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Risk and Return Defined

® Risk is the chance of loss; the variability of

returns; uncertainty associated with a given
asset.

® Return is the total gain or loss expected - or
experienced - by the owner of a financial
asset or investment over a given period of
time.
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Return can be Computed (ex post) or
Estimated (ex ante)

k= Pt-PutC

Pt1
WHERE
Kq = Actual (ex post) or expected (ex
ante) return
P; = Price (value) of asset at time t
Pi.1 = Price (value) of asset at time t-1

C= Cash Flow(s) received between
time t-1 and time t
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Calculating Return: Example

An investor bought a share of Sony Corp. stock one
year ago for $40. Today it can be sold for $43.50.
She received $1.50 in dividends during the year.
What is her actual return for the year?

What We Know:

P = $43.50; P; = $40.00; C;=$1.50

Plug into formula

Kk = $43.50-%40.00+%1.50 - $5 _ 559

t $40.00 $40
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Standard Deviation (s k)

s, :\/é(ki - k)?xP

aln general, the higher the standard
deviation, the greater the risk.

o But are securities prices normally
distributed?
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The Normal Distribution

Probability

> Returnon

large company
-3¢ -29 -1 0 +1° +20 +30 stocks
—482% -27.9% -7.6%  127%  33.0% 533%  73.6%
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Measuring Empirical Volatility

Return Volatility:

The usual measure of volatility is the standard deviation, which is
the square root of the variance:

Year Actual Average Return Squared
return return deviation deviation

1 .10 .05 .05 .0025

2 -.07 .05 -12 .0144

3 .28 .05 .23 .0529
4 -0.11 .05 -.16 .0256
Total .20 .00 .0954

The varianc&€ 2 or Var(R) = .0954/(N-1) = .0318
The standard deviatio®¥ or SD(R)\E .0318 =.1783 or 17.83%
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Price Risk of Treasuries

Treasuries differ:

e Liquidity - traders quote wider bid-ask
spreads for illiquid bonds

e Duration - sensitivity of price to a change in
interest rates - is based on the bond’s coupon

levels and maturity date (low duration means
less risky)

@ Convexity - measures how duration changes

with a change in rates (high convexity is
desirable)

Copyright ©2000 fan H. Giddy
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The Price-Yield Relationship

Bond prices and interest rates have an
inverse relationship:

PRICE

100

9% YIELD(RATE)
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The Price-Yield Relationship

But plotting price vs yield shows that the
relationship is non-linear:

Price of a
9% bond
100 |--------*
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Maturity

In general, the longer the maturity, the
more sensitive is a bond’s price to
interest-rate changes, other things

being equal:
Price
Required 9%, 9%,
yield 5 year 25 year
8% 104.0554 110.7510
9% 100.0000 100.0000
10% 96.1391 90.8720
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The Coupon Effect...

But three bonds with the same maturity
can have very different sensitivities,
depending on their coupon levels:

Price
Required 9%, 6%, 0%,
yield S5year 5year 5year
8% 104.05 91.88 67.56
9% 100.00 88.13 64.39

10% 96.13 84.56 61.39
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Duration as a Measure of Price
Sensitivity

Duration measures the % price change
for a given change in yield:

PRICE The steeper the
line, the more

\ the price falls
100 \ for a given rise

Bln yield

9% YIEID
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Greater Duration, Greater Risk

Duration is measured as the PV-weighted
average life, so low-coupon bonds have
greater duration

PRICE
100 9% BOND
6% BOND
0% BOND
9% YIFID
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Calculating Duration:
MacCauley and Modified

tCF,
n t
_ 9 (1+r)
Dyac = A
MAC ) P
Dyjop = %DP = Elyy D
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Calculating Modified Duration:
Shortcut Method

The average percentage price change, relative
to the initial price, per 1-basis-point change in
yield:

P—Fr
ApproxD =0%pDP =
PRIOXEMOD = D= o o)(pyield)

Risk and Return: Fixed Income 18
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Duration: An Excel Spreadsheet

Yield 8.0%

Bond A Time (year) 0.5 1 1.5 2
Cash-Flows 4 4 4 104
PV of CFs 3.84615 3.6982 3.556 88.9
Price 100
Weighted CFs 4 8 12 416
PV of weighted CFs 3.84615 7.3964 10.668 355.6
Sum of weight. CFs 377.509
Semiannual duratiol 3.77509
Macaulay duratior 1.88755|
Modified 1.74773
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About Duration:

@ Duration is % price change for a 1%

yield change

® The duration of a bond is the period for
which the yield to maturity will be
realized even if the yield curve shifts

@ Duration is additive: a portfolio’s
duration is the weighted average of the

assets’ durations

@ For zero’s, Duration=Maturity (close).

