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A1 Advanced products for managing the bank’s balance sheet

Seminar outline (3 days)

DAY ONE

Morning:

Asset backed securities:

1. Principles of asset-backed securities.

2. Reasons for creating asset-backed securities.

3. Mortgage prepayment option.

4. Yield, average life and duration calculations.

5. Creating and managing the pool.

6. Conduit structures and short term assets.

7. Application to auto loans, credit cards, trade receivables.

8. Issues relating to over-collateralisation and ratings.

Afternoon:

The concept of credit derivatives:

1. Pressure on regulatory capital within international banks.

2. Need for investment uplift.

3. Greater awareness of credit risk.

4. Better tools to assess credit risk.

5. Perceived opportunities for arbitrage.

6. Need to diversify and/or dissipate credit risk.

7. Disappearance of other trading opportunities:

a) commoditising of interest rate and foreign exchange derivatives;

b) EMU;

c) liquidity issues.

DAY TWO

Morning:

Credit derivatives structures 1:

1. Default swap.

2. Total Return Swap.

3. Exercise: using a credit derivative achieve an “efficient frontier”, enhancing returns for an acceptable increase in credit risk.

4. Exercise: using a credit derivative as an alternative to standard repo.

Afternoon:

Credit derivatives structures 2:

1. Credit Linked Note.

2. Spread future.

3. Spread option.

4. Cross guarantee (default swap combo).

5. Exercise: creating an appropriate portfolio using credit derivatives.

6. Exercise: structuring a credit linked note.

DAY THREE

Morning:

Measuring and managing the risk:

1. Default experience and structured finance ratings.

2. Pricing principles – spreads, guarantees, options.

3. Default models.

4. Sensitivity to interest rate changes.

5. Using credit derivatives to replace or enhance the asset backed securities pool:

a) default swaps;

b) Total Return Swaps.

6. Credit Linked Notes and Collateralised Debt Obligations – comparison.

7. Coping with an event of default or variation (restructuring/takeover).

Afternoon:

Practical issues:

1. Models.

2. Accounting structures.

3. Internal management and control regime.

4. External controls – the regulatory environment.

5. Integrated systems.

6. Informed/knowledgeable personnel.

7. Liquidity/secondary market activity.

Exercise: examination of the exposure in a credit derivatives position.
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