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AARREAREZLBAREATZEEEZRBHRITLBA AR
Az B3 A8 =+ %k #AMNEKESEE (Washington D.C)
F R I 2437 4 ( Board of Governors of the Federal Reserve
System, FRB) - gtz k& a5 (0ffice of the Comptroller of the
Currency, 0CC) -~ Ef#r#F Z4%kKk2 8] (Federal Deposit Insurance
Corporation, FDIC ) -~ # & # 4% & 2 B (0ffice of Thrift
Supervision, 0TS) & ¥/t 2 Bl #47 #% € (Government National
Mortgage Association, GNMA) ¥#4% > Ay TWH @ 4B #8 %
#4847 (Federal Reserve Bank of New York) -~ =& BUR4RITH

(State of New York Banking Department ) FE MR > 5 #3
fe3848 47 (Citibank ) A& E4R Ki#@4%47 (J. P Morgan Chase Bank)
WAt FRBRBARTAABACER L BRMA - R4 £ith
# (Dallas) it HEHBERHREMZ T HEHLL ) B4 -
AR EZABRATESENEREENE  HBRB LR T EXEHL
ZHERERF ARNARYE  BEEAMHRTTEESMEE AR
FARBEELBAIE LRS- Ak HAAHSBRERE R LA
BBRFABETR—ER RITEARAMFRAEIAD I MUR
HRE 2 AT SREAHARM R TATAZEE - BIRE
B R IER] TR,

MEEMBHES M F T4 (financial engineering) #& @ #%
BRTZEBASTEEREN > AFARFEIFTEELER
(Asset Securutization Business) 3F 7~ 4Mpl » FMeétih B A848 4 H
B B Rk o ARAEBEETRINT @ dofTimig R Bk & K
(Risk-based focus) z %3 (Br## - #¥ - B REHAR) -
ERAEGEEEMUMARFTEERNEITARE - ZHLRERE



LHRITHMEABELANES A~ EXEITHRAAARE
o BRAHAEREEIHE - AREE - REBFLEEZSF - "E
AR EE @ RBER  RRERE - TEAREZAR
BREEEF  HTHEARBEBRITES T EELFMCES > #liralE
LREZLH -

N TABRAZEELARH

HEHRAEE 1930 FRUAR L2ELRTHREZLFFERY
BlFAEARZ— > ERETELEHARER S RZI TR - BHEHEH
ERBREFTCHELSY  RRTRAELRRITANIAE > LHEZRE
EHRAEATIH - BA A A TR EE 7R B 9BH -
PR~ 15 A huss ik ~ AR AKRZIZTE  EFETRAE 448
BFGRRE - A B ABBRBITZIHE - SR EAEATHCH
MANRELGETHRRRES LB - FA LI RETHRAREA
FEMEBITESRM GRTHERAHLBATHIHES -

#4416 (Securitization) —% » &-F H B 1977 FEH B
# (Wall Street Journal) ¥ —% " #72835 8 , (Heard on the
Street) #MXEFF - BHRULTELEFBARKRLERETE
ka4 (package) @ HE R AEFA LB » EiwAFHE
BBBBRTFENRALELE A ATA - MAR—VELITZ
WA A A EERES (Asset-backed Securities, ABS) -

2B # 4 (Saving and Loan Association, S&L) i s#
1930 K » A BALEXRHEE AEPMRBBERE  FLALN
BEABE AR BRAFHEERBRL  AZBFT X
BB R o RAAR  ERMBEG LZAEREBEAS  R&—K&
REBEAABEGH > $H4E44 (Community Bank) Z £# - &



AR ERHAKAAE TS BT F A GRET 28 1970 F4K
M4t BREABE RETLRA GICRAB BRI  MEREFH
¥RWEEE  REERBIETARRABHER LA 2ERS
b RHE A RAETKITAK T EAARMTERERER
E 970 FASHENRERZERBLX - F—F @ BERAER
HEMk kAN RBRTHFHREZ LIk ARASHBFRITL -
BEBBOETSRKABRRAHULIR > HEREETHELEEHK -
AMBBALEAERKREEELRTY > Fd LB = KRB ERK
# (Government-Sponsored Enterprises, GSEs) : BUAt 2 B 3K3¥ ¥
4~ BIRAE s € (Federal National Mortgage Association,
FNMA) R 3 ¥4 & B 2k 337 & (Federal Home Loan Mortgage
Corporation, FHLMC) & B ERMATAREIEETHR ER
gt (pooling) EAwh R BRETEFBELREATRR - #HE
MBERERTETES  ABMERE  THHENOEEHKK
B R E A KT a4 (Mortgage-backed Securities, MBS) %
AT IHET > ] 1980 FRABATR I R SR HHTER 2| L6 IF
AT RRKAD R EF R A F R - ZABEERE
W maEAEBELAMZ EEAZY -
RIEEBERE & sk 34 %k (Call Report) & JF iE K 35 9h
BEiAHiET  UFEREBBERABTHEAILY ARITEHAAHE
ABEREEN FRABREFRTABERAEAZERT A
BARFA T BT3RS MM A AT (CEHRR © 2B EMH
BAT)
— ~ FDIC AR 2 71 £ AT HA L 7 8 & 3837 7 3K A48 M3 48 80 ¢
(Mortgage-Related Securities Holdings at FDIC-Insured

Commercial Banks)



& #FAH MRS #8278 (HE£7T)

1995 329. 03
1996 336. 04
1997 384. 14
1998 470. 21
1999 454. 47
2000 470. 47

— -~ BARERBAEE TG EAE
(Asset-Backed Securities Qutstandings)

-3 ABS i f4%8 (+H4&£7T)
1995 292
1996 388
1997 014
1998 633
1999 746
2000 e

CREERBEARZ LR PIGAESE
(Asset-Backed Commercial Paper Outstandings)

-3 ABCP i# i@ 228 (+1&£7T)
1995 101
1996 147
1997 256
1998 382
1999 521
2000 604

A H BT FRBEACHBTRERTIHTRERZSE N



M4 F :

— ~ #4144 # 4 (Originator) ®m5

(D) o#MERE (RARRER) oA EAEFESRE
—FRBITHIRKZ BERRS BT L wBRABEARH
ERIWERAXERE L FERTALARAE LM
BAWER - ERETHRE RIFERGERAGTRATER -
FHE 0 RERBITEAHARSKLBZNIE X - FiKIvik e
FAZIE > —FTETAENE AR AER P HEI M £
3B BRBITEE AR TENAR B —F @ THEBITHH
ERHPERRNERGARBHEBZTRIERSE > MR
BHRMBLAMEMGLBARTFEE -

(=) BRA LSRR REHFGRETIRE
ARAEEIT B RGBT LIBERBAFEA ARKERBEITRK
Ko ABRITAFERAFEBEL L EREL 22 HHRIFH
KB HA > BATARENIRITE R L ER > RBEE 09 A
BB EITES BEACAETRTRILETRITAS
FE OEEBESIBEAAES  BITTRAERKE SHER
KTAEFREZAERR - BH  EFRBRIRETEHKA
ERBITHERBOGFTHREALRE S RF/TE%
AT A —HF R R FARA MBS TA AR ER 4 ek
FHAGOEANE RELSK/MATT —@FGREETE  BRIVET
HERERE  BhoRFEEEEE -

(2) REFTAEATM
AATHRITE R B E00FRME - FHRAK - 20 R
BRARFEHATAE  RZHARLLE > ARSI
Rz BHRITERER > AL EH S A B LD



IR RALE &£ B AE A EBEA 0 THREREHEKR &
% %8457 B e9# 4 (Special Purpose Entity, SPE) #47
MBS A& A 35 LR AR RITRTHmRIFEREEAY
Mo ERSBITAEAGERERRES

(W ¥pETLERMRE REZEATAHAGHETAGILE !
ERITERESGBEITEN ARBPEARTERE L EY
H iy 4 (Pass-through Securities) * 4R47 T2 vl V3L
RMEBE - BRETEARAE RIS LAATAHARKTE
R EELIRAGER BATHLAGLAAFLHN
R mEELAERLR - boh » TTH IR FREAL
BAZ A B E KRR - IHREBERE > SRR G R4
N wERAHRESTINER  RERESETTIRAH
7‘% o

(BE)REBITH L ER ST !
BITHRAEEAS TREFEMRFAEERGES
Bliodn & B & ~ KRN BOBITETRERETH AR
R BEOEAMEA I TARTA  AFBHRETRLLE
# M (loan origination fee) ° & £ £ H KA EH

(loanoriginator) s X% REF A LHBELEFRE

e RAT 0 BT AEA TS EE A MBS b EEMHKE
MATHAARERKERLTR ¢ A4 PIEHRERGBITE
T PR M IR LA o B A 4 HA AT AR MO AR 4
ik~ RERPEIRNGEELESF  SNOLF =% mEl
#EH MR (loan service) =& ¥ - T > & MBS F35
RS T o RATERFEORLEL S L -

GO REFRELER S



BB GERREFRFHIGFERT » BITHHE LRGSR
B PR 0 2RATT H o S AEIIT B RE S0y ek F
P RMBREATIHEERGES 0 B FHATARBIUEAN
A4 EHOBELCEH B FE I BABRZLTALRE KD
BB 0 B LAZ AT L ATETES ~ £1F7 0 b H—H
EREZRARMR S TALHR KB -
—HEETERT
MBS L 78y & T a7 MlA F 30 » ARRAFHR EE R ENFEAL
( BURAME -~ 281F) AELRE > TREZETAS —o#&EAR
ZHATL B4 A MBS 9 RSAFAMKIE & B2 AR
REUK > £ EBEEATHELRMESABUTME (BEAEIR
) HRTRBRARFEBEGREALLIN  ETHLE
RAGERBREALEMZTEABMETERZAUNSEIFTL -1 F
AR — T4 R A RE S WwREBIIAFZELKE
(Principal Only, PO) -~ #:#] 8. (Interest Only, 10) & & -
FRAAERDE RELELTIHFEL S TAL -
Z#HEKRERT
MBS ¥T vA 3 Am4R AT 3847 K A A 09 ARSI - BV AL F A
AA 0 B TR XA ERAE B SR4TEAT MBS A5
ARE—RITATRF  THRALBEEALETSUEERRYH
X BRRIF BRI A ARLEELB
W~ HEATHME
BT ERFEELFANRLBEOVE  BRAEMETATHEIHOE
o R IMBBORBTIHHRE BTN ERER D S akA
FTHE O ALNELENI SR T ERE A LIHBLRELRE
HERZES - RBWNKRERAA T » 285 ERREALS%



HNERNNERITHBN G FAZ -5 ERIEHR
R ETHEmAEHAE NEERLATZOREF LR E
FHAERTIHFORBEBERA - BLEERITERELACERE
BHAEEARTHGA —RE -

A -HEXBAETHMT -

SRATE A MBS F3gAi T & ARG M - § REAKRFLY
FEHERK RREEEFIHFHEL - XHEBTHEL A RN
B BRERTHO”RKE MBS Ll E AN ERRLS
FR ~ ZAa4R4E4Y o

EHRLAREITBEAEEE  LARHEALERBYS
RS Le A RAEREFRETORZSN > A EAMHFLE
BT R 2B FNRE  FTRATEASHLOAREERTE
WG RELATME - THBRGEFMBS  SFEEEL &EL
PHMRBETEAEABREYHHENAERS T -
— ~ BHHA¥F (Originator)
PP 3537 B RO RAHEA o Bl BARAF AT AR RSB BR R F
B REARBAXIAAME AT ABRFCEFZERS -
EEBFREEH O HARE - MABETRIT  HIFLAF -
AERT ASRERAE - @EALAE - THALAERF -
=~ #4574 (Issuer)
RIFEEEEAFE (Securities Act) #E MBS =, ABS a9 B 47
1% 35 B4 400457 B 8944 (Special Purpose Vehicle » SPV)
RAZHEHM (Trust) - EHFAEFLYBEY » BT EEES
WX EERZREAEHIEAAMERRZ TIE  THRALEE
LA RN EFCZEE (RITHEHE) B EREEALS B M
&5 B g AR E BB AFRSARE TR LB E



WATHE S « A EE > H2RB BB DL Nl asa g

TABKAE SPABAE - TRARABRBBRITTEALE

HELNHRANEE EALBANTELEREFTESL o

o BREEHBZ MR RHESZTACRETHE > i

R B BB R AEBEFGETE WEEETIURELTUE

¥ MmiFHESZIERESR - SPV TREZ A1 464 5

0938 L8R8 > Fliw E B F B H#4E  FNMA - FHLMC - 3 21236

Bl FTRRAREZXALEBEHZIHBHFTAN TS (linited

purpose subsidiary corporation) "°

= ~fg3%#H (Trustee)

1536 K 1% vA3E AT 3R P 6 75 A Bp P38 3 #1412 € (Grantor Trust)

R T e B 3R 26 A 00 B A BB 0 BLEF IS e H 00T AR

(=) #BEFNMGAE  RETHEITECRY > EAAHES
BAABRTZAEEG L BRAHREZEFRELAZTA
ZH & e

(=) BRFBHEFSERARLFAZME4T EBEHERPFERL
BEAN WREXEFLALIFHALAET,BRAZETA A
A BIEEZFAE-

W ~ BRFEH (Servicer)

