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1 ~ How credit products are structured
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fﬁ IR RS A G T o E = A ORLE > F - B BAR (dealen I B

ST B H T BRI S [ RATEHCDS) P TR

SRR 55 o e ZEE AR TRE PO SPV) » R SPV LD

73 If' 17 FF[H orE W EET AL A S ] ff[ FF[’[ @TFIJ@]J ;*F—‘I TR

2 ~ Single-name CDS

Hi- [ I’g[ M55 L 1 (Single-name CDS) (1) 1= ffifi (reference  entity)f ]'ﬁ
H 5B [F (credit event) [ EEGHAHIE V%Y (underlying asse)i9 % 172 bh(swap) © £
FIHE PG (protection: buyer) 1 &S [ ARH]E (premium) g {5 ™1 W7y
(protection seller) » ﬁl Z] CDS ZE[ WS 38 F credit event EbiF o [NIF=> |F e
SRR S L& B TR
(1) I’%E'JI’J&&[%IEWJ(?E%Q/ 1) : CDS £F % & *CDS rate*0.25 "'(@?@éi 1)
(2) If‘ IR @ T (1) 1 CDS EETA EH(1R) e (R £% recovery rate)
CDS rate Bl £ F~ 7 reference entity IF[“J B E | [ PR a0 P 2t
[fi ~ 2 plif > CDS Elfiﬁf“ir’%%fﬁ AN R Ffdf%?:?“%ii_
(1) Longgov' tbond + Short corporate bond = protection buyer
(2) Short gov’ tbond + Long corporate bond = protection seller
i
(1) Longgov' tbond + protection seller = Long corporate bond
(2)  Short gov' tbond + protection buyer = Short corporate bond
CDS —?i“—«‘[@ 1= reference entity [V IFZH F|J7 (credit spread)e|™ ['?FTJ Fl 5]
ﬁ*ﬁnﬁ(ﬁ JI7E-100 bp #8615 120 bp) » 'FUE| CDS SHAY [ M ATt N
IR AR ;, (5 7 7112 3k ] [ (19117100 bp Af-J £ 80 bp) > 'UE) CDS 525
1 lﬁ N IR R D8R © credit event JE B o b BLSEH TR H PR
HEFHET
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=9 > BRFS CDS ZA%5 fliad BI(CCP)Z Bt (compression) > ¥T# CDS %2
s i R @#Kif%‘ International Money Market roll Z[J#H[ 1%+ KL |

%‘l ¢

FU-E 5 FY 3120 ~ 6/20 ~ 9/20 = 12/20) » FLFI1E 1 ZTREF]| 2 (premium) [ 81 Rt
]E'IT;I/ o

3~ CDS Index

H1 - ?F@\T[—“ |38 7% 2 $1(Single-index CDS) i1} #1 - ['ﬁ HE ST ﬁ@\f(CDS
Index) 1Y |F:[ HIE P (credit event) [ERL 1A AR YUY & (underlying asset) Y L #1 b
(swap) > & 2 W EARPA A = i reference entity [I¥ credit event °

i~ BT R G P iTraoc SR 7S B RIGE ) CDX 45l 15 CDS Index
ARSI reference entity 11 %5 % credit event > [ l'ﬁ By ?ﬁlﬂ pYiEE
TR AR FT RO

FUF CDS #1114 & *(IAREET S F D *(IR)

HH[VR PRGBS 7 2 il recovery rate o =9t - JEEREY CDS £1F 14 & E%P?'f,
pagE T E i premium JEHF/??@V%HJ CDS &F I+ EFFET -

o CDS #1489V [*[1Y Single-index CDS RS- 5T N il 2 FISE
AR faia™ o o 1] ERHp T BAR - )| R ERT PaiarP=s o [l > % 4
PR gy TR 12 5] (upfront payment) @« PNIF= > 8 [T SR i (N fif =
il CDS rate =" 25 fift) [ 4 ¢ fifi » [*—T&I—FI RS ”“EF < {7 {9 premium l'ﬂﬁ.' sl
KERIFIYSE] upfront payment ¥ji#rl ;> TR ]K}’Frﬁ by s TR (I | T
(M IR 1 9 (1P premium 5 > ﬂijij{‘ﬁEjk’J?ﬁ L upfront payment ¥]#f .
4~ CDO Tranche

CDO {47k E VAV E S (SPV) ey ARy T [fi] > 753 K1) i 55 552 fu CBO > I e 1
ERREL 2 Y CLO - ]@F%SPV e N E 20 W Ci IEi ’ Jf:!h(p TRy FF[E,(I}I%E' 5M -~ BIEL
8% 3 F [~ & &F  £1)° SPV 5 (% CDO tranche: (1)75M =" #[J5F 6%f1¥ senior tranche(—
HEEG AAA 7)) 5 (2)20M = #J5 10%p™ mezzanine tranche(— %44 BBB #%) 5 (3)5SM =' 7|

