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his is the fifth issue of the journal in which we have provided
articles to explain the root causes of the subprime mortgageHARRY KATZ Production and Technology
backed securities and CDO crisis. Christopher Whalen begins
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instruments such as difficult-to-value CDOs, a factor in the failures
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of Long-Term Capital Management, Bear Stearns, and Amaranth. He
Manager
believes that a move toward more transparent exchange-traded instruPETER JUNCAJ Head of Subscription Sales
ments would address one of the causes of the current crisis. Then BarRENEE CHEN Account Manager
bara Klippert raises the question of whether a downgraded mortgageROBERT FRANKEL Account Manager
backed, asset-backed, CLO, or CDO security, purchased at a disDEWEY PALMIERI Reprints Manager
count with a higher promised yield than it had upon origination, could
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possibly be recharacterized as equity when acquired by a pension or
ROBERT TONCHUK Director, Central Operations
profit-sharing plan subject to ERISA; she cautiously concludes that it
and Fulfillment
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generally should not. Douglas Lucas, Laurie Goodman, and Frank
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Fabozzi address the perceived failings of the credit rating agencies in
EMPERATRIZ MIGNONE Fulfillment Manager
promptly and appropriately downgrading subprime MBS and CDOs,
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and related issues such as how NRSROs are designated, who pays for
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the ratings, and how the credit rating agencies are regulated. In their
opinion, the regulators have an unbiased interest in conservative,
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accurate ratings and are best qualified to select or disqualify the credit
Coordinator
rating agencies.
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Next, in a section on pricing structured securities, Dennis
CHRIS BROWN President
Vink and André Thibeault show us, based on a recent study, how pricGARY MUELLER Chairman & CEO
ing characteristics such as spreads, credit ratings, floating versus fixed
rates, transaction size, and maturity differ among ABS, MBS, and
CDOs, and they illustrate the different ways such characteristics affect
the actual pricing of those three securities classes. For example, the yield
premium on CDOs increases at a lower rate in response to diminishing credit ratings than it does for MBS, presumably because of higher
perceived exposure to distressed assets. CDO pricing appears to be more
sensitive to third-party guarantees in comparison with ABS and MBS
pricing. Lenders demand lower incremental spreads for longer maturity MBS than for longer-maturity ABS and CDOs.
In the area of specialized asset classes, Paul Lund looks at corporate securitization in today’s challenging credit market conditions
from a UK perspective and finds this method of financing to have strong
potential for infrastructure, healthcare, and other businesses with predictable revenues, operating expenses, and capital expenditures.
For the third summer issue in a row, we have a section on the
continuing development of life settlements as an asset class. Boris
Ziser starts with a legislative overview, addressing current issues such
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states and problems with stranger-originated life insurance (STOLI), and a comment on delays in the emergence of full-fledged life settlement securitization. Craig
Seitel updates us on the maturing of the industry from the life settlement provider’s
perspective, noting changes in some of the principal capital market players, continued streamlining of the life settlement process, and increased fee transparency,
among other trends. David Dorr cites modern portfolio theory in showing us how
the addition of life settlements as an asset class can diversify and enhance the yield
of an institutional investor’s portfolio. Brian Casey addresses the continued legal
evolution of life settlements as tradable securities, addressing questions such as
whether life policy put or call agreements or life insurance premium finance loans
are securities. Jesse Schwartz and Timothy Wood note that life settlements are
appealing to investors because they provide exposure that is uncorrelated with the
economic environment, but as with any new asset class, there is limited historical
data. The authors explain that the primary driver of the return realized from investing in life settlements is the mortality experience of those insured by the purchased
policies and proceed in their article to explain how investors can understand and
analyze mortality risk in a portfolio of life settlements.
Finally, in our project finance section, Tillmann Sachs, Alberto Della Rosa,
and Robert Tiong provide us with the final in a series of three articles on quantifying political risk factors related to project financing, with an Asian power plant
financing case study as an example.
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