RISE DA FTECEZTEMALRLCAETZ T ks

FL& Z AT - MBS RGERF > BINRFE LA L T YRR

AAAMEBEAMAEZALSREA - FEASTRARMBHE AR - R

FHHEBMANRBA © S ERAMERA] B F AT AE KR T AN LR

HZEZF > RBRECHBEFEE - —Kds  BREFETHE

¥HEAEREE (FRESH) BEERBTBRFSOTE > 2

G E B IR~ AT IRR A ABRFS R A A AR AR T $LR Rk



RBAERFERMAE -
%~ EAAeis#4 (Credit Enhancement)
R Mg TIAEHEHOERARRER - BEAAETHRRAELFAY
MIE o BATE A B BBTAEIETE  TTEE =4 - &
FHETAZBMBF KB (BT RLRME S AR 4) A2
RERGBTERWBER S FZHTAREERE AR (stand
by letter of credit) HK4R4E4%% (guarantee) RIEIEIT A - #l
4ot 2B = KE FRFEE 5 #HAM (GNMA ~ FNMA & FHLMC) Ak B dkd7
HRMEE 0 BABRAE A e SR EA K B IATRE -
~fE A F#A (Credit Rating Agency)
BAXGERLELFEITHA AT HAMTRLIE - REE
’é’f‘kﬁ RRFIEEAEARROEE - AT EERNAAEEEHE
AR FERBEMELZE S SRR R — &KX
B EBRAE B Ei8 S PR EE AR5 4 S&P-Moody’s
FEHBEEARFABZIES R PESMASRZRAN -
EEABAMBETY > AEREHEHRRIRENTMAEER
EEBERBEA:MZBARE nEELFETEASZER - AT
MIERFFRBOIZHRARA T IMAREZIERTAETE
A EEELARTZCLANRAKR S ARXLAZETHEFHLB
A2 o AE R s R R M RAITZ R
£ ~ A&4%% (Underwriter)

B HERABRTRESLANG AR 8EFETHE EREAT
ZHEEF O AELERNRFZZMERAR TERLATATZTLHE
jﬁﬂ%’;“#é‘ﬁiﬁﬂﬁ'ﬁkﬂu}&‘]iﬂ?i% °

EEASACESLZZIBFIER - B THZRB OEBR LIS R
éz%z Th—REMAE AR ETEAEFMABHBAEAFTRT 7
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RAREITELS  ARERE
— ~ #1153 (Grantor Trust)
BITARBREIEEARMARAARALRE 2 MAaFAET
pALBEAL 0 B A ITEAE (REHEF) FeiMEe il 25
AT R YT R HZ B4 (Pass-Through Securities)
BAABAEZES - A ZAF IR ERBERELRTAN &
ITABRIBEZAFFRE - HOHREFA B EEMTERHE X
BRI E A AL TEABAREARTTFAIT - A —F @ disd
BITERATRAEABERRARTER  FOEELAIRAELAE
REZRZZITEIM #HBEEH T L HFEEBRETREE-
— -~ Bfi#E 4 (Debt Securities)
BATAVABANE & BIEF 0 Bi7ik3I71E4%1E 4 (Mortgage Backed
Bond) - #IFHMLETHBETHAAN - FA—F KX £Fi78H
EHENREMRR I BAMALZIRS  LIBAERE -
BITEREBERABABITELIEALARET AN BEITEIATEAR
W HBEITHERT > RIFEREFIBTEFRARERAETE
BTRERAEL  AHMF LAY BITHFTCELATABER &
ABITELARTRITER —TEON T A LB
HEHLES - '
=~ ¥ %1% (Owner Trust)
HABFRHEELAILAATTIHERARTEERRZIEE &4
HEAIFHELFRARTIEY > BRETAREZFHRHARE
ATIEAL R BT E A& (Collateralized Mortgage Obligation,
CMO) © MAfs ERIKITEHAR R A S FREL  FEITARKE
TR A - FRIAMEZ 274 0 ETAREZ A KL R
ARBFBHEELATELRELAETLHE - A kBT RAEHA

11



A BESKRZIFERIE RHEIEIEHZIHT 4]
WM TREASBBIIERE  FEAHAELZIRA - EHA
BAFEAARAREUELEL THEETARR - T L ¥
FRHLAFES RGN T TEREL AT TRR -

W~ R E & I E A % 1 (Real Estate Mortgage Investment Conduit,

REMIC) & 4 &k At A15364% (Financial Asset Investment
Trust, FASIT)
ZfEH T AE 1986 £ Mk EiEx % (Tax Reform Act of 1986)
PRl Rey  HERBEFTIARTEALTIHE  BEATHST
HAEARAMA 1997 FLH LB AL ETEBEFAITEZIRA
MR @@ 7T 4&mA AHLAMEEEE (Financial Asset
Investment Trust, FASIT) -

2 -RABELZARER
RAEREEAZ T JAKR (Risk) 144578 £ T FER X K TFEA =
B4 HBRTHEANBREATRALAZAGHE - 43 0CC 2/ T F

AAR

# (Bank Supervision Process Comptroller’s Handbook) > 4R47#&
FREAEABHFAMAEHZ T ZRARA  FAAR - K& AR 2 AAR
R R~ ABHEARRERBRR ° 2k5 W4T -
— ~ A B % ( Reputation Risk)
BRERRGRARFTABP RV ERITRERTARAZIA
oo A RMRE MR EATD BB EARARZHEIRR -
AR L BRAKRARTABRITARRR T ELFEMEZZHMA
BEBAPIHBATHRAMI B H X ik -
BRERRARL TSHE 40 REEEESIRIEERGREL
WA S M E R4 AR - FA R BB IR B - RITE
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BEHMOBEMNEIEEARE  HHRERAR > ELRERE
HHEBORKRRZ ST REIREZ A ESREOIEEELRME
B&t o

RAGEHERAAR T ALEIEFHEIRELETAR
HFACEMBEEZIRZ ~ ARARELIAIEFRE - £ A BRE
ERBTG - - FERARZIPEARKRE LA RTHE
FACEF R I LI RRE L H BB -

=~ F5 A& ( Strategic Risk)

REBARBRABRIAERRIHAA T EITHRBERST
Eﬁ%éﬁ’é‘i\‘zﬂl‘% - AR BRI AN - HiERBERER

Rk s FERZERABITI LTS EZRARZ L] - T4

ITRERRZBRE » L ARBEAFMCEBITEREET - A
'i&ﬁéﬁﬁéﬂzﬁ%wa HEHERZ EHE > &
ERREHERBTEERPARTK -

ﬁ“é%%ﬂ%i&*ﬁz—°: EHACRBRITEFEZ

HHEGHZIHFEFAR - REEAFEFZ AN

FRER TR LEERITERIRFNREERAE - F
VAR ER  REBERE TR -

EETEEEFCERSZ G BEFILAREBRARERZ

FERBRUEADBERAZEFZIREREARER - ARZ ) EOFE
MR HGBRABRBATRIEEZFLHZ AARREBIEREL - BA

FEHRCEFBFERITRRINRI AL AKRAMLEA R RFIIZ
- SANA TR ARSI E—ARBEA > HF-EL A%
R e

=~ AR ( Credit Risk)
AR RAEFARBITHBITHTRAESREKEKY

;g- )"W w}"
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EHZRBATERPERITEBRETAZIRAR - AR ERAARE
B EHAGRARBREAA G ERAA TR RAZEMAR
# o AFIFRAZRREFL -

BITABEFNI G T L ETANGH TEA =T R2AEZ

12 R A -

(—)iE#Z 42 B & (Residual exposure to default)
REBFEFRITRIEATEALER S8R &Y
Ak - ZbFp 2RI RMEIL  BRERAZRL
DIALARERBEAABAEBRELE - GABRTHEABR
MREIGEHBIFTEL AR RTEALS TABARIKEK
SHROUDBIIZHERX -

(B EAETEaRZTEBAERARSYE (Credit quality of the
remaining on-balance-sheet portfolio)
HEHACZAESREHFES TRE-RTER -BEZZIRALK
T oBHRATHAMNIFALAETTHOARKIEAE KT

A Ex £5A £ % (excess spread income) ° FEIF
WHEEBITHRETETAERL RS ETBHEZTERY
AT AKE - ElEEMNERBEENE LB PR
RBEEMISTREM -

(Z) R4t £ & £ Ttk (Possibility that it will have to
provide moral recourse)
BlISBATHAE AR E LR T ARTHERT » 5F#EL
AR THREBHEABREZZTEAGRB XIE - £T35
b A BHIERITELSEAFF T R AR AR N RMH
IBZEH HFERAAMFLBAGYEARRZIRS
(distressed transactions) - FME FH1E# oA TR EE

14



FHLELAZIATAAS REAIMEAMAIBERK
BATERBERUSEY  ANTETZRAR > &L
KOHIARRE -

WAEEBRTRETAFT T ERRRAESRLASZTER
BE > EEZIARUEZEREHERLBLBECRAZRIRER
od@% REMARAE  AEZHEFEME (teaser rate) &
ERZIEFHBERL  FRATARBIFZREZIS - 2B T 54047
HE REETAEASETRR - S HBATHAI L EEFHER
)ﬁl‘%‘i}gzw T AR EREREERGEZAHKELR S

o o & Z KK H %'mﬁ% TE PRI ERETERR
R hoAL E AREARBRAT B AKE  EHF KR MR L BMHmAE

& IKEE o *ﬂﬁzﬁ%%gm%mﬁ% AEBE AL R
RAE &8 PTIEmZ 558 (vulnerability) -
+ % % A& ( Transaction Risk)

RERBBRABRBSFARE LR ERPFERTRERET AL
B e R¥EEH - BRE% - BT REAGERFHTEZA
RZKD - HREBRBEBAMETET A BEARETEARSEZ
A -

EAF,EALISG T mEBRFHFRY (Pooling and
servicing agreement) R EMHFHF EHEI EBXH - A EZ
R TR R ST  RAERBI BB A TS

(*) % % % ¥ (Transaction Processing)

BELBEAMEFTREBERFELIALTHRALHER - H

XFXRHT  BAEEEREZAEG ARG EHHRBRT

1 el AR A o RBEBBTH BT EAEAR X REAARER

MMEBKEE - MREBBEFTHRIRELALX-—BELEIIL

15



1k & IR A5 FE i A HEZ 3R B (4 B A oo f2 A 0 lb R A
Boz— - -REZ-EZMH) -

(=) # % 3% % (Performance Reporting)
BRATEEI;TI - BAHRER &%%ﬁ%%imﬁ%ﬁﬁi
FEBP B R 53 A AL E & 043 o BRAF R 4938 F HH44 2k A A

&ﬁﬂ‘ﬁiz%iﬂgﬁ%%Tﬂ%Mﬁ%’i%A

BETEBERZTRERZIBRELE

(=) 4 #k (Collection)
BITZEFHRIABERFHEEFCHTAE £ A BE K
AREGT MHEEALLFRRT - TREEANTERER
EZHRTHAKFEAEZN AT ACARREKSELE
KR FER - AT 6 K 1% 23 (Front-line relationship
manager) TR T B/ M ERANERASN » T HRERET
GERTORARDZIER  FHATEAAGRATELHA
BHE - wRAZPF REWMGZ GHELEE ARBTE
FEOERMZTELLTRTRIAMMF - BEIRPIEHR

LB E AR R TRET B EHE | (sales treatment)

# P AR -

(m) 7 ¥ M3 3% (Liquidity Enhancement )
FHOMBRHYZRKBEBB IS H A R FEmELALE
M HE 2 A B - %ﬁ%ﬁ#&%ﬁﬁ“A&ﬁE&zT
B BETAFTRE - F5E08T 0 RFEBHETFERLT
EERZ RREBGRALHEEZIFM -
HFERAGES FRARAEAMUBE  HHRAHE

MEBHEL - BHEFPIRFFANETR  HWERREZLS

BoUREEEAMIHGIHENEREET RABABEATLHE

DY
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BB ZHER > RABANCKARESRAGEARITZIEEABLF
& R EER IR Z AR o RAFBEH RS &2 BB AR
BERARBAZIAE REHEERCABRITREAKXRZ X NEH
B BRRERAER A BRBFRNEVEFACRBEEE L
THEFZEE B BRITFAABRZABLEFEVERR—K -
RAKRE > REMHERITES 177 3% (Banking Circular 177) -
T8 %4& ki ¥E (Corporate Contingency Planning) ; Ff
REZIEERA -
&~ AREMEM (Liquidity Risk)

R ER R RARAT BIEBAT R B MAHFRARERAZ
#8 % (without incurring unacceptable loss) 34 %% 4R 4T84
RAEAZRAR - wH AL ERA—FARKEZIRBEER > FHT
HATARRNTARBAGN > FTTHLLBAREHFZITLR

BATLATAKBEREARKEAHEBI R RTEELEZ
THEAEZETERZILHE LI ZAKRAABRAEREERLAS
AE  THREFFANIFFENFMETEAALANT L adE - &
R ERLL  TERBEAMTIHZRBUEFETEARITES
ZHA WAERFEFMCEFZI A BBRITREREZH A 4435%
RE - LRBATTREH S RERL T AR LBFEFNTHIASL
RE - WwHTHERIRTAGBLHATAKRLIEA LA
B FREHEIRTLEEIAR -

REMARR EEE L
(—) HAEAELATAHHBEIHRE -
(DEbARALFTRIHE (AR FRBE/AEFE) -
(Z)®R#M#HEx A AL BF (The existence of early
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amortization triggers)
() ik FRRXEAGHFRTEZ M -
(B) BREITHESZELABMA -

BITRERMAEAEFZRIGEFLB TAGLETEZ — 3
S o BITRELZALHTALETEFNOEIRAAHER T » 12
BB ZBARKALCAAALERALAE (REHNE) 28D
Lo REREIELETASTRPIBRAALNSRE @ £FE 58451
Ml o> FRIRFIRBRAA RKARKREEFARKTE -

7 ~ #4% A& ( Compliance Risk)

AR RARZRRILEE - R - AL - g EEPIRE
BEREL-BOPERATRERETRZIAR &8 AR LB
EEIRANABBRAHEPFHZAERRTH TREKER TR L
LBARERZ IR o

HEHFREERANRAL BN FHTERI AR
B OBEAERLRRI MR EEL LB ERITRER
JRAEAVEE o BRI RAERF AR RIS (LK) A
2ol @ Ll ERRE -

B-BEERRER
BIREHRESTRE T HE4LTH L F M (Commercial Bank
Manual) j AB RERITAH » RBI LBEACEFEEAEE—RUH
(BRI LRNES  FHEI2EARIBBAKRE K -
AR RMBATER AT EH B LA EEFEF TR
5B AAE A Hil AT
— R EAAE

() HBRBEAMAEF RN EERRELADE  HRAEFA -
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T~ A BUEREERRR S -

(D) Al EAMCEF R AT AT HBER BT LT ERARE
A RAEEFBEREEBRZ R -

(DB EFCREEME BEEELAEHF AL » FFERT
AMEHCEFBHE 2/ - RRRAENIRIEH e &
LI F R o

(D FERATEEAGZEINRERTRAER - ERFRART
WA AT % o

() FlErR G H # (retained interest) 144 # &34 o

GOFRRAGAMETERT - GLRBRAZEB/AE -

—~EEF
(DL BERITHATEARNESFFTE HET LA AHEF
AGHEEGE LT FRBHZELMEZIZERTE - #
B RAZe3d7 X RERE > EEFCEE FH B2
REi#AE -
2BAREERITCEAMEA AN EAKE AN - 5 HEFH
BRI ERE S REBRMBEEFARZIBARHRTH
F4E o
(DDFEEFXANKR ~ BFAERBITRIERITY L BEE 2B
R EEELEAR A ELABERIBERS - R ERE
Fo 636 5 — HOR R AL PF BAE R 21 RIS 5 2 34
ERBEIERAEZABERERA R ZF - RITEAHLER
AEERITEALAE > BRABHLR GEERBIFTFFRMZL
E
(E)HEBRTABLACBEANEZS CRAFH  EAKBRY
RBEFEFE RTCEIREZMEABRE-

=y
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(M HEBEEZBFEERF > CERNTEAZE HEFEARA
(in-house) B RBAR E XN ARITEFTEERMT -
(B) FIETRAE A N IREH A2 F R LT Bas S AL E M 2 8t

# % #1 (financial strength) £ HFi#d & -

GROBAFHE AR TEITIMEBEH  ARBIEA RS -
BAHECAER B HFRZAHFARBAL  BEAXHRAZ
(prospectuses) ° RIFLERAPAEZTTHELEAREEZRE -
RAEZTAFTOLEEAEE - EHHERERRBAEY R
(subordination agreement) ¥ &3 o A #3A E T H 785
B R EEAZ XHER -

(L) FTHAEHAMCGBRBEETER & > A EIMITELA A EAED
BB REARERRZEETE -

COHAEB AR EEEFRARETRZ L4 (MIS) AR ARTF
EEBBENRIGBRERERESMAS K -

(F) FEDMM A EA 4 # ~ 6% (Packager) A HFA &
B BAZEBEKY > EEAEHESCERBEBIARLY
fERmisd  AFHABELERMERTEIMEE -  TRE
HERMESBBE NG MR RGGERE > TR EHRBIT
KRR TR ABRELTEAFETE - EHRARLHHB
EJF%@%%%E”‘E (poor-quality assets) KAHIEIT&H
Z R .

(P AW BEET A REMRKEFL M > HE5iamM T A%
T Az AR (adverse credit risk) X ##8 « F#4&F A&

EHERAREREAREJNLHZAZARR - HFofaadELRT] -
ERCE TRk S & w%%&zwa°
(F)EREZBFERFEAERBALE  RHAAREZHE S
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LRIRE  RBREFTAMHIE —EHEALETZIHRA
~1E A3t 4b (extensions of credit) -~ A% & H#
%\—Z%ﬁ#’fﬁ%l‘ﬁ‘ ’
(+=)ABF BFE#ET AR THET AR ELAZI AR E
RAFEHBRARARZESL - FHEFAERGHNEHAE
{8 (carrying value) > #EfHZEHEE - #F -
(+F2HE B RN AFZAEL TR G HAARMEZE AL
TEAHZEM - ZEA 5K (nodel algorithms) ~ €&
R RBAGIE MR B RITE -
(T FHARKREEARZETAFHEFT  ABAR T OB E
FACEBITEZ A ERAFIAETHRE -
(+Z)EIHARGHBEPTARZ T AR AFRRARL -
(+R)RIRAEET AR BEF EABRMTIHEERRT - #—
FHETBERBEAMNMEBFELAFTHCATLREE £
TERRATMHPIAE -
(+-) BT 2 & Jﬁié.?i%’ — K - BETHAERNBEEEERR
EER Y ~RBRADEHRBBEEZLAR AR BRIAS
X HERETE :ﬁ#%b%ﬂ%&ﬁfm 548 55 3t MM R AE 2 B
TREBEEME -
(O EERERENISEARL BIRARARELNEE -
(FA) FHBACTEZTEANSREINRRETZ - £EHA
Hmoes o Bz A A (underlying assets) 2 & #
RIEBERREHAE o
(P BBCRCRAMERE ARRAN > ERRBCERA WA
FlEIEE ~ERNBE  EHERRFEZIRRERE
(=) EBBITHBRFREES I HF  BEALLIBECEY
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A A # 1 ¥ 4 ( under-written asset-backed
securities) KR - EAFEL - ETR I RBAERA R
TRBREABAREELSAIRS  FHABLAEALARKRSE
REZFETRHRBALR -

(=) ERRBEAARIEHIARERNTRRERART S 5 &
BN ITAZFHRAIRAEE o R4EE HRE A PIFR R R
AR EGE - EAREERPEE R BREE -

ZE)HEREETRE SR
L HAE—BHRR LI BBFE -

2EERMEEFRARZEAE -

AR A E ~ RRAGH ~E MR E e H RAREHE T
ABRBRAR -

4 Ao BT A MBI AT R A B iRE B K
SHTER

SHARETBABREFRU T A MBBRFEAL
WCEHEFTAERARBRZIENR -

6. RekKBFEASSHN -

T BB M ¥

8. ReHBIE 2 A -

() ERRNTRBAEELHNRETAELEF LR G

(facets) -

(= Z) AR K RAZ R BRAT M BRI R R F 48 M o B R
%3758 (Revised Codes) 5136 43k /By AFic s £ A
VAR &k — & & RIT3 #z%ﬁﬁéﬁék%@ﬂﬁﬁk
WM EESETAEZHKEK  ww RIMEAERRKIKIFE
(Collateralized Mortgage Obligation, CMO) & £ B &
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TP RN AT RREF T L% L FRA] -
() HE T ERITHE AR AYRET
LIEE N A AC2ARTHRITFFRBZFF -
2. & Fannie Mae ~ FHLMC & GNMA PR&47 ~ 1238 » AR KRR
HRBZHBEE -
(ZE)HETBRE & AT EREFZ T RARBITEREA £ R
R o NHASEART LREMNERR  HERFHFLEE
Ry
(=N EFEHEFFRAEGH - EH - REEEHpls - 24%
BERMEFEEZIEE -

() FERTAEKRETEARE (asset-back commercial
paper) MM A BT AR D REHEZBRRT
GRAAMEFABEZAE -

12~ REREHEZAFEBESE

£ B (C0SO % B ¢ ( Committee of Sponsoring
Organizations, COSO) # 1992 ## i T PR H -2 o224 |
HRBE  REANFRES T4 HBE > RBEHLELZFTFE -
TRERAMBETEREIT) - AEFEFEAEZE € 1996 FA78A4
Z % T8 A& ED N4 (Statement on Auditing Standards) -
AP ERERBPHRCOSO 2 & HEABESE ANREHLERB Y
ZFE - EFENRY  RBEHNERZHEF R R LR
CHRFEDERBHAE  NFEHEAG—ERZME - s HEER
BARZER RHREHZZ2E §KESKRASIEHESE (control
environment ) ~ A #4& (risk assessment) ~ ##17%% (control

activities) ~ FiA## @ (information and communication) &
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B4 (monitoring) ¥ & KM » ° H4R4# 1999 5 6 A A& AE
MEEFCHMBERNFERE AT ! rm%ﬂﬁé~%i~$ﬁ
ZARERBES > ARG BER B EARELZEER
MEBBER A% - $ELFTRARE &m%a#’ima#%&&
ERREE -~ EHREHBEZAM ) -
By A L3RBT 4o r’?’ﬁa‘”“%]éz@ ot mm A FEREA
Fo AFERERRNREBHEF - LT RAREERDREEGEE 2
ﬂlﬁzﬁﬁ’gﬁﬁﬁﬂz*ﬁ°W%%Hz&%%ﬁﬁm%z
B ER BB UGS AR EF IR B K > ERRE
RFRARABIERFEAAFETH - BRI HHELKRE 8
L RESTHBNAREE nNFTEEBZEBNE HBHEE
PRBEE - FERIFEH A EEREEEZR > AKNFREHHE
‘Z“' -E‘ °
BAEHMBEFETTIRZL "R HIAATATHEFKREF R
(Tradmg and Capital-Markets Activities Manual) | ¥4 4FHRE
AEAMEBIREERZAAF AT A BB EEHRTR
n’,éf**b%ff' AFHAAEFACESAFEMNARNTEE IR ERE
BLde F
— ~ RIEH
() HAEERHR G BT AERRBEIBRITEE - RT - RE
ZREGHRE
(=) #¥|ErE £ B/ (operational separation) & & & #) B B7 ¥
Az # 4 (rotation of duties exist) -
(DDHEHMAHEARE A REHELTES -
(W) FlBr & — AR H 2 ZMRH AP (loan servicing
statements) AAZ3tm LR G T HE -

}
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(B)ALEGF = FREAKIBALR S L 8BEHE (dollar
volume) * AFEN TR FLAIRTARRRKCEEZ A E
g o

G B L HAEDR KRR T EEE LT AR AT S
mAMREIHFLRGHZEZ 74 -

(&) # B B st & % #% (policy parameters) @ & & X 3% £
(deviations) RE LR EHEFEEFEMBEZIKE -

COHTERNZIHK  ERHRRFEAIN AR AR TS
mRGKZIAREEHA -

JUOHLEAMZHAKR EARRKRLAREIRBFFARLIHE
FRHERGANEREAETILEIGLHAHTHT -

(1) BRAEE R EHBEMEEZHAEAR (reconciliations) -

(FD)ERITEEFNRGRALERTFTEST  HEAITEHNIS

BEAERIEHAZIMKR T ERBEBITREEZIZH K
% e
=~ RFEES

(—)BAFRAITRFRERCEF AL -

(OBREFBRATELFESZREERF T ERARTE K
BHEZz etk  ®/EBRFEFTX -

COBRFHITLARBZ M EARZIE@AH -

G T IS EXT T EY ERS TS ST E F LN
R BRREIE - R Rk Rk RS2 B4 & (compliance
deficiencies) - #& L E &3
L 3HE B Z M AHERGRIIESEMK -

2. A m H B4z RerEEE (validation mechanisms) &3

M2 4 o
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SEAEZHEREAMRN  FRESITRY IBME HAR
AR L AE R AP BT R AR T L IR HARIF S o

BT RGLER -

MEBMAERHZ B -

ARAGEERELEHZERM

CAMAL - ERAAMBE X AN -

REAE A R -

. H A #H A E %K (oans held for sale) AXHZF
A% °

10, B EHRKZBEEHEE -

1. BB ERREPLPBAIBE—RARELZEE EHE

FE o
12. kG A BRIk - REFRRTEREIF TR
¥ o

(B) BT RE BTN A EZFM -

GOHABRETHMMBAFERERREEF IR LZILAS

(B)FEEEREHRAZIBBRRABLIFERERERE S
3 o

T RE
HATEBEFAMMBERTEAENERAESRE R TAEABH
MABEEEI BT LREZ AL - BT E TR
L EXEALERAR  RATAEABBR G FES L R THEHN
BPest bR ThE ) X "Taed, 7 RNEE - LEMHEHENE
B ¢ (Financial Accounting Standards Board, FASB) 4+#f b it
Rl RBEERTH 125 5% 140 553k » i ilide T
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— ~ FASB 125 - & &4 EHQARFE & FIH R S3RE]
( Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities)

(—)2Aa#n 1996 F6 A -

(DDBEREE  SREBEHAMATELALER - FEER AR
KBV EERRF -

(Z)BARZ @ a® P ZAHRBAKT FASBTT Stadk - BEEH
i R HE MR A H 3R % & 8] (Reporting by Transferor for
Transfers of Receivables with Recourse) -~ FASB122 - i%
P IRFEEHE e+ 8] (Accounting for Mortgage Servicing
Rights) R 8t 7€t R B £ § # ER B 4 (Emerging
Issues Task Force) Fi&E# = % A5 LR A -