11



3 30%}f1% equity tranche(— ¥, %F:’:“) °
SPV B/S

Asset Liability & Equity

5M, 3Y, 8% ST: 75M, 6%

5M, 3Y, 8%

MT: 20M, 10%

5M, 3Y, 8% ET: 5M, 30%

100M100M
(1) 8% 1 20 #12° Fl st 25

¥k %35 1 100M*8% = 8M
I G 8M
ST: 75M*6% = 4.5M
MT: 20M*10% = 2.0M
ET: 5M*30% = 1.5M
(2) ¥ F o 1 F Tl fFEAS 0 recovery rate = 40% » L1V (1 0.4M FJEL
e¥iE 3% 1 100M*8%*19/20 = 7.6M
YA = 100M— [SM*(1—40%)]= 97M
P A 76M
ST: 75M*6% =4.5M
MT: 20M*10% =2.0M
ET: 1.5M—04M =1.1IM
(3) Y3 F > 3% ATl ffiEA7 - recovery rate = 40% > L]0 [ 1.2M FJEL
¥k 2% 0 100M*8%%*16/20 = 6.4M
TYRAEAE = 97M — [SM*(1 —40%)*3]= 88M
I e B 6.4M

12



ST: 75M*6% =4.5M (% & 75M)
MT: 6.AM—45M =19M (% £ 13M)
ET: LIM—1.IM =0M  (#-& 0M)

5 ~ How default correlation affects CDO tranche

M SPV e o £ 2% 1 IR S SOM > A Rl 1 [RVRAORG £

3% > B il 1 [FPUEas k= b 6% > {9 recovery rate £ 0

SPV B/S

Liability & Equity

A:50M, dr =3% ST: 50M

B: 50M, dr = 6% ET: 5S0M

(1) T A ~ B 2 P FRRASFOR 5% 0
Pr(4) =3%
Pr(B)=6%
Pr(AnB)=Pr(A) X Pr(B/A)=Pr(A) X Pr(B) =30 X 6% = 0.18%
Pr(AU B) = Pr(4) + Pr(B) — Pr(An B) = 3% + 6% — 0.18% = 8.82%

7 Pr(B/ A)RASIEEE ATNED S IS B IO ER)

2) %F%A * B il ff iﬁ;ﬁgflfiﬁ'%%f{@ﬁﬁ-l
Pr(4) =3%
Pr(B) = 6%
Pr(ANB) =Pr(A) X Pr(B /A) = 3% X 0% =0

Pr(AUB) =Pr(A)+ Pr(B)— Pr(AN B) = 3% + 6% — 0 = 9%

() [ A~ B 2 il o s
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Pr(A) =3%
Pr(EF)=6%
Pr(AnB) =Pr(4A) X Pr(B/A) = 3% X 100% = 3%

Pr(AuB)=Pr(4)+ Pr(B) —Pr(An B) = 3% + 60 — 3% = 6%
6 ~ Synthetic CDO tranche

ﬁx}‘ﬁ}' J = Long corporate bond = Long gov’ t bond + protection seller iV F&f.i RN

& R 20 ﬁ&l ] Iﬁ&%—j‘ﬁ CDS tranche > ¥ / t';,F £ % CDO(Synthetic

CDO)«= /4% %] CDO % il CDO fs i ]l » 74 5% CDO (7 lF S 1 %5

ERRD HrET '.Fé,'ﬂ SPV( £ SPV e ) » F[(1 SPV #5351 5 1 [[l (52 | i VP i 55

ﬁﬁlp’l??‘?f_ﬁ‘@rﬂrﬁ P2 qEi== S e YAV [4g < (E F’]’?W;’J CDO fit E"ﬁﬂﬁ TR L | 55 (Y £

H)» F1CDS S > )Y ] premium fy SPV [ S PHIL [ o T HOTRL L <

SPV Hr o ik s g IF:E'JI%WJ It gt S [ lﬁ;' Fﬁ! R R I
GRS o] STl N

SPV B/S
Gov’ tbond ST:
CDS: Synthetic CDO
CDS:
CDSx ET:

100M 100M

(1) I'} CDS a9t eyig o F/—\' 55 &] CDO » #i £} Single-tranche CDO



SPV B/S

Asset Liability & Equity
Gov' tbond ST:
CDS---. Single-tranche CDO

|n-J
3

100M 100M

(2) I'] CDS Index ZZ5%4he % [V Single-tranche CDO #i £% CDS Index tranche

SPV B/S
Gov’ tbond ST:
CDS Index CDS Index tranche

|n-J
o

100M 100M
(3) Synthetic CDO 7fil tranche R4& attachment point(ffﬁ%%![‘ AP)% detachment

point(?ﬁ%ﬂ%ﬁ DP) » ’F‘ﬁ tranche ’Flﬁﬁ HEH ESEEE §*(F§2 tranche DP—Fgfz
tranche AP) » Ry 7 FF EDEASHE 1H %%ﬁﬁﬁ AT HIIE BT AP SR
DP &4 AP =31 G F 14 & *F:? tranche AP>DP & #8i=i /[ 1 4 & *F:i tranche
DP > £ tranche el 8 BRI IR Gy AP 2 #EF PLBLRHEMR » ) B
ﬁﬂﬁ‘iﬁji}l% i DP £ %’E'E%‘j ; ?} tranche A HEJ | E[[H- & H Y [ jé’ﬁ llﬁ}%‘f{ tranche DP
S ATV -

[UF synthetic CDO £1F 17 & 85 1 @35+ » HHI53 £ 6 tranches > tranche
B AP = DP 53 HI55(0%,3%) ~ (3%,6%) ~ (6%,9%) ~ (9%,12%) ~ (12%,22%)
(22%,100%) » '} 53~ {l¢ tranche £5 7> 1 €1 F 14 £ =1 {£*(6% —3%)=300 ﬁ%‘\ﬁ ;
AP & %=1 [E*3%=300 FJJ%\?U » DP & %=1 [E*6%=600 FJJ%\?“ ’ F;'f{ tranche (W7
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O AR 80 300 ﬁ%&ﬁ Exﬂjﬁf}?ﬁ' MEE o M= RARREHGE 600
F’JJL" R 12 5 600 F’JJ—3OO FJJ=3OO ﬁ%‘\ﬁ o

(4) Synthetic CDO tranche Elfif%]‘@é? it p T E Y CDS spread, CDS index %Y
i | 'Eﬂi?ii%@ﬁ'%% FRE S F TR > N CDS index tranche U] 3% b f'FE’?Fﬁ .
o fﬁ[?ﬁ% I f, F[Uiéﬁ”é‘ﬁ[ﬁéfé B

(5) I'J CDO #% ABS CDO £y iy CDO 75 £} Synthetic CDO squared

SPV B/S
Gov' tbond ST:
CDO CDO squared
ET:
100M 100M

(6) I'J Subprime mortgage bond %Y v CDO #i £ ABS CDO(HY##i ABS)

SPV B/S
Asset Liability & Equity
Gov' tbond ST:

Subprime  mortgage | ABS CDO

bond ET:

100M 100M

I P38 K- Subprime mortgage bonds [y 0 H Hlﬁllf'[ AAA -
AA~A~BBB-BB ¥ NR(SFE’IG\B)%V?BI??% ’ ?‘I’Er'l: 81% ~ 11% ~ 4% ~ 3%~ 1% »
FOROTERIPHTAAA - AAE A SRR ﬁ;;r I 96%EI51§[S b GEERL CDO » B iy
High Grade ABS CDO (9! [l T -Ar)93% it A% AAA F:’I S ﬁ'ﬁf,’ﬁ?

96%*93%=89.28% FUEYT: o H(FIE 55 45 AAA S8 » J=91 LR P11 /7 3% BBB
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g it @€ CDO> 7% 19 Mezz ABS CDOCYIIR -+ (17 1) T6% i Vi AAA
S AEHEES 3%%76%=2.28% RUCY R PRRVIIE 55 KL AAA S - A ET SREED High
Grade ABS CDO #* Mezz ABS CDO [iV AAA HlFo8 [RIF" FVRUEYH: 1 81%37= 91.56%
= o

[117$Mezz ABS CDO 1 AAS2 A E5%fY CDOs » I' V|- 84k EE CDO » =]
£% ABS CDO squared(4[Ifi!= fﬂ . ) o ¥ ABS CDO squared fI1 0 AAA Iﬁﬁ fib
" 7 87% » PIRUEYE Y F RS WS SERT o 3%(8%+6%)*8T%=0.37%[Y AAA 7

[+ : ABS CDO ¥ ABS CDO squared “!ff i

Subprime Martgage 3onds

ﬁéf t 4 51 SPV I'] Subprime mortgage bond F¥ Subprime mortgage loan £beE: - H (1 f?ﬁ

4

High Grade ABS CDO

[213% =Y ABS CDO ~ f' 5% MBS -

Credit Linked Note (CLN)

17

AAA 93%
AAA 81% AA 3%
AA 11% A 29,
A 4% BBB 1%
BB,NR .
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