Copyright ©2000 fan H. Giddy
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Unum
Assets (each $10m): Fixed liabilities:
¢ 1-year E$ deposit ¢ $10m 3 years
& 5-year, 6% T-note ¢ $10m 5 years
Duration=4.6 & $10m 7 years
& 9-year Strip

o Unum’s risk?
eAsset Duration = 10(1%)+10(4.6%)+10(9%)
eLiab Duration = 10(3%)+10(5%)+10(7%)
oNet duration is 1.46-1.50 = -4m
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Characteristics of Duration

® Exceptin the case of zero’s, duration is less than
maturity

® The lower the yield, the greater the duration
® The lower the coupon, the greater the duration
® The longer the maturity, the greater the duration

e Duration assumes parallel shifts in the yield
curve.

¢ Alternative measures of duration have been
developed, measures that assume more
realistic changes in the way the yield curve
shifts

Copyright ©2000 lan H. Gid, Risk and Return: Fixed Income 22
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Bond Price Changes:
Actual vs. Duration-Based

There’s an error in duration-based estimation,
because duration is linear.

PRICE
100
Actual
I Error
Duration
9% YIELD
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Convexity

Convexity, or curvature, helps correct duration’s
mispricing. Because duration itself changes,
we need a measure of the price change due
to a change in duration. This is the second
derivative of the price change, annualized
and divided by the price:

CONV :Smscgi nQ. T A, 3_%_
ey € (Q+y) o y (1+y) 1+y) am P
where C is the coupon, m the frequency, n the
maturity and n the yield.
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Calculating Convexity:
Shortcut Method
P+P - 2R
ApproxConv = ———+— =0
P,(Dyield)
Convexity:

The Change in Duration

The percentage price change in a bond can be
approximated using both duration and
convexity.

PRICE

100

Q% YIELD
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Convexity for Different Bonds

Positive convexity is desirable, because it
cushions a bond’s price fall and accelerates

its rise.

9% YIELD
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PRICE

100

\ Bond B

Duration line

Convexity of Callables

Mortgage-backed securities and other
callable bonds may have negative
convexity which cushions a bond’s price
rise and accelerates its fall!

PRICE

102 _\

100

YIELD
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Riskiness of Bonds
(Optional Assignment)

Bond Risk & Return

9 P
B.:%__ —
6
S —-—10 Year T
L] 5
@ -m-Aaa Corp. Bonds
>
Bbb Corp. Bonds
3
. S.D./Risk Yield/Retut
10 year Treasury = 0.21% 6.54%
. Aaa Corp. Bond = 0.15% 7.47%
Bbb Corp. Bond = 0.16% 8.11%
- e @ 4 228 5 2 & % &8 F & 3 8 8 5 8 F 2 8 5 2
Time in Months (1=5/94 through 49=5/98)
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Default Risk and Ratings

Rating companies
¢ Moody'’s Investor Service
¢ Standard & Poor’s
¢ Fitch/Duff and Phelps
Rating Categories
¢Investment grade
& Speculative grade

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 30
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Rating Agencies m Moodys
m Standard & Poors
m Fitch —
Why a rating?
e Compare alternatives across different ratings
categories;

@ Obtain a relative as well as an absolute
measure of credit risk

@ Be reasonably sure of a market to sell the
security.

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 31

Bond Credit Ratings
Standard &
Moody’s Poor’s Interpretation
Aaa AAA High-quality debt instruments
Aa AA
A A Strong to adequate ability to
Baa BBB pay principal and interest
Ba BB Ability to pay interest and
B B principal speculative
Caa CCC
Ca CC
C C
D In default
Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 32
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Factors Used by Rating Companies

® Coverage ratios
® Leverage ratios
@ Liquidity ratios

@ Profitability ratios
® Cash flow to debt

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 33

The Options Approach

How can we determine the spread on a
corporate bond?

Assets Liabilities

_ Fixed debt
Uncertain \Operati ng Debt And
Business Cash Residual

Cash Flows Flows i Equity

Owning debt islike writing a put /

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 34
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Debt Instruments:
Three Special Cases

@ High yield bonds
@ Country debt and Brady Bonds
® Asset-Backed Securities

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 35

Securitization: The Structure

SPONSORING
COMPANY

ACCOUNTS
RECEIVABLE

SALE OR

ASSIGNMENT SPECIAL
PURPOSE
VEHICLE

ISSUES
e | [AsseET-BACKED
CERTIFICATES

Risk and Return: Fixed Income 36
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Typical Securitization Structure
I’ Finance Co.’s ]
Customers
e 1
HirePurchase: Servicing Agreement : Top Rating
Agreement 1 I______g_g _____ 1
! L ! v
Finance Co. Ltd [¢_Foceeds FCL 1997-A e Irvestors
(Seller) | | (Specid PurposeCo.) | ———
Sale of Assets Asset-Backed
' Securities
1
1
1
., _____
Guarantee
Agreement
Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 37

Credit Enhancement:
An Alternative Approach ;

iTop Rating

—> Senior
i Lower Rating
Finance Co. Ltd | Pro%s FCL 1997-A _
(Seller) L — — | (Specia Purpose Co.) Subordinated
Sale of Assets :
+ No Rating
—> |More Subordinated

Guarantee
Agreement

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 38
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Example:
Franchise Loan Securitization
________ I‘ Franchisees ‘I
. (Borrowers) [
Loan |
Agreement 1
Loan !
Payments i | Atherton Capital |« "2 | Atherton FLF 1098-A | roceeds
. Investors
(Seller) L — | (Specia PurposeCo.) |- —— — |
Sale of Assets| Asset-Backed
- . ! Securities
I vicing Advisor :
I Class Rating Subordination
J' Al,A2,A-x AAA 28%
Servicing Agreement B AA 22%
C A 16.5%
D BBB 12%
E BB 8.5%
F B 5.5%
Issuer balance NR 0%
Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 39

Rating Reports

@ General reports on a sector, like CLOs

® Pre-sale report on an individual CLO, once
risks have been evaluated but final terms and
credit enhancement have not yet been
finanized

e Final deal report
e Periodic updates

Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 40
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Key Factors Agencies Examine

e the quality of the pool of assets, evaluated as
a portfolio

e the credit quality of all the parties to the deal.

@ operational support for servicing, transfer,
recording, follow-up, etc;

e credit enhancement
® legal structure

@ sovereign risks

® market price risks

@ payment timing risks

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 41

Rating Process
List information requirements
éwe;tBarnai;iir |:> Due diligence &
=i 9 M esting with management
Pool credit analys's
Lega anadysis
Stresstesting
Credit enhancement
negotiation
Rating committee
Deal documentation j::} Presale report
Final report
“Rating CLOs” (Fitch) G
on Workshop Website Surveill
giddy.org/abs-hypo.htm rvatiance
Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 42
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CLO Rating Process (Fitch)

e Information request

o Initial review
& Bank’s internal credit standards, history
+ Credit scoring correlation
¢ Chargeofs and nonaccruals

@ Due diligence

e Legal

e SPV

@ Participations vs assignments vs CLNs
@ Determining credit enhancement

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 43

Stress Testing & Credit Enhancement

Default _

probability | Note rating
Collateral | 10yr BBB AAA
AAA 1% 0.5 1.3
BBB 4% 5.0 14.0
B- 34.5% 39.7 70.8

Source: FitchIBCA Bank CLOs

Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 44




Giddy/NYU Risk and Return: Fixed Income/23

Collateralized Debt Obligations

® Cash flow backed CLOs and CBOs
® Market value backed CBOs
® Synthetic CLOs

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 45

Cash Flow Backed CLOs Votivations:

m Free up capital —

m Lower cost of

BANK (SELLER) funding

m Distressed loan
arbitrage (3'd

arty sponsors
LOANS parysp )
SALE OR
ASSIGNMENT SPECIAL
PURPOSE
VEHICLE
ISSUES
LOANS ASSET-BACKED

CERTIFICATES
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Sample Information Request
General/Organization

