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1 TMMeptANYMm dLAAEENG

e H €vvoLa TNC TLTAOTOINONC

e KXTNYOPLEC TLTAOTOLNUEVWY AELOYPAPLYV

e TLTAOTOLNUEVA OTEYNOTLKA dAVELX
— XPNUATOPOEC KoL KLvduvoL
— H emidpaoM KoL O UTTOAOYLOUOC TMWY TPOWPEMY ATIOTANPWUWY
— EQopuOYEC XPNUATOOLKOVOULKNG UNXOVLKNG
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2 H €vyvoLol TNEC TLTAOTOLNOMNG

Me TOV OpO TLTAOTOLNOYN OVOUPEPOUNUOTE OTNY  dNULOLEYLX
EULTIOPEVOLUWY XPNUATOOLKOVOULKWY AELOYPAPWY ATO TNV CUVAAOYN
KoL EMEEEPYNOLA EEATOMLKEVUEVWY, U EUTOPEVOLIUWY CUVUAANY WV

H TuTAomolino (securitisation) €LVOL OVCLOOTLKA EVHAAXKTLKOC TPOTOC
AVTANONG KEPOUANLWY UE TNV XPNOMN UN EUTIOPEVC LMY TIEPLOVOLOK Y
OTOLXELWY WC EEANTPAALO
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Moapadertywo: H etowpeloe KAM A.E., TLOTOANTTLKNAC LKOVOTNTOC
BBB, T€AcL Vo AMOKTNOEL KEPAAALX Vpoug €75 ekat. H stonpela
EXEL AOYOPLOOUOVC ELOTIPAKTEOVUC TTAEOY TWV €75 EKUT. TOUC OTOLOVC
UTTOPEL VO XPNOLULOTOLNOEL WC EEACPAALOT YL TNV XPNUATODOTNO
™¢.

EvoaAAakTik) 1: EkOLOEL OUOAOYLOKO dAVELO Vpoug €75 eKaT.,
XPNOLLOTOLWVTAC TOVUC ELOTIPAUKTEOVC AOYXPLACILOVC TNEC WE EYYUNOT.
To KOOTOC TOV dAVELOUOU TNE Vo eCvol TILHAVOTNTA TO KOOTOC TWYV
AVTLOTOLX WY KUPEPYNTLKWY OLOAOY WY, EMAVENUEVO UE TO KUTAAANAO
TepLOwWELO (credit spread) YLoe BBB etowpelec.
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EvaAdokTikn 2: H KAM A.E. dnultovpyel tny EEX E.M.E. otny
OTLOLO TTWAEL TOVUC ELOTIPAKTEOVC AOYUPLOOUOUC TNC EVOVTL €75 EKAT.
H EEX E.MM.E. €kdldeL aLOYPUPA TTOV dLVOLY dLKOLMWUN OVUUETO-
XNC OTLC MEAAOVTLKEC XPNUOATOPOEC oL Vo MPOoKVYPOoLY ATO TOUC
ELOTIPAUKTEOVC AOYPLOOMOUC. TO PACLKO TAEOVEKTNUAX ECVOL TIWOC N
TLOTWANTTLKN  LkovotTntae ™ EEX E.ME. dev slval kot
avaykn BBB!! Mo tnyv akpipertaen EEX E.M.E. €xeL TNV duvatoTnT
Vo OLOLOPPWOEL TNV TLOTWANTTLKN LKAVOTNTA TNG OTWE N (L
DEAEL TTPOCPEPOVTUC ETMLTAEOY TLOTWTLKEC eEaoPaALoeLc (credit en-
hancements) oTa dZLOYPOUPA TTOV 1) LOLA EKDLOEL.
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e MEOW TNC TLTAOTOLNONG, ML ETLXELENOY ETMLTVYXAVEL VO OL-
QX WPELOEL TNV TILOTWANTTLKN TNC LKAVOTNTOH CUVOALKX (G ETILXEL-
ENOYN MO TNV TLOTWTLKY) TOLOTNTA TWY TEPLOVOLAK®WY TNG
OTOLXELMWY TO OTOLN TLTAOTOLEL, KOL KXTX CUVETELN VO UELWOTEL
TO KOOTOC TNC XPNUATODOTNONG TNC

e KAELOL OTNVY ETMLTEVEN TOL OKOTOU TNEG TLTAOTOLNONG ELVOL T
EEX (Etalpeta ELdLkoV X komoV—Special Purpose Vehicle or Corpo-
ration) N ool €KBLOEL T AELOYPAUPO TTOL DLOUXWPELTOLY TA TEPL-
OVOLOKA OTOLXELN IOV XPNOLMOTOLOUVTOL WE EYYUNON AT TNV
ETILXELPNOT MOV ETLOLWKEL TNV XENUATODOTNON
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3 TiTtAoTmOLNUEVYA AZLOYPOLpOL”

FEVLIKA XOPOUKTNELOTLICAL!

e TO MEPLOVOLOKA OTOLXELN TO OTOL AUTTOTEAOVY TNV ECATPAALOT
€VOC TLTAOTIOLNUEVOV KELOYPAPOV UTTOPOUVY VO UTIOKELVTOL OE O€
OTAOLOKN N KoL TPOMWPEN ATOTANPEWUN/anocPeon (amortizing as-
sets) TNC aZLaC TOVC (TM.X. OTEYNUOTLKA DAVELN UE TIPOCNUELWO
VTTOTNKNE) N VA UNY EXOVY CUYKEKPLUEVO TPOYPOUUUN DECUEL-
TLKNC AMOTANPWUNG/andopecnc Toug (non—amortizing assets, T.X.
VTTOAOLTI TILOTMTLKWY KXPTWY)

e TO MEPLOVOLAKA OTOLXELO TO OTIOLO ATLOTEAOVY TNV EEATPAALOT
EVOC TLTAOTOLNUEVOLU OELOYPAPOV UTOPOVY VO TPOCPEPOLY
OTAOEPEC N KUULOLVOUEVEC XPNUATOPOEC

*TVWOTA KoL WC¢ asset—backed securities



12743, MN.M.X., Aoy&Xon, O.I.A. 8

e TO MEPLOVOLAKA OTOLXELN OTA OTOLN PACITETAL €V TLTAOTOLN-
LEVO AELOYPAUPO CUVNTMWC KEVLOXVOVTOLY UE KATIOLEC TILOTWTLKEC
e€oo@aAloelc (credit enhancements) TTPOKELMEVOL VA ETILTEVLXTEL N
ETLOVUNTN TLOTWTLKN LKAVOTNTH. OL TILOTWTLKEC EEATPAALOELG
dLOKPLVOVTOL OF€
— BEoWTEPLKEC, OTWC

* XpNUