
« Allow to focus on underwriting expertise

 Credit risk management

o Capital relief

Q)
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Securitization
Retall asset classes securitized

MResidential mortgages (1%, 2nds, HELs, and HELOCS)
B Credit cards

HAuto

B Student loans

HOther

Other assets securitized
ECommercial mortgages
HOther

Q0
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An Example Transaction

B An institution pools together a group of assets, usually originated in-
house, but sometimes purchased

B Assets tend to be similar —
EMaturity
BUnderwriting standards
BRates, etc.

M Creates a special purpose entity (SPE) to “own” the assets and trustee
arrangements to manage cash tlows

M Structures/negotiates a deal in-line with rating agency criteria

Q)
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Example Transaction

Q0
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Cash flows wit

N external credit enhancer

O b I I g ors Forwards
: principal . )
! and Passes through
Remit | : principal and interest
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ol from of :
Originator  securities _ | ,__ Securities | ’
/Sponsor/ s  SPE > Investors
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Se rvicer loans of securities
obligors Provides credit
enhancement for
Arranges for the asset pool
credit
enhanceme . Cash Flows --------------
nt Credit Structure
Enhancer

RICHMOND = BALTIMORE = CHARLOTTE

W From “Fundamentals of Securitization”, Brad D. Shinn, OSFI, 10/25/06
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Waterfall of Cash Flows

Servicer fee

A bond pmts.

Bond

paymerfts

B bond pmts.

C bond pmts.

Other charges

Net c/o’s

Excess spread

"
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ASSet Pool When losses are low

Servicer

\ 4

Servicing Fees

Trustee

Excess Spread

Securities Selling Bank

THE FEDERAL RESERVE BANK OF RICHMOND

RICHMOND = BALTIMORE = CHARLOTTE 13



r

_

.

Securities

Losses become high

Servicer

\ 4

Servicing Fees

Trustee

Cash Collateral

Spread Account Account

Selling Bank
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Losses become even higher

»
_

Securities

\ 4

Servicer

Servicing Fees

Trustee

Spread Account
Cash Collateral

Account

Selling Bank

r
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Waterfall

Servicer fee

A bond pmts.

Bond

paymerfts

B bond pmts.

C bond pmts.

Other charges

Net c/o’s

Excess spread

Q)
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Key Components for Success

Underwriting of underlying assets

Well structured deals

Ratings

Market liquidity and structure

Q0
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Questions?

Steve Sanderford

steve.sanderford@rich.frb.org

)
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