< Funcnonal Arcas and Staffing Levels
o Key Officers and Responsibilicies

i | aphics

| cri d Perfurmance
= Credic Approval Process

Market Risk Management
O Hedging Soearegy
2 Inreresr Rate Risk Linirs
O Clounterpary Approval
Portiolio Risk Management
O Investment Straregy
i szt Philosophy
o Pricing Svatems
3 Porfolio Monitoring
Portiolio Level
2 Distributions by

= Country

= Indusery
= Credit Rating rations
= oF Risk Manag Tracking and B ing
= a Procediiees o Assire Consistent Use of Crecdic Soor-
= g (Previous Ch i i
= Pavment Frequency O Menitring of 1}
= Murgin 4 Svatem Contingeney Plans
= Laam Tepe 5
= Basc Rite — LIBOR, Prine, and Irnclion
Fuderal Funds, Among Crthers O Cush Flow Model
= Cumeney Legal Opinions™
= Collateral : : 3 First Perfecied Security Interest Opinion
= Position of Loan in Bormwer's Capital Struetere 53 | Opinion
= Drawn and Undrawn Amounts 3 True Sale Opinion
- ‘.\:\\\&p Jll;m' < Nonconsolidation Opinion Source: Fitch,
= Swap Counrerpary ”
= Facility Raong Bank
= Amoroizaton Schedule CLOs: an
Overview”
L% fewers. Reuiraments far o Jurisdicions will vary

LIECHR - Londhon Interhank ©fforod Rate, $IRREA - Fimanetal Instititinos Rifom, Seceecey, and fnjoeoemen| At of 1965

Credit Risk Management
o Performance Benchmarks
o Use of External Ratings
a4 Ineemat Credic Evaloation
= Hasis of Credit-Scoring 5
= Adjustmenrs for Tndusery
= Inflpence of Collaresl
= Trearment of Guarnrecs

= Relutionships/Parent Comy
3 Default Levels {by Intemat Credic Score and Yeark
A Recovery Levels (hy Internal Credin Score and Year)
3 Loun Provisions

Actual Loss History

4 Specific Credic Informaton by Barrower
= MNami

= Cjuarantor

= Parent Company
= Lountry

= Industry

Cash flow Backed CLOs

ENHANCEMENT

CREDIT

Senior-Sub with
priorities of cash flows

Cash reserve accounts
Letters of credit
Guarantees

LOANS

Investors

SPV

Copyright ©2000 fan H. Giddy
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Senior-Sub CLO Structure

Sample CLO Balance Sheel

(% Ml

Al Lizhifilar=

tLararmsk ek italing -

5 KD 2 650 AAMAAMA 0T
14K1 e i
Timn R £z
| 1

540K 500K

“Laquiiy, rud rabel, CLOY - Coflsteralia foan
n!:lig.-n:iun.
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Market Value Backed CBOs

Trades bonds to
meet interest &
principal needs

BONDS

@ SPV Investors

flows

Copyright ©2000 fan H. Giddy
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Market Value Backed CBOs

Trades bonds to
meet interest &
principal needs

BONDS FQS SPV Investors

flows

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 51

Characteristics of Market Value CBOs

® Market value transactions are often
collateralized by leveraged loans, high-
yield bonds, mezzanine debt, distressed
debt, and public and even private equity.

® Market value transactions are less
restrictive with respect to cash flow
requirements, credit quality, and maturity
of the collateral.

® The manager can trade the securities.

Risk and Return: Fixed Income 52
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Rating Agencies Analyze Price Volatility
to Determine CE Requirements

Volatility Analysis — Distressed Dabt

& A & & o n - T o & 5 3
£ oF oF 5 el o o i
S o - Ao L & & AP ' £

Sourza: Al Distrarsed Band Indax
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Advance rates determine how much rated debt can
be issued against the market value of an asset.

Assot Category B ‘BB’ ‘BEE" AT AAT CARAT
1 0 ilE] 10k ) plei]
0 100 am ag ) 2]
G 85 43 @ =5 ET
&5 95 a3 a1 &3 BY
5 95 43 91 a4 &5
] o4 az an a7 B
L 54 CF a3 Bh E?
o ) an ag a2
3 ] 45 A T3 =4
5 B5 a0 7 il 50
High ¥ieid Canvertibles, PIK, fera, Step-Lip 1] ] ] 3¢ 53 40
Mazzaninge, Distrassed Dot 2] B0 L] i} 55 T
Erverging Markel ES ;] x| &l &y 7
Equity, Hliguid Dbt BS B 7 4 L&) #
FRestin: Beluaniea Fatis may vary Tor mtare e lase diversilad gools
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The Alternative: Synthetic ABS

HVB (Originator)

REFERENCE
m---- # POOL OF LOANS
(Stay on

balance sheet)

CREDIT SWAP
AGREEMENT SPECIAL

------------------ > PURPOSE
VEHICLE

ISSUES
ASSET-BACKED
CERTIFICATES

TOP QUALITY
INVESTMENTS

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 55

Much more on ABS....

global securitization.com
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Default Risk and Ratings

® Rating companies
¢ Moody’s Investor Service
¢ Standard & Poor’s
& Duff and Phelps
& Fitch

@ Rating Categories
¢Investment grade
¢ Speculative grade

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 57

Bond Credit Ratings
Standard &
Moody’s Poor’s Interpretation
Aaa AAA High-quality debt instruments
Aa AA
A A Strong to adequate ability to
Baa BBB pay principal and interest
Ba BB Ability to pay interest and
B B principal speculative
Caa CCC
Ca CC
C C
D In default
Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 58
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Factors Used by Rating Companies

® Coverage ratios
® Leverage ratios
@ Liquidity ratios

@ Profitability ratios
® Cash flow to debt

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 59

Country Risk Premiums: Latin America

Country Rating Risk Premium
Argentina BBB 5.5% + 1.75% = 7.25%
Brazil BB 5.5% + 2% = 7.5%
Chile AA 5.5% + 0.75% = 6.25%
Columbia A+ 5.5% + 1.25% = 6.75%
Mexico BBB+ 5.5% + 1.5% = 7%
Paraguay BBB- 5.5% + 1.75% = 7.25%
Peru B 5.5% + 2.5% = 8%
Uruguay BBB 5.5% + 1.75% = 7.25%

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 60
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Country Risk Premiums:
Eastern Europe
Country Rating Premium
Czech Republic A 5.5% + 1% = 6.5%
Lithuania BB+ 55% + 2% = 7.5%
Poland AA 5.5% + 0.75% = 6.25%
Romania BB- 5.5% + 2.5% = 8%
Russia BB- 5.5% + 2.5% = 8%
Slovakia BBB- 5.5% + 1.75% = 7.25%
Slovenia A 5.5% + 1% = 6.5%
Turkey B+ 5.5% + 2.75% = 8.25%
Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 61

Country Risk Premiums: Asia

Country Rating Risk Premium

China BBB+ 5.5% + 1.5% = 7.00%
Indonesia BBB 5.5% + 1.75% = 7.25%
India BB+ 5.5% + 2.00% = 7.50%
Japan AAA 5.5% + 0.00% = 5.50%
Korea AA- 5.5% + 1.00% = 6.50%
Malaysia A+ 5.5% + 1.25% = 6.75%
Pakistan B+ 5.5% + 2.75% = 8.25%
Phillipines BB+ 5.5% + 2.00% = 7.50%
Singapore AAA 5.5% + 0.00% = 5.50%
Taiwan AA+ 5.5% + 0.50% = 6.00%
Thailand A 5.5% + 1.35% = 6.85%

Copyright ©2000 lan H. Giddy Risk and Return: Fixed Income 62
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Credit Risk versus Market Risk

Typical

market returns

Typical

credit returns

Losses 0 Gains

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 63

CreditMetrics Methodology

@ Establishes the exposure profile of each
obligor in a portfolio.

® Computes the volatility in value of each
instrument caused by possible upgrades,
downgrades, and defaults.

@ Taking into account correlations between
each of these events, it combines the
volatility of the individual instruments to
give an aggregate portfolio volatility.

Risk and Return: Fixed Income 64
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CreditMetrics Roadmap

Exposures Value-at-risk due to credit  Correlations
Compute Compute the volatility of value Compute
exposure caused by correlations
profile of upgrades/downgrades and
each asset defaults

~_ l

| Portfolio value-at-risk due to credit

Copyright ©2000 Ian H. Giddy Risk and Return: Fixed Income 65

Volatilities from “Transition Matrix”

Crie-wea rtrans B o moatriz %

Initial Fating at year-end {590

Weating: Bl %) [ EEE EE E [ Trefault
Abdb EER FEE] 0.5% [T g.12 [1 q i

Ak a4 4045 7.7 R 144 .14 a4z q

A Q.04 227 41405 552 174 0.24 141 .44
EEE 0.2 u33 545 8543 534 117 .12 0.14
BE Q.03 g.14 0.47 193 053 4.4 144 1.44
B 1 911 0.24 MEE 445 i34 447 524
el 022 ] Q.22 134 234 1129 4444 1374

Sy Fonderd £ Foor w bR 1 E o 3
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Construction of Volatility Across
Credit Horizons

Relative Feguency

Sl pabertial mi grtions ——
-ﬁlrﬁ:nﬂ: pErd ra prde o)

E, COC
Diefauk
 —— -
o =l e omE 100 1025 106 1005 110
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Defaults and Recovery Rates

Fuszowery rates by seniority class (%% of face valus, ie, "par")

Eeniarity ©lags Tean %) Etanddard Deviation [ Y
Beimar Secwed 5340 24.53
Lergar Uigesured 51.13 25495
Legnar Subordmated 3452 23.41
Lubardiated 3274 20.14
Jwdar Subordmated 17409 10494

g e £ el maeke FOGT - AeEed rlnestar s S
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The Distribution of Returns

Coretructing the dietribution of walue for  EEE bond

Currant st EEE

Spoodl e chabes | Al &5 & EEE EE E oo Defzult
ane wearhena:

Probabilitic: o IRRES A= I b B3R 1.287% 0= 0

%
Eond valu | $109.3 | $1091 | $1066 | $107.5 | $1020 | $5610 | $EE4 | $51.13 |

Expocted val ue and sandur d devi o on of value
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A Picture of a BBB Bond’s Value
Distribution

Coretructing the detribution of value for a BEE bond

Currat stk BBE

Opoodbl e dates | A8A &4 & EEE EE E CCC | Defauk
one year hena:

Prokabilitics QU LA R ES LI | @M | RIS 1.27% 0= ke

x
Eend valus | 1093 | $10a1 | 086 | t1in s | a0 | t3E10 | faE5Ed | PARE] |

Ewpocted vd ue and smndr d 3w 2 on o value
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Calculating Mean and Standard

Deviation

Caloulating volaility in waluea due to ¢ redit quality changes for a single saposuns

Mewbond  Frobability Differeweeof FPrubability
v ar- s Frobability  walve plus  weightad walue from  weiphted diff erence
rating aof state{ % coupon (Fy walee (5 e [Fh Sy uared
AAA 14z 10937 14z 238 0.0010
Al 033 109.19 134 2.1 0.0145
A 545 104 448 a4 157 .14
EEE A543 10755 4344 0.44 .14
BB 534 140242 541 (5.04% 1359
& 1.17 4414 1.15 e 0.9444
fals'sd 0.1z 43 .44 1.1d {33.45% 0.45498
Lrefault 0.14 5113 004 1354940 54355
Ylezm — F107:09 arEnce — FEEE
Etemdard dewiztan — 294
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CreditMetrics

Bim ulating the distribution of credit retums

L oo

www.riskmetrics.com

I} Sains
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For Your Portfolio

Probability

1
guote.bloomberg.com
7—-14—1'———L—7-9_9%——|———:—¥|_’ Return on

large company
-3¢ -29 -1 0 +1° +20 +30 stocks
—-482% -27.9% -7.6%  127%  33.0%  53.3%  73.6%
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Interactive Charts: bigcharts.com

IEH Weekly — Earnings Up /A Down Dividends [ Splits & 120800
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For Your Portfolio

Probability

Z__,Z_,___L—s-qg%——l———.—¥|—’ Return on
large company
_30 o0 _1° 0 +19 +20 +39 stocks
—-482% -27.9% -7.6%  127%  33.0% 53.3%  73.6%
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Summary

® Measuring Return & Risk
® Risk of Fixed-Income Securities
o Quantifying Credit Risk
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www.giddy.org

lan Giddy

NYU Stern School of Business

Tel 212-998-0332; Fax 212-995-4233
igiddy@stern.nyu.edu
http://www.giddy.org
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