() REET -

L REHEZ B4 AFSEHELBEALT T CHREHRBE
BEZXHEMNEPE AL - FREEHC G » 2oiF 6T 7145
o FTREHE
(DHBEZ BEAMBEALN - TR EEARBEREALEY

BZRE UPREARARLBEEERLT » TRk -
QHEAFREHTHHE  APHHLHEZ T ERYF KIE

#]

a EAAHNYANAHRMNEAAFMHLES -

b HE XA BEAATIZRLIHEFE  BEAFHE

MHEEE -

2. BHMEARTAER EEAEIREALEE TNk

3. &t AL 25k 9ME (off balance sheet) » #&4ib
TE  FHRBIARERA FEAATEATREZTAR
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BRFERZHEA] -
— ~FASB 140 - &aa Z BB HRFE A EH A 3R A
(Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities)
AERATE AR FCEFER FASB 125 Ak - gL R F AR &

HBEW > EATTIIMAE HARRAELAAZRS RIE

(—) BHRMR G ERMFBEAZE BRI > B—F » T F
BB SR RARE > RB—HKMRA -

(DD)Z BB ZEFTAEGEFRT 24y (indivisible) 58 > shit &
BEFT G EHERRBESE -

(2)HRBSERBRH 225 M (sequence) - & 4 FEf
JofTHE A EE—R& -

&Rk B F3 3% A FASB 140 = 42 &> © B 4X, T X 3R 5 FASB

125 253  REZ2RBFWT

(=) B 20009 A -

(DEREE - BRERZIBEESE - RoMEIHELE -
EEHMIBEESGE s N EAALBRFSILESY HES
MRS FARABE  BEERASERSE - EHL
EHAEIHHF -

(E)BRREMSEZ I AH| L FZARBA T FASB 125 SE A4 & 45
E3R 5 FASB 115 AL A EAHFAREELA S RE

(Accounting for Certain Investments in Debt and Equity
Securities) & FASB 65 2Nk —4F T 637 8247 £ 75 €31 &R Al
(Accounting for Certain Mortgage Banking Activities) -

(w) R FE

L REHEZEH AAMESELEBEAZT T RARSE
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HAEZ¥EHH (surrender control) & FIEFKE - F E &
FACR 5 LARFETIEN T TRELE -
DHEBZRTECHEREATEE - THERARGHRALE

BHEZEE WEARERAMETHERLT TRt

QEHE-—ZRARREI R BBESEITE  HITEAR

T RBHEMEF > EHETRG - B TRAHBEEASE

ARAEAETH# 14 (Each transferee provides more than

a trivial benefit to the transferor) -

@ HBRAFTEG FIMETFTAZ— OHBBETEE

HA RS

a ARAFMANAEARAFHLEGRARGHH
(an agreement that both entitles and obligates
the transferor to repurchase or redeem them before
their maturity) -

b ey HFBHEHZI T "R EFTHAERFAEH
FHEMEZAAZASN (the ability to unilaterally
cause the holder to return specific assets, other
than through a cleanup call) -

2. M BEAZTERIARBFZ ARARITAM L BRA L LA A
Bz H gy WwEBRTT BFRAXTFTEEE - £4
HEEAFWARBEERLNURGHES  WERTH £
A A BB ERAT Y A BME (carrying value) B % -
WwHARGH S > AHEE BRELBHZNTFTET AT
1% o

3. RHE A AR A1h (servicing assets and liabilities) /&

VAT 51 % XAe A & -
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(D 4RIE TR 3 BRFF £ 7548 5 b Bl hm A3 48 (amortization in
proportion to and over the period of estimated net
servicing income or loss) -

QRFEAFFTEFAEFBREE RFHE X A5 (assessment
for asset impairment or increased obligation based on
their fair values) -

4 BEZEFAEToME—HRE > T % A (derecognize)

(DIEHFACHEREEAL LR EFTEFEL

QR ERFEEARR  BEAFALEZELLREZER/F
A o

ot AEERETE £ARBMiKKL (aliability isnot

considered extinguished by an 1n-substance

defeasance) -
(R)BERA
L REFEFHFAM

(D#ERzLRAEAEH I A LEIGCTELAMBREY
HRFT AL E RO HFAEARZARIEFSE
R EEFRS

QBEAZREH>RAZERETE > EAMBHRETET -

2REELHAMYFRBEAMCELTRAFRRAOREGHEE
RBEZHEEASD - BELACKFERSHRATFEML - T
HRE S Z RS BREZRABAEATR -

SHFHBAMMEFHBRBEAMSCHBER L HE - RLR

T REREGHNELATFTREIEBRRAEZEZRIALEHAT

TEBBREZ TR  FRBEELSNTERL RS ETAA

i
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(DA LB Ad -~ REFHE - MRELATTI R L2750
B EZ AL

@R EHRE -

GRS EX Y F-P

—

TEERES
BBEIBREAIGLARBERELRENEZIIEREH

SRR EE S BHEARTHYRBEZI T ETE A

EHE RAEARZBETRRBIEBRCI AL ZEHERA

ro R4k R $ = &1 A% % (management information system,

MIS) ArasE#d B Mo A R EHREHZRKN -
WALRAT o RITRFAEBFCEBARMSHER

KT EAE

(HE—BHLEHZ LB
ZELRAROCEBHRI At RISV E - BE S
%8 (facility amount) -~ 2|88 B ~ 12 F 38 5% B ARk b/ RIBAL
WE -~ HFHETHEOEMREFRRFFER -

(D28 EIASNZHBRE
UHBRERORENEF  RARERFABLR -TE
TR AREIBAHRCERBEAMNEZLBAT TR - &
RERBFREBAHNACEAHRREHETAIETR -

(=)1E 3144 A 4% ¥ 54 (Vintage analysis for each pool
using monthly data)
BHEESWTHBEEREFABEGHMY  EHEAR
Z B E - RAMGKRE S FTREAHRARGHZZEM
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HAFELT o BIEMER T A A U B R A R BB KRR
Bk ORLERIBAGNSEY > REBZZKFER
THBRGAEEMAE -

() # w840k a# (Static-pool cash-collection
analysis)
BAMOLEREAMARERAEIRERANRARETAA
b BAKRSE  TEBHRSFIK  ERALHE -
B AR AR ARG BEZ G T TRES
HEEBRREECAMAREGH BRI BLETHTRE LR

() BB
BB EREERE S  RAAKRIARILERIFTAREDZ
BE BB EEESERELEERREMNEIHFAEML
(carrying value) ° BABIREEEZ VTR —K > 5L
BHEFHEALAFHBLERRTE - FHRME S TRRSER
Mo AWEXFEXPHERAT LB LRGN RAEH
2 RAKREHA A EREF HWETF (spread-account
capture triggers ) ~ # % # % B F ( over-
collateralization triggers) A 42 aT#44 B T+ (early-
amortization triggers) - FEME BT ELAETH L
GEHBHBEAAZIBADE  ERERREETFE -

()&% E= A% (Statement of covenant compliance)

HFAZVRBALSCERGRY  ERXRFEIBEHE K

(deal-performance triggers) B-FZ 4F80 o 4is B F &4
WATHES ~ A ERP U BHEERE LI EE RE R
HFREEZEAH -
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ZHREEEESR

(FEME LA MBI EEL HE € (Federal Financial
Institutions Examination Council, FFIEC) XM #3748 474
—PRMBFRERZEG RBATRERDRA BB MM
RHLEARAZBLITH — FHRMK K (Uniform Bank Call
Report) @ £ RETRERFH ERFTEL KR AHEHAREXT
IR A EEEH MR-

FFIEC &Auss H4B4TR A B FACEF I RABRSMH » RALE
EAMEREAPTAETFRZEHRAHBA T FAKQ0DF 6
A & #& > 3 5 RC-S ( Securitization and Asset Sale
Activities) %k BRERITHRFTEEFCEF I H3HA
M EER AR A BN BB ABRRITER LPTERZT
FFIEC 031 a4k %k » A M A AR AL EH IR REBRHA LT ¢
(—) RC-B (Securities)

ZHRERHHBITHA I RIFERESR (MBS) 2 ¥ A HKE

# (ABS) " RFE B LE > AT 43 -

B FER
X FAE X% B8 |
Held-to-maturity Available-for-sale :
| B AR AFTE MMAAE AT
® 447 4 (R 4 OIBS) -
o BOEEA |
f (1) GNMA 435
. (2 FNNA 2 FHLYC 4 47
ROETT e 17y
| b, bR RE A
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(83 ONO - RENIC £

: Stripped MBS) :

(1) FNMA ~ FHLNC s

ONMA BT AR

| (2 FNMA - FHLNC & :
MR AREZ

oo |
;(@%ﬁiwiM% |

}ﬁé%ﬁﬁ#@mw
4 AR

b BEFLRA

C. REEHK
EESE LSS 3
e. TRIHEHK

Cf. Re

(=) RC-D (Trading Assets and Liabilities)
BHREAGHHBRITHEAZITFH R LML E (average trading
assets, Schedule RC-K, item 7) XA —_BEET > Fitkx
Gt

Bl FERT
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LB AR AT 4B 4R34 (MBS)

o BOVHETEAd FNMA - FHLNC o ONMA £7 % fRes s

b SHALIRAP IR A & FNMA - FHLMC % ONNA 847 dfis
. (&.45 CMO ~ REMIC & Stripped MBS)

| C. B 2462 MBS

(%) RC-S (Securitization and Asset Sale Activities)

GREMGEBRITTEEMCAF R RA iy

e -
L A4 (colum) HE 5 £A t# > 555 :
(D 1-4 A%
2) BFRFHEHAE
(3) ATk
(4) REREK
(5) ek BEE%
6) TEEx
(D piA A gRizyg
2. MEBABLES AAZXKM T AR SRS
O R iTE AL ¥% (Bank Securitization Activities)

(D RBRFFARG ~ RMFEFH ~ RIH F 7R A%

ZREHREREFMAEFT AL B

(Outstanding principal balance of assets sold and

securitized by the reporting bank with servicing

retained or with recourse or other seller-
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provided credit enhancement)
DA TFalIF KRk a (DAB M FH- KL
BREERAE BRI EAERRSEL

(Maximum amount of credit exposure arising from

~

5

pui'y

recourse or other seller-provided credit
enhancement provided to structures reported in
item (1) in the form of : )
a. WG A 8o ER
(Retained interest-only strips)
b. #ARAZ K RIBALE A R I AIE 556
(Standby letters of credit, subordinated
securities. and other enhancements)
@) 424t (1) 28 B A g2 K48 K%
(Reporting bank’s unused commitments to provide
liquidity to structures reported in item (1))
4 (DEA @R K
a. W 30-89 X
b. #r#y 90 R WAL
G) AIRFFIRE ~ M FH - L FFREEANER
ZHAEHREREANITHREE £
(Charge-offs and recoveries on assets sold and
securitized with servicing retained or with
recourse or other seller-provided credit
enhancement)
a. 374447 (Charge-offs)

b. ®14#. 4% (Recoveries)
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@) EFHEATHFABAZ LA
(Amount of ownership (or seller’s) interests
carried as)
a. ##% (Securities)
b. # 3 (Loans)
(a8 6) a PlAMIK -
a. #@r 48 30-89 %
b. 8 90 RF AL
(B)EEH (6) a P A KITHRETHELHE
a. iTHHEE
b. mE 4%
@A EHd BB EERE L
(For Securitization Facilities Sponsored By or
Otherwise Established By Other Institutions)
(9) iy RATRBRIB ARG MK - BB B RBEEHF R 038
BB AERER S R
(Maximum amount of credit exposure arising from
credit enhancements provided by the reporting
bank to other institutions’ securitization
structures in the form of standby letters of
credit, purchased subordinated securities, and
other enhancenments)
(10) dy R fTR AR EE SO RBREA AR
(Reporting bank’s unused commitments to provide

liquidity to other institutions’ securitization

structures)
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® 4% h4# (Bank Asset Sales)

ADMERHEZTEREXR LT ITRBIMEAKBE
FEREBITHESMLZI LR
(Assets sold with recourse or other seller-
provided credit enhancements and not
securitized by the reporting bank)

(A& (118 B = Mk £ XL 107 5 R4 A%
ZRERRRRSHEL
(Maximum amount of credit exposure arising from
recourse or other seller-provided credit
enhancements provided to assets reported in
item (11))

# o~ REAHRM
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BITHIE R T AR E - BHEAIMET & (credit derivatives)
BRI RBRKZAIEARRERRELFAHIAIEREEARK
(direct credit substitutes) SRSyttt asE EREH R ARG L
B BAHERERIAABEIMTIHEAMZIZA T35 - At
BB ERERFRAR BERBREAGRERBITCELILE
FR o ERBMELAMRIGRTEZFHRAGREAZIEETH
(economic substance) FTE A ZfZRAEARRESEAKR -
BERABWHEBRTEARECTARIRBEEAERFLELZ
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FEL S BEERRFIAIRERTEERER (R) £F
B HRLEATARRK - BRITRERREL —EmBEETAMR
B3 E  A@FREERCEHMEBEIMNA AR
AR & A#Z BITE T AZH# (risk-based capital
framework) T > BAF TR ZAHMN  FERITEEBHAMER
— ~BEBIEAK  RARITEARA A HEALETE AR
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TH BAEERAERFTAUNERRRIIZERARREE - K
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BEEREFLAZIARHEBERTAEITERERSZ T H3KI74H
M & & (mortgage-related assets) - &A% BLAT R HE B T 443k
-G
— ~ IIPERE S (MBS)
(=) #H 4 ## 4 (Pass-Through Securities) 87 F Z #5545 £ ¢

1. GNMA HESE 0
2. FNMA ~ FHLMC 20 percent
3. # AR (Private label) 50-100 percent

() B R H AT & (CMO) & T IR ERH
1. GNMA ~ FNMA ~ Freddie Mac #EE A 20-100 percent
2. DEEHRRAMARI R HEIR 50-100 percent

(Backed by whole loans or private

39



label pass-throughs)

3. »#EX= CMO # % 20-100 percent
=~ AAHEKRES (ABS)
() HEHRFHBORBEITLFAT Y ARIT T ATER

& RRAERSE 100 %-
(=) OB AR R 7 BT E T4 ARERSE 20 % -

EEARITEZZE N 20015 | AZRF T HERFTETAD
BHARE-FAEAEBHF  BARETRT  EBRAFRITEAN
FFFRURNEAARTEIAANR  TOHELFITE » #
o — R BRIEITAR - ERARTEE LA GMERITAER
FHEENZARHEE T -

PFELER N
AAA £ AA- 20%
A+ & A- 50%
BBB+ % BBB- 100%
BB+ % BB- 150%
Bt £ R#BLHF fem A4z A3 3% (credit enhancement)
tHERF R

3 A2 L% (Standard & Poor’s) 3FFEF A o

EABREEHRZEARET  AHMELTHEZITERE 5 7
TS HELRAREH eANBETEAIMALBARA
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% (low-level recourse transactions) B % & % {F# #5 4 (small
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business obligations transferred) FMti& £#HEH - F % 5
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Office of the Comptroller of the Currency

Federal Deposit Insurance Corporation

Board of Governors of the Federal Reserve System
Office of Thrift Supervision

INTERAGENCY GUIDANCE ON ASSET SECURITIZATION ACTIVITIES

BACKGROUND AND PURPOSE

Recent examinations have disclosed significant weaknesses 1n the asset securitization practices of some
mnsured depository institutions These weaknesses raise concerns about the general level of
understanding and controls among institutions that engage in such activites The most frequently
encountered problems stem from: (1) the failure to recognize and hold sufficient capital agamnst exphicit
and mmplicit recourse obligations that frequently accompany secuntizations, (2) the excessive or
nadequately supported valuation of “retained nterests,” (3) the liqudity nsk associated with over
reliance on asset securitization as a funding source, and (4) the absence of adequate independent nsk
management and audit functions

The Office of the Comptroller of the Currency, the Federal Deposit Insurance Corporation, the Board
of Govemors of the Federal Reserve System, and the Office of Thnft Supervision, hereafter referred to
as “the Agencies,” are jointly 1ssuing this statement to remund financial mnstitution managers and
exammers of the importance of fundamental nsk management practices governing asset secuntization
activities Thus guidance supplements existing policy statements and exammation procedures 1ssued by
the Agencies and emphasizes the specific expectation that any securitization-related retamned mnterest
claimed by a financial institution will be supported by documentation of the nterest’s fair value, utlizing
reasonable, conservative valuation assumptions that can be objectively verified. Retamed interests that
lack such objectively verifiable support or that fail to meet the supervisory standards set forth 1n thus
document will be classified as loss and disallowed as assets of the mstitution for regulatory capital

purposes

The Agencies are reviewing institutions' valuation of retamned mterests and the concentration of these
assets relative to capital Consistent with existing supervisory authonty, the Agencies may, on a case-

' In secunitizations, a seller typically retains one or more interests 1n the assets sold Retained interests represent
the right to cash flows and other assets not used to extinguish bondholder obligations and pay credit losses,
servicing fees and other trust related fees For the purposes of this statement, retained interests include over-
collateralization, spread accounts, cash collateral accounts, and interest only strips (IO strips) Although servicing
assets and hiabilities also represent a retained interest of the seller, they are currently determined based on different
cntena and have different accounting and nsk-based capital requirements  See applicable comments 1n Statement of
Financial Accounting Standard No 125, "Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities” (FAS 125), for additional information about these interests and associated accounting
requirements
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by-case basts, require mstitutions that have high concentrations of these assets relative to their capatal, or
are otherwise at nisk from impairment of these assets, to hold additional capital commensurate with therr
nisk exposures  Furthermore, given the nisks presented by these activities, the Agencies are actively
considenng the establishment of regulatory restrictions that would hiurut or eluminate the amount of certam
retamed mterests that may be recogmzed 1n determuning the adequacy of regulatory capital An
excessive dependence on secunitizations for day-to-day core funding can also present significant hquidity
problems - either duning times of market turbulence or if there are difficulties specific to the mstitution
itself As applicable, the Agencies will provide further gudance on the hiqudity nisk associated with
over reliance on asset secuntizations as a funding source and implicit recourse obhgations.

CONTENTS Page
Description of Activity .. .. . .. C e e e e e 2
Independent Risk Management Functxon C e e OO
Valuation and Modeling Process ... ..... .. .. ... . . .l oo 6
Use of OQutside Parties . . ... .. ...... . ... e S
Internal Controls . ..... .. e - OO |
Audit Function or Internal Rev1ew e . . U
Regulatory Reporting . . e e e e e e e F R .
Market Disciphine and Dlsclosures e e e e ... 9
Rusk-Based Caputal for Recourse and Low Level Recou.rse Transactlons e 29
Institution Imposed Concentration Lumuts on Retained Interests . .. . ... ... .10
DESCRIPTION OF ACTIVITY

Asset securitization typically involves the transfer of on-balance sheet assets to a third party or trust. In
turn the thurd party or trust issues certificates or notes to nvestors. The cash flow from the transferred
assets supports repayment of the certificates or notes For several years, large financial msttutions, and
a growing number of regional and communty institutions, have been using asset securttization to access
alternative funding sources, manage concentrations, improve financial performance ratios, and more
efficiently meet customer needs In many cases, the discipline imposed by mvestors who buy assets at
therr fair value has sharpened selling institutions’ credit nsk selection, underwnting, and pncing practices
Assets typically secuntized by institutions include credit card receivables, automobule recervable paper,
commercial and residential first mortgages, commercial loans, home equity loans, and student loans.

While the Agencies continue to view the use of securitization as an efficient means of financial
intermediation, we are concerned about events and trends uncovered at recent examunations Of
particular concern are institutions that are relatively new users of secuntization techraques and institutions
whose semor management and directors do not have the requisite knowledge of the effect of
secuntization on the nsk profile of the mstitution or are not fully aware of the accounting, legal and nsk-
based capital nuances of this activity Simularly, the Agencies are concemed that some institutions have
not fully and accurately distinguished and measured the nisks that have been transferred versus those
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retamed, and accordingly are not adequately managing the retaned portion It 1s essential that
nstitutions engaging 1n securitization activities have appropnate front and back office staffing, nternal
and external accounting and legal support, audit or independent review coverage, imformation systems
capacity, and oversight mechanisms to execute, record, and admumster these transactions correctly

Additionally, we are concemned about the use of mappropnate valuation and modeling methodologies to
deterrmune the mtial and ongoing value of retained interests. Accounting rules provide a method to
recognuze an immediate gain (or loss) on the sale through booking a “retained interest;” however, the
carrymng value of that interest must be fully documented, based on reasonable assumptions, and regularly
analyzed for any subsequent value impairment. The best evidence of fair value 1s a quoted market price
1n an active market. In circumstances where quoted market prices are not available, accounting rules
allow fair value to be estimated. This estimate must be based on the "best mformation available in the
circumstances.” An estimate of fair value must be supported by reasonable and current assumptions  If
a best estimate of fair value 1s not practicable, the asset 1s to be recorded at zero n financial and
regulatory reports.

History shows that unforeseen market events that affect the discount rate or performance of recetvables
supporting a retained interest can swiftly and dramatically alter its value. Without appropnate internal
controls and independent oversight, an institution that securitizes assets may inappropnately generate
“paper profits” or mask actual losses through flawed loss assumptions, inaccurate prepayment rates,
and mapproprate discount rates. Liberal and unsubstantiated assumptions can result in matenal
maccuractes m financial statements, substantial wrte-downs of retained interests, and, if mterests
represent an excessive concentration of the mnstitution’s capital, the dermse of the sponsornng mstitution.

Recent examinations pomnt to the need for mstitution managers and directors to ensure that:

» Independent nsk management processes are in place to monitor secuntization pool performance on
an aggregate and individual transaction level. An effective nsk management function includes
appropriate mformation systems to monutor securifizaion activities

e Conservative valuation assumptions and modeling methodologres are used to establish, evaluate and
adjust the carrying value of retamed interests on a regular and timely basis.

o  Audit or internal review staffs peniodically review data mtegnty, model algorithms, key underlying
assumptions, and the appropnateness of the valuation and modeling process for the secuntized
assets retamed by the institution. The findings of such reviews should be reported drrectly to the
board or an appropnate board commuttee

e Accurate and timely risk-based capital calculations are maintamned, ncluding recogrution and
reporting of any recourse obhgation resulting from secuntization activity

e Internal lmts are 1n place to govern the maximum amount of retaned interests as a percentage of
total equity caputal

> FAS 125, at par 43
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¢ The institution has a realistic hquidity plan mn place i case of market disruptions.

The followng sections provide additional gwidance relating to these and other cntical areas of concern
Institutions that lack effective nsk management programs or that mamntam exposures in retaned interests
that warrant supervisory concemn may be subject to more frequent supervisory review, more stringent
capital requirements, or other supervisory action

INDEPENDENT RISK MANAGEMENT FUNCTION

Insttutions engaged mn secuntizations should have an independent nsk management function
commensurate with the complexity and volume of their secunitizations and ther overall nsk exposures
The nsk management function should ensure that secuntization policies and operating procedures,
including clearly articulated risk limuts, are n place and appropnate for the mstitution’s circumstances A
sound asset secuntization policy should mnclude or address, at a mummum

e A wntten and consistently applied accounting methodology;
e Regulatory reporting requirements;

e  Valuation methods, including FAS 125 residual value assumptions, and procedures to formally
approve changes to those assumptions;

¢ Management reporting process; and
o Exposure limits and requirements for both aggregate and individual transaction monitonng.

It 15 essential that the nsk management function monitor orgmation, collection, and default management
practices. This includes regular evaluations of the quality of underwnting, soundness of the appraisal
process, effectiveness of collections activities, ability of the default management staff to resolve severely
delinquent loans 1n a tmely and efficient manner, and the appropnateness of loss recogniion practices.
Because the secuntization of assets can result n the current recogmtion of anticipated income, the nisk
management function should pay particular attention to the types, volumes, and nsks of assets being
ongmnated, transferred and serviced. Both senior management and the nsk management staff must be
alert to any pressures on line managers to ongmate abnormally large volumes or hugher nisk assets m
order to sustain ongoing income needs Such pressures can lead to a compromuse of credit underwnting
standards This may accelerate credit losses n future periods, impair the value of retained mnterests and
potentially lead to funding problems.

The nisk management function should also ensure that appropriate management information systems
(MIS) exust to monutor securitization activites Reporting and documentation methods must support the
imtal valuation of retamned interests and ongoing impairment analyses of these assets Pool performance
nformation has helped well-managed mstitutions to ensure, on a qualitative basts, that a sufficient
amount of economuc capital is being held to cover the vanous nisks iherent in secuntization transactions.
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The absence of quality MIS hinders management’s ability to monutor spectfic pool performance and
securitization activities more broadly At a muumum, MIS reports should address the following:

Securitization summaries for each transaction - The summary should nclude relevant
transaction terms such as collateral type, facility amount, matunty, credit enhancement and
subordination features, financial covenants (termunation events and spread account capture
“tnggers”), nght of repurchase, and counterparty exposures Management should ensure that the
summanes are distributed to all personnel associated with securitization activities.

Performance reports by portfolio and specific product type - Performance factors include
gross portfolio yield, default rates and loss seventy, delinquencies, prepayments or payments, and
excess spread amounts. The reports should reflect performance of assets, both on an mdividual
pool basis and total managed assets. These reports should segregate specific products and different
marketing campaigns

Vintage analysis for each pool using monthly data - Vintage analysis helps management
understand historical performance trends and their implications for future default rates, prepayments,
and delinquencies, and therefore retained mterest values. Management can use these reports to
compare historical performance trends to underwnting standards, including the use of a vahdated
credit scoring model, to ensure loan pricing 1s consistent with risk levels. Vintage analysis also helps
n the companison of deal performance at periodic mtervals and validates retamed mterest valuation
assumptions

Static pool cash collection analysis - This analysis entails reviewing monthly cash receipts
relative to the principal balance of the pool to determine the cash yield on the portfolio, comparing
the cash yield to the accrual yield, and tracking monthly changes Management should compare the
timing and amount of cash flows receved from the trust with those projected as part of the FAS
125 retained mterest valuation analysis on a monthly basis. Some master trust structures allow
excess cash flow to be shared between senes or pools For revolving asset trusts with this master
trust structure, management should perform a cash collection analysis for each master trust structure
These analyses are essential in assessing the actual performance of the portfolio 1 terms of default
and prepayment rates. If cash recepts are less than those assumed in the original valuation of the
retained interest, this analysis wall provide management and the board with an early warning of
possible problems with collections or extension practices, and impairment of the retained mterest

Sensitivity analysis - Measuring the effect of changes n default rates, prepayment or payment
rates, and discount rates will assist management in establishing and validating the carryng value of
the retained mterest Stress tests should be performed at least quarterly Analyses should consider
potential adverse trends and determine “best,” “probable,” and “worst case” scenarios for each
event Other factors to consider are the impact of mcreased defaults on collections staffing, the
timung of cash flows, “spread account” capture tnggers, over-collateralization tnggers, and early
amortization tnggers. An increase in defaults can result in hugher than expected costs and a delay in
cash flows, decreasmg the value of the retaned interests Management should penodically quantfy
and document the potential impact to both earmings and capital, and report the results to the board
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of directors. Management should incorporate this analysis nto their overall interest rate risk
measurement system * Exarmuners will review the analysis conducted by the mstitution and the
volatihity associated with retained mterests when assessing the Sensitivity to Market Risk component
rating

Statement of covenant compliance - Ongomng compliance with deal performance tnggers as
defined by the pooling and servicing agreements should be affirmed at least monthly Performance
tnggers include early amortization, spread capture, changes to over-collateralization requirements,
and events that would result in servicer removal

VALUATION AND MODELING PROCESSES

The method and key assumptions used to value the retained interests and servicing assets or Liabilities
must be reasonable and fully documented. The key assumptions 1n all valuation analyses mclude
prepayment or payment rates, default rates, loss seventy factors, and discount rates  The Agencies
expect wstitutions to take a logical and conservative approach when developing secuntization
assumptions and capitahzing future income flows. It 1s important that management quantifies the
assumptions on a pool-by-pool basis and mamtains supporting documentation for all changes to the
assumptions as part of the valuation process, which should be done no less than quarterly Policies
should define the acceptable reasons for changing assumptions and require approprnate management
approval.

An exception to this pool-by-pool valuation analysis may be apphed to revolving asset trusts if the
master trust structure allows excess cash flows to be shared between senies In a master trust, each
certificate of each senes represents an undivided mnterest mn all of the receivables in the trust. Therefore,
valuations are appropnate at the master trust level

In order to determune the value of the retained interest at inception, and make appropnate adjustments
gowng forward, the institution must implement a reasonable modehng process to comply with FAS 125
The Agencies expect management to employ reasonable and conservative valuation assumptions and
projections, and to mantain venfiable objective documentation of the fair value of the retained mnterest.
Sentor management 1s responsible for ensuring the valuatton model accurately reflects the cash flows
according to the terms of the secunitization’s structure For example, the model should account for any
cash collateral or over-collaterahization tnggers, trust fees, and insurance payments 1f appropnate. The
board and management are accountable for the “‘model bulders” possessing the necessary expertise
and techrucal proficiency to perform the modeling process Sentor management should ensure that
mternal controls are in place to provide for the ongong integrity of MIS associated with secunitization
activities

As part of the modeling process, the nsk management function should ensure that penodic vahidations

* Under the Joint Agency Policy Statement on Interest Rate Risk, institutions with a high level of exposure to
interest rate nsk relative to capital will be directed to take corrective action Savings associations can find OTS
guidance on interest rate risk in Thrift Bulletin 13a - Management of Interest Rate Risk, Investment Securities, and
Derivative Activities
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are performed n order to reduce vulnerability to model nsk. Vahdation of the model includes testing the
mtemnal logic, ensunng empincal support for the model assumptions, and back-testing the models with
actual cash flows on a pool-by-pool basis. The validation process should be documented to support
conclustons  Seruor management should ensure the vahdation process 1s independent from line
management as well as the modeling process The audit scope should include procedures to ensure that
the modeling process and validation mechamsms are both appropnate for the institution’s circumstances
and executed consistent with the instituton's asset secuntization policy .

USE OF OUTSIDE PARTIES

Third parties are often engaged to provide professional gmdance and support regarding an institution's
securttization activities, transactions, and valumng of retaned mterests The use of outside resources does
not relieve directors of their oversight responsibility, or senior management of 1ts responsibilities to
provide supervision, monitorng, and oversight of secuntization activities, and the management of the
nisks associated with retained mterests in particular Management 1s expected to have the expenence,
knowledge, and abilities to discharge its duties and understand the nature and extent of the nisks
presented by retaned interests and the policies and procedures necessary to implement an effective nsk
management system to control such nsks. Management must have a full understanding of the valuation
techmques employed, including the basis and reasonableness of underlying assumptions and projections

INTERNAL CONTROLS

Effective intemal controls are essential to an institution’s management of the risks associated with
secuntization. When properly designed and consistently enforced, a sound system of mternal controls
will help management safeguard the mstitution’s resources, ensure that financial information and reports
are rebable, and comply with contractual obhgations, including secuntization covenants It will also
reduce the possibility of significant errors and uregulanties, as well as assist in their timely detection
when they do occur Internal controls typically (1) it authonties, (2) safeguard access to and use of
records, (3) separate and rotate duties, and (4) ensure both regular and unscheduled reviews, including
testing.

The Agencies have established operational and managenal standards for internal control and information
systems * An mstitution should mamntain a system of internal controls appropnate to its size and the
nature, scope, and nisk of its activities Institutions that are subject to the requirements of FDIC
regulation 12 CFR Part 363 should mclude an assessment of the effectiveness of internal controls over
their asset securitization activities as part of management’s report on the overall effectiveness of the
system of intemnal controls over financial reporting. This assessment implicitly mcludes the internal
controls over financial information that 1s included in regulatory reports

4 Safety and Soundness Standards 12 CFR Part 30 (OCC), 12 CFR Part 570 (OTS)
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AUDIT FUNCTION OR INTERNAL REVIEW

It 1s the responsibility of an mstitution’s board of directors to ensure that 1its audit staff or independent
review function 1s competent regarding secuntizahon activities. The audit function should perform
peniodic reviews of secuntization activities, including transaction testing and venfication, and report all
findings to the board or appropnate board commuttee The audit function also may be useful to seruor
management in 1dentifymg and measunng nisk related to secuntization activities  Principal audit targets
should include comphance with secuntization policies, operating and accounting procedures (FAS 125),
and deal covenants, and accuracy of MIS and regulatory reports. The audit function should also confirm
that the institution’s regulatory reporting process 1s designed and managed mn such a way to facilitate
timely and accurate report filing. Furthermore, when a thuird party services loans, the auditors should
perform an independent verification of the existence of the loans to ensure balances reconcile to mtemal
records

REGULATORY REPORTING

The secuntization and subsequent removal of assets from an mstitution’s balance sheet requires
additional reporting as part of the regulatory reporting process Common regulatory reporting errors
stemmung from secuntization activities include.

o Failure to include off-balance sheet assets subject to recourse treatment when calculating nisk-based
capital ratios;

o Failure to recognize retamned interests and retained subordinate secunity interests as a form of credit
enhancement;

e Failure to report loans sold with recourse in the appropriate section of the regulatory report, and
e Over-valung retaned mnterests.

An institution’s directors and senior management are responsible for the accuracy of 1ts regulatory
reports Because of the complexities associated with secuntization accounting and nsk-based capital
treatrment, attention should be directed to ensuring that personnel who prepare these reports maintain
current knowledge of reporting rules and associated interpretations  This often will require ongomng
support by qualified accounting and legal personnel

Institutions that file the Report of Condition and Income (Call Report) should pay particular attention to
the following schedules on the Call Report when mstitutions are involved in securitization activities'
Schedule RC-F. Other Assets; Schedule RC-L Off Balance Sheet Items, and Schedule RC-R
Regulatory Capital Institutions that file the Thnft Financial Report (TFR) should pay particular
attention to the following TFR schedules Schedule CC Consolidated Commitments and
Contingencies, Schedule CCR Consolidated Capital Requirement, and Schedule CMR
Consolidated Maturity and Rate
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Under current regulatory report instructions, when an institution’s supervisory agency’s interpretation of
how generally accepted accounting principles (GAAP) should be apphied to a specified event or
transaction differs from the institution’s mterpretation, the supervisory agency may require the institutton
to reflect the event or transaction 1n 1ts regulatory reports m accordance with the agency’s interpretation
and amend previously submutted reports

MARKET DISCIPLINE AND DISCLOSURES

Transparency through public disclosure 1s crucial to effective market discipline and can remnforce
supervisory efforts to promote high standards n risk management Timely and adequate mformation on
the institubion’s asset securitization activities should be disclosed. The mnformation contamned in the
disclosures should be comprehensive, however, the amount of disclosure that 1s appropnate will depend
on the volume of securitizations and complexity of the mstitution Well-informed mvestors, depositors,
creditors and other bank counterparties can provide a bank with strong mcentives to maintain sound nsk
management systems and internal controls. Adequate disclosure allows market participants to better
understand the financial condition of the institution and apply market discipline, creating incentives to
reduce mappropriate nsk taking or inadequate nsk management practices  Examples of sound
disclosures include:

s Accounting policies for measuring retawned interests, including a discussion of the impact of key
assumptions on the recorded value,

e Process and methodology used to adjust the value of retained interests for changes in key
assumptions,

e Rusk charactenstics, both quantitative and qualitative, of the underlying secuntized assets,

o Role of retained mterests as credit enhancements to special purpose entities and other secunitization
vehicles, including a discussion of techniques used for measuring credst risk; and

o Sensitivity analyses or stress testing conducted by the mstitution showing the effect of changes in key
assumptions on the fair value of retained interests.

RISK-BASED CAPITAL FOR RECOURSE AND LOW LEVEL RECOURSE
TRANSACTIONS

For regulatory purposes, recourse 1s generally defined as an arrangement 1n which an institution retains
the nsk of credit loss i connection with an asset transfer, 1f the nisk of credit loss exceeds a pro rata
share of the mstitution’s claim on the assets > In addition to broad contractual language that may require

> The nisk-based capital treatment for sales with recourse can be found at 12 CFR Part 3 Appendix A, Section
(3)b)(1)(m1) {OCC}, 12 CFR Part 567 6(a)(2)(1)(c) {OTS} Fora further explanation of recourse see the glossary entry
"Sales of Assets for Risk-Based Capital Purposes” in the instructions for the Call Report
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the selling institution to support a secuntization, recourse can also anse from retamned nterests, retained
subordinated secunty mnterests, the funding of cash collateral accounts, or other forms of credit
enhancements that place an institution’s earmings and capital at nsk. These enhancements should
generally be aggregated to determune the extent of an institutton’s support of secuntized assets
Although an asset securitization qualifies for sales treatment under GAAP, the underlying assets may still
be subject to regulatory nsk-based capital requirernents  Assets sold with recourse should generally be
nsk-weighted as 1f they had not been sold.

Secuntization transactions mvolving recourse may be eligible for “low level recourse” treatment.® The
Agencies’ nisk-based capital standards provide that the dollar amount of nsk-based capital required for
assets transferred with recourse should not exceed the maximum dollar amount for which an institution 1s
contractually hable. The “low level recourse™ treatment applies to transactions accounted for as sales
under GAAP m which an mstitution contractually lumits its recourse exposure to less than the full nsk-
based capital requirements for the assets transferred  Under the low level recourse principle, the
mnstitution holds capital on approximately a dollar-for-dollar basis up to the amount of the aggregate
credit enhancements

Low level recourse transactions should be reported in Schedule RC-R of the Call Report or Schedule
CCR of the TFR using either the “direct reduction method” or the “gross-up method” in accordance
with the regulatory report mstructions.

If an institution does not contractually imit the maximum amount of its recourse obligation, or 1if the
amount of credit enhancement is greater than the risk-based capital requirement that would exast if the
assets were not sold, the low level recourse treatment does not apply Instead, the institution must hold
risk-based capital against the securitized assets as 1f those assets had not been sold.

Finally, as noted earlier, retamed imterests that lack objectively venfiable support or that fail to meet the
supervisory standards set for n this document wall be classified as loss and disallowed as assets of the
mstitution for regulatory capital purposes.

INSTITUTION IMPOSED CONCENTRATION LIMITS ON RETAINED INTERESTS

The creation of a retamned mterest (the debut) typically also results mn an offsetting “gain on sale” (the
credit) and thus generation of an asset. Institutions that securttize hugh yielding assets with long durations
may create a retamned 1nterest asset value that exceeds the nsk-based caprtal charge that would be in
place 1f the mstitution had not sold the assets (under the existing nsk-based capital gmdelnes, capatal 1s
not required for the amount over eight percent of the secuntized assets). Serious problems can anse for
nstitutions that distribute contrived earmngs only later to be faced with a downward valuation and
charge-off of part or all of the retained interests

¢ The banking agencies’ low level recourse treatment 1s descnbed 1n the Federal Register 1n the following locations
60 Fed Reg 17986 (April 10, 1995) (OCC), 60 Fed Reg 8177 (February 13, 1995)(FRB), 60 Fed Reg 15858 (March
28,1995XFDIC) OTS has had a low level recourse rule in 12 CFR Part 567 6(a)(2)(1)(c) since 1989 A bnef explanation
15 also contained 1n the instructions for regulatory reporting in section RC-R for the Call Report or schedule CCR for
the TFR
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As a basic example, an mstitution could sell $100 in subprime home equity loans and book a retained
mterest of $20 using liberal “‘gain on sale” assumptions. Under the current capital rules, the mstitution 1s
required to hold approximately $8 mn capital. Thus $8 1s the current capital requirement 1if the loans were
never removed from the balance sheet (eight percent of $100 = $8) However, the mstitution 1s still
exposed to substantially all of the credit risk, plus the additional nisk to earmngs and capital from the
volatility of the retamned mterest. If the value of the retamed interest decreases to $10 due to inaccurate
assumptions or changes in market conditions, the $8 1n capatal 1s msufficient to cover the entire loss.

Normally, the sponsonng mstitution will eventually receive any excess cash flow remaining from
secunitizations after investor interests have been met However, recent expenence has shown that
retamned interests are vulnerable to sudden and sizeable write-downs that can hinder an institution’s
access to the capital markets, damage 1ts reputation 1n the market place, and in some cases, threaten its
solvency. Accordingly, the Agencies expect an mstitution's board of directors and management to
develop and implement poheies that limit the amount of retamed interests that may be carried as a
percentage of total equity capital, based on the results of their valuation and modeling processes. Well
constructed intemal limuts also serve to lessen the incentive of institution personnel to engage m activities
designed to generate near term “paper profits” that may be at the expense of the mstitution’s long term
financial position and reputation

SUMMARY

Asset secuntization has proven to be an effective means for mstitutions to access new and diverse
funding sources, manage concentrations, improve financtal performance ratios, and effectively serve
borrowing customers. However, secuntization activities also present uuque and sometimes complex
nisks that require board and seruor management attention. Specifically, the imtial and ongoing valuation
of retained interests associated with secuntization, and the limitation of exposure to the volatihty
represented by these assets, warrant immediate attention by management.

Moreover, as mentioned earlier in this statement, the Agencies are studying vanous 1ssues relating to
securtization practices, ncluding whether restrictions should be imposed that would limut or elminate the
amount of retained wmnterests that qualify as regulatory capital In the interim, the Agencies will review
affected institutions on a case-by-case basis and may require, m appropnate circumstances, that
nstitutions hold additional capital commensurate with thewr nisk exposure. In addition, the Agencies wall
study, and 1ssue further gmidance on, institutions' exposure to implicit recourse obligations and the
liquidity nisk associated with over reliance on asset securitization as a funding source
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2000 REVIEW AND 2001 OUTLOOK
Moody's annual survey of active asset-backed securities (ABS) issuers indicates

that U S ABS term public issuance will likely total $230 bilion in 2001, which repre-
sents a 10% increase over 2000.1 This growth rate compares to a 6% increase in
2000 and a 4% rate of growth in 1999 Growth in 2001 will likely be led by credit
card receivables, which we project to increase by 24%, and stranded utility cost
transactions. Projected growth in credit cards s based pnmarily on the refinancing
of newly amortized securitizations while stranded utility cost issuance shouid
increase as legal challenges to utility legislation are resolved

We expect vehicles wil remamn the largest ABS asset class in 2001 fallowed by
home equities and credit cards Led by strong captive issuance, vehicles overtook
home equities as the largest asset class in 2000 with a 33% increase in issuance
over 1999. Volume in the home equity sector—the dorminant asset class from 1997
through 1999—was down in 2000 due to weak industry profitability and a resulting
move toward lender consolidation. Credit card i1ssuance should be strong in 2001
following a robust 23% expansion in 2000 over 1999.

At the start of 2001, the focus of the ABS market 1s on the economy and on the
impact of slower economic growth on issuance, credit, and hquidity The slower
economic growth i1s due to higher interest rates and energy prices, and faling stock
prices Most economists are forecasung a "soft landing” for the economy in 2001,
with the caveat that the likelihood of a recession Is greater than in previous years

A "soft landing” would likely not have a major effect on the ABS market However,
more distressed economic conditions would have numerous impacts on the ABS
market: (1) spreads and hquidity of subordinate tranches would likely be adversely
impacted as nvestors flee to higher credit quality 1ssues, {2) pnme auto issuance
would be lower in an economic downturn as fewer new vehicles are sold; however,
more used vehicle sales could boost subprime 1ssuance, (3) while a "soft landing”

1 Issuance volumes include only public US deals sold in the U S Excluded from ssuance totals are money
market tranches, 144A offenngs. privately placed subordinate preces of public deals, and repackaged or rese-
curtization deals  Money market tranche volume in 2000 was $10 7 bifion and $9 9 billion in 189
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for the economy would likely not have a major impact on the credit quality of securiuzed poals,
a more distressed economy should lead to sharply higher delinquencies and losses for some
secuntized pools, particularly subprime auto and subprnme mortgage-related pools, and (4) If a
“credit crunch” ensues, investors could be exposed to headiine nsk as thinly capitaiized lenders
run out of funding alternatives

2000 ABS highlights include

» Credit quaty for major consumer assets remained mostly favorable in 2000. The perfor-
mance of secuntized credit card pools continued to improve in 2000; however, in the latter
half of the year, the rate of improvement in performance as measured by Moody’s Credit
Card Index slowed. For prime autos, credit quality generally improved in 2000 with Moody's
prime auto loss and delinquency indexes declining to historically low levels. Credit quality in
the subpnme auto sector was generally positive

- Although credit quality was generally stable, ratings actions affected securiuzations spon-
sored by Toyota, ContiMortgage, Heilig-Meyers, and a number of manufactured housing
transactions The franchise loan sector expenenced a difficult year with substanual deteriora-
tion 1n the credit quality of some securities issued by Franchise Mortgage Acceptance
Corporation (FMAC) and Global Franchise Trust.

« The landscape of the ABS market changed substantially in 2000 as several industry leaders
etther shut down or downsized As a resuit of weak industry profitability and a resuiting move
toward consolidation, mortgage-related lenders Conseco Finance Corp , The Money Store,
ContiFinancial, and Associates First Capital announced plans to downsize or discontinue
segments of theirr mortgage-related operations In addition, Bay View Capital Corporation
shut down the ongination activites of franchise lending pioneer FMAC FMAC joned The
Money Store (acquired by First Union) and Green Tree (acquired Conseco) as recent high
profile acquisiions that turned sour

2001 OUTLOOK: ABS MARKET BRACES FOR SLOWER ECONOMIC

GROWTH
At the start of 2001, the focus of the U S. ABS market is on the economy and on the impact of

slower growth on 1ssuance, credtt, and hquidity. Esumates of 2001 reat GDP growth by econo-
musts surveyed by Blue Chip Economic Indicators call for a 2.6% expansion in 2001, the
smallest increase since 1991 and down substantally from 2000 GDP growth of approximately
5% A similar survey published in the Wall Street Journal projects 2007 growth of approximately
2 5% 2 Although most forecasts call for a “soft landing” in the economy in 2001, the Ikelihood
of a recession IS greater than in previous years The slower growth in the second half of 2000
and the projected slowdown in 2001 are a result of higher interest rates and energy prices that
began n 1999 and continued into 2000, and falling stock prices in 2000

Although 2001 projected economic growth is lower relative o recent years, a "soft landing”
would likely not have a dramatc impact on the ABS market; after all, projected 2001 economic
growth 1s not substantially lower than the post-World War Il U S. average annual growth of
3.1% and in line with the 2 7% increase expenenced mn 1993 and 1995 However, more
distressed conditions could impact the ABS market in the following ways:

- Subordinate tranches could expenence wider spreads and less quidity as investors pursue
hugher credit quality 1ssues in a fight to quality Subordinate classes suffered from a similar
fate during global bond market turmail following the Russian default in the summer of 1998

+ Prime auto issuance would be adversely impacted as fewer new vehicles are sold; however,
more used vehicle sales could boost subprme issuance

- Credit quality would not suffer substantially as a result of a "soft landing” for the economy
However, a more serious economic downturn would lead to higher delinquencies and
losses, particularly for subprime pools in the auto and mortgage sectors, where cash-
strapped borrowers are prevalent

2 Wall Seet Journal, January 2 2001.p 2
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= If a "credit crunch” ensues, investors could be exposed to headhine nsk as thinly caprtahized
lenders run out of funding alternatives

Robust $230 Billion of U.S.
ABS Issuance Projected in
2001 Figure 1

Issuers expect volume of $230 bilfion US Public ABS Issuance
in 2001, representing approximately
10% growth over 2000 (See Figure 1)
The growth 1n 1ssuance should be
driven by credit cards and stranded
utility costs The projected credit card
1Issuance gain 1s due to refinancing of
newly amortized securitizations, with
approximately 336 billion of credit
card deals expected to mature in
2001 Stranded utility cost 1Ssuance
should increase over moribund 2000
levels as utilities around the country
resolve legal challenges to legisiation
and rate orders that authorize the
bond 1ssuance and tariffs. Issuance in
2001 for other asset classes is Figure 2
expected to remain at or near 2000 US Public ABS Issuance
levels Figure 2 shows the breakdown
of issuance by asset class over time

Active Year Ahead for
Vehicles

Moody's projects that public vehicle-
backed securities issuance in 2001
will stay essentially flat, amounting to
an active $70 bullion versus 2000's
record volume of $68 billon.3 Pnme
auto issuance will again be the main-
stay of this sector Big Three captive
{Ford, GM, and DaimierChrysler)
iIssuance I1s expected to remain active
in 2001 along with Japanese captves.
Some new bank issuers will also
appear on the scene

Mortgage-Related Sector: Stable Volume in 2001

Home equrty volume 1s projected to increase modestly in 2001 over 2000 driven by refinancing
actvity, as hybnd ARMs oniginated in 1997 through 1999 reach ther reset dates, prompting
borrowers to refinance 4 Moreover, lower interest rates should have a modest positive impact
on refinancing activity Manufactured housing issuance should be flat in 2001 over 200Q.

USS Bisions
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Horne Equity Loan Issuer Composition Unchanged in 2001

The composition of the top home equity issuers 1S unlikely to change dramatically in 2001 as it

did in 1999 and 1998 RFC, Lehman and Countywide should contunue to dominate the market,

while CSFB/DLJ is expected to increase market share

3 Vehicle-backed secunues inciude securties backed by automobie loans (prime and subprime) automobie leases, floorpian loans, and loans
secured by recreauonal vehicles, motorcycle, marine, tuck and agricultural/construction eguipment

4 The home equity mortgage cat includes the following types of loans subpnme or “B&C" mortgages regardiess of lien status tradmonal second
mortgage lggng.yhomegm?pmveerggrf% loans (HILs), ugh-LTV foans (125% LTV loans), and home equity fines of credrt (HELOCs)
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The consolidaton that has been underway for the last several years, as well as the shakeout of
financially weaker players, should conunue in 2001, but the end of the consolidation cycle is
near The result 1s ikely to be a more stable environment and a reduction in servicing disrup-
tions and headline risk experenced in recent years.

Reasons for Optimism for Manufactured Housing

Notwithstanding the difficulties of the past year, Moody's remamns cautiously optimistic about

the prospects for the manufactured housing industry in 2001 The main reasons’

« Manufactured housing lenders appear likely to continue to emphasize qualty over quantity in
therr loan onginations, even at the cost of reduced ongination and secuntization volume.

« Reduced production and shipments of new manufactured housing units will help to work off
the inventory giut that currently afflicts the industry, though getung sales and inventory back
into balance may take a few more years

« Tighter underwriting practices and better nisk-based pncing should enable newer manufac-
tured housing deals to show improved credit performance.

+ The winnowing of the manufactured housing field has diminished competiive pressures,
rendening uniikely a return to past excesses. Moreover, given the difficult expenences of
many manufactured housing participants (and former participants), it does not appear that
any new company intends to enter the market as a significant player

- Through product improvements and the industry’s largely successful efforts to burmish its
public image, this sector has firmly estabhished the manufactured home as an alternative,
desirable form of affordable housing, thus ensuring an ongoing demand for the sector’s
products

Credit Cards: $60 Billion of Issuance Expected '

Bank and retail credit card issuance 1s expected to increase to $60 billion in 2001, up 24%
from $48 billlon n 2000 Much of the 1ssuance estimated for 2001 is attnbutable to the
expected refinancing of newly amortized secunuzations

Issuers Likely to Adopt Citi-Like Note Structure

Crigroup ntroduced a new note structure in 2000 that 1s hikely to be adopted by other 1Ssuers
in 2001 5 To date, the vast majority of credit card ABS has been issued as pass-through certifi-
cates from master trusts To expand therr investor base and increase 1ssuing flexibiity, several
Issuers have been moving toward 1ssuing credt card ABS as notes from corporate-like entities.

The change from certficates to notes 1s motvated by a desire to improve execution by (1)
expanding the issuer’s investor base, and (2) enabling the 1ssuer to take advantage of short-
term market condiions more quickly However, the new structure 1s likely to appeal to only the
largest and most frequent issuers because the ability to issue in relabively large quantiies is
necessary to maximize the advantages of the new structure.

Consolidations Will Continue .
We expect portfolio acquisitions by active, financially heaithy credit card ABS issuers to

continue 1 2001 as more lenders withdraw from various market segments, either because of
lack of strategic business fit or an mnabiiity to achieve sufficient scale in an increasingly competi-
tive market Lower profitability for the credit card sector will continue to pressure smaller 1ssuers
that compete directly with the large banks to exit the credit card business altogether.

While consolidation has helped the financial stability of many larger credit card issuers, It also
means that many of those I1ssuers have wider access to the capital markets and are less
dependent on term secuntizations for ther funding needs Such 1ssuers may be expected to
avoid the market f spreads widen or If they do not see a cost advantage in 1ssuing term ABS
Onginators may nstead fund on-balance-sheet, through commercial paper, Of ISsue securties
in internatonal markets

5 For more detail on the new structure see "Note to Investors Credrt Card-Backed Securties Are Changing Color,” Moody's investors Service,
September 22, 2000
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kg\ta_rer Student Loan Issuance Projected in 2001; Stranded Utility Costs
ive

Based on issuer estimates, the volume of student loan backed securities will likely decline to
approximately $18 bilion from 1ssuance of $21 bilion in 2000. Leading the way will be Saliie

Mae, Keycorp, and other for-profit 1ssuers, although with smaller issuance amounts than in
2000

Stranded utility cost secuntizations were held back in 2000 due to legislatve delays With many
of the politcal issues resolved in 2001, we expect $10 bilion of issuance that includes utiities
from Connecticut, Michigan, New Jersey, and possibly Texas.

2000 REVIEW: ROBUST ABS ISSUANCE LED BY VEHICLES
U S. public ABS issuance got off to a siow start in 2000 as first quarter 2000 volume — at $41

billon — was down 15% relative to 1999 Fixed income market volatility and heightened
spreads kept some Issuers on the sidelines n the first quarter of 2000, particularly financially
strong companies with numerous ABS funding alternatives Problems in the fixed income
market were caused by several Federal Reserve Bank rate hikes and resulting uncertainty
regarding future Fed actions; volatility in the swap market, and an inverted yield curve

However, despite continuing market jitters, ABS market volume roared back in the second
quarter of 2000, with issuance of approximately $62 billion, compared with $53 bifion issued in
the second quarter of 1999 Solid 1ssuance of $52 billion and $54 billion in the third and fourth
quarters of 2000, respectvely, established 2000 as a record 1ssuance year in the ABS market
The 2000 1ssuance of $209 billion was 6% greater than 1999's $197 4 billion and 10% more
than the 1998 total of $189.5 biliion.

Mortgage-related (home equity loans and manufactured housing) 1ssuance was down 13% in
2000 to $65 bihon. The decrease was due to weak industry profitability and a resulting move
toward consolidation as compantes such as Conseco Finance Corp, The Money Store,
ContiFinancial, and Associates First Capital announced plans to downsize, discontnue, or
merge with other lenders Excluding the mortgage related

sectors, ABS 1ssuance was $145 biion in 2000, up 17% Figure 3
from 1999 and up 44% from 1998 2000 US Public ABS Issuance
Non-mortgage ABS issuance was fueled by vehicles and Other (4%)

credit cards, which were up 33% and 23%, respectvely, | yanfactured Housing (4%)
over 1999. Vehicle volume surged to $68 billion 1n 2000,
with the prnme auto component of the vehicle class up 79%
in 2000 over 1999, driven by dramatically higher captive
volume,

The surge in vehicle volume displaced home equities as the

‘g

largest ABS class, a distnction held by home equities since
1997 As illustrated in Figure 3, vehicles comprised 32% of
the ABS market in 2000, followed by home equities (27%),
credit cards (23%), student loans (10%), manufactured
housing (4%) and the "other” category consistng of equip-

ment leasing and stranded utility costs (4%). Student Loans (10%)

Vehicles Run on All Cylinders in 2000
A combination of record new vehicle sales and better execution in the ABS market relative to

the corporate bond market propelled prime auto issuance in 2000 to record levels. The main
segments of the vehicle-backed market contributing to the issuance increase, in order of
magnitude, were prime autos, subpnme, floorplans, agricultural/industnal equipment, auto
leases, and a mixture of other assets (heavy trucks and motorcycles). Pnme auto loan-backed
paper contributed 61% of total vehicle-backed volume, for a total of $43 billion.
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Total prime 1ssuance in 2000 by the Big Three captives amounted to $26 bilion, a sizeable
increase over the 1998 and 1998 figures of $15 billion and $11 bilhon, respectively. Ford Motor
Credit Company, which has been the largest auto I1ssuer by public volume since 1997, 1ssued
seven transactions totaling $16 bilhon in 2000, followed by ChryslerFinancial Company L.L.C,
a subsidiary of the DaimlerChrysler Corporation, with five transactions totaling $7.5 bilfion, and
General Motors Acceptance Corporation, with two transactions totaling $2.2 billion. The
Japanese captive finance companies also increased public 1ssuance substantally in 2000,
issuing $7 bilion refative to $2 7 bilion i 1999, and surpassing therr previous record of $5 8
bifon in 1997

In the subpnme sector, the number of public deals fell again with 22 transactions rated in 2000
relative to 25 in 1999 after two consecutive years of steeper declines 31 deals were rated by
Moody’s in 1998 and a record 41 deals 0 1997. Interestingly, while the number of deals closed
in 2000 represented only 54% of the number of deals closed in 1997, the 1ssuance volume was
14% higher 1in 2000, pointing to the strength of the survivors of the industry shakeout.
Therefore, the increased issuance volume, along with the reduced number of deals, 1s merely a
reflection of fewer players closing fewer but larger deals

Mortgage-Related Issuance Declined in 2000
Home equity 1ssuance was $56 million, down approximately 10% from 1999, while manufac-

tured housing issuance was $9 billion, down 27% over 1999

As in the previous three years, subprime (B&C) issuance was the largest contributor to home
equity loan secuntization volume in 2000, accounting for over 85% of total home equity dollar
volume in 2000 compared to approximately 83%, 84% and 80% in 1999, 1998 and 1997,
respectively.

2000 saw continued consolidation in the home equity and manufactured housing markets as
several players entered into strategic alliances, exited the market, filed for bankruptcy, or down-
sized. For example-

» First Union discontinued The Money Store home equity loan onginations, but maintained its
home equity loan servicing and portfolio management operations First Union purchased the
Money Store in 1998.

- Histonically active 1ssuer ContiFinancial filed for Chapter 11 bankruptcy protection

« Associates First Capital discontinued its manufactured housing lending operations However,
Associates currently continues to service loans from its center in Knoxwville, Tennessee
Associates had been the third largest manufactured housing lender and had been active in
the securitization market. In an unrelated matter, Ciugroup acquired Associates later in the
year

» In March 2000, Conseco Inc. announced its intentions to sell Conseco Finance Corp
{formerly Green Tree Finance, which it had purchased in 1998, during the growth phase of
the lending cycle). However, no sale occured in 2000; instead Conseco concentrated on
improving profitability by focusing on increasing efficiency and reducing the cost of its opera-
tions.

+ Advanta Corp announced in 2000 that «t was exploring alternatives such as partnerships or
outright sales of its mortgage and leasing businesses In January 2001, J P Morgan Chase
announced that its Chase Manhattan Mortgage Corp subsidiary agreed to buy the mort-
gage business of Advanta Corp

More Concentration in Home Equity Sector
As 1n previous years, the top five issuers constituted a large portion of the home equity securiti-

zation market In 2000, the largest five secuntizers accounted for 37 7% of volume as opposed
to 36 1% in 1999 The consolidation trend 1s more obvious when considening the largest 10
1ssuers 1n 2000, the top ten issuers were responsible for 66% of total dollar tssuance relatve to
55% in 1999
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The mix of issuers also shifted in 2000 Lehman Brothers, absent from the top ten n 1999,
moved into second place while Allance Funding, Advanta, and Equicredit dropped out of the
ranks of top ssuers RFC continued as the leading lender in the market, increasing its market
share to 15% from 11.5% in 1999

Manufactured Housing Issuance Declines in 2000

The year 2000 saw secuntization volume in the manufactured housing finance industry decline
for the first uime in seven years, as manufactured housing lenders, concerned about the deteri-
oraung performance of outstanding deals, upgraded ther underwnting standards and began
making loans to better-credit-quaiity borrowers. Greater selectivity in lending, however, led to a
dramauc drop 1n sales of manufactured housing units and a spike 1n inventories of new units.

This inventory build-up, combined with the subsequent nise i cumulative repossessions In
manufactured housing deals, caused an overall inventory glut that cut into both ndustry profits
and pricing, reduced the production and shipment of new units, and dramatically affected loss
severities and, consequently, the performance of secuntized manufactured housing transac-
tions

Credit Card ABS Issuance Up Sharp

U S -dollar bank and retail credit card secuntization volume was $48 billion in 2000, up 23%
from $39 billion 1n 1998, topping prior peak issuance levels set n 1995 and 1996 With $8.3
bilion in public issuance, MBNA led all 1ssuers with 20% of total bank credit card volume in
2000 In second place was Discover, with $7 O bilion (16%), and in third place was Citigroup,
with $6 8 billion (14%). Rounding out the top five were Capital One, with $4 4 billion (10 3%),
and American Express, with $3.6 bilfion (8 5%) Notably absent from 2000 top Issuance stand-
ings was Bank One/First USA, who took time out to regroup senior management and tend to
customer relations issues that arose in 1999, Bank One/First USA is expected to return to the
ABS market in 2001

Consolidation Continues, but Pace Siows

MBNA and Ciugroup were the most active in portfolio acquisitons in 2000 in November 2000,
Ciigroup purchased Associates First Capital Corporation, thus acquinng both bankcard and
retall card portfohos tatalhing $11 bifion Similarly, MBNA made a grab for more market share by
purchasing a $5.3 billon bankcard portfolio from First Union Bank The top ten bankcard
ISSuers now comprse about 79% of total managed recewvables, and the top three comprise
44%

Citi's New Structure Sets the Standard

An interesting development in the credit card secunization market in 2000 was the first
issuance from Ciigroup's new Credit Card Issuance Trust. This Trust issued three classes of
notes backed by a participation certificate 1ssued from Citigroup’s master credit card trust.
Moody's rated the Class A, Class B, and Class C notes Aaa, A2, and Baa2, respectively
Ciigroup expects all future 1ssuance of tts credit card-backed ABS to be i1ssued as notes from
the new 1ssuance trust rather than as certificates from its master trust.

With this structure, Ciigroup hopes to open up new funding sources Pension funds will be
able to purchase the now ERISA-eligible Class B and Class C notes much more eastly than
Class B or Class C certificates In addition, the new issuance Trust has MTN-like flexibility to
Issue large blocks of subordinate notes, attracting investors that were unable or not interested
in buying the traditional, smaller sized subordinate certificates Using this trust. Citugroup
returned to the market in September 2000 with its first deal since November 1999 and expects
to be more active in the secuntization market in the near future
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Sallie Mae Active; Stranded Utility Cost Issuance Low

Student loan transactions expenenced a 65% volume increase in pubhc term secuntizations In
2000 compared with 1999, going from $13 bilion to $21 billion. The increase in volume was
mainly due to the presence of Sallie Mae, with four transactions for $8.7 billton Also in the
market was USA Group Secondary Market Services (two deals for $2 4 billion), Keycorp (two
deals totaling $71 2 billion), as well as Nelnet with $1 O billion

Stranded utility cost issuance was only $1 billion in 2000 due to legal challenges to utiity legis-
laion and rate orders that allow stranded cost bond issuance To date, stranded cost 1Ssuance
has been below expectations due to legislative and regulatory delays.

Credit Quality Generally Stable in 2000

Credit quality for major consumer assets remaned mostly favorable in 2000 The performance
of secuntized credit card pools continued to improve in 2000; however, in the latter half of the
year, the rate of improvement n performance as measured by Moody’s Credit Card Index
slowed. For prime autos, credit qualty generally improved in 2000 with Moody’s pnime auto
loss and definquency indexes dechning to historically low levels. Credit quality for the subprime
auto sector was generally positive.

Aithough credit quality was generally stable in 2000, there were bumps in the road:

* Moody’s placed 11 classes of secunties in four Toyota auto lease secuntizations on review
for possible downgrade as a result of tugher than expected residual value losses in Toyota’s
auto lease portfolio The ratings of the 11 securities were confirmed after Toyota Motor
Credit Corporation decided to make a cash deposit into reserve accounts in each of the four
transactions to address the higher than expected losses

+ Based on poor pool performance and reduced overcollaterahization support, Moody's down-
graded six subordinate classes from three 1997 securntizations of subpnme residential mort-
gages onginated by ContiMortgage. Five of the six classes were downgraded to Caa2 or
lower

» In August 2000, six classes of secunties issued by Heilig-Meyers Master Trust were placed
on review for possible downgrade The rating action followed the fitng of a Chapter 11
voluntary petiion by Heilig-Meyers Company

+ The franchise loan sector expernenced a particularly rocky year as transacuons sponsaored by
Deutsche Bank and FMAC ran aground, pnmarnily due to defaulted "business value” loans
FMAC securiizations have generally performed significantly below expectations Moreover,
some subordinate classes issued in the FMAC 1996-B transacton, not rated by Moody's,
missed an interest payment Securnites issued in the Deutsche Bank sponsored Global
Franchise Trust 1998-1 were downgraded from Aa2 to A3, A2 to Ba2, and Baa3 to B2 due
to the default of a large business value loan

CONCLUSION: BRIGHT PROSPECTS FOR 2001
At the start of 2001, prospects for the US ABS market are bnght ABS issuance in 2001

should be robust, led by credit cards and stranded utility costs Vehicles should remain as the
largest asset class However, a slowing economy could cause problems for the market, with a
flight to quality and resulting widening spreads for subordinate classes, enhanced headline nisk

due to a credit crunch, and deteriorating credit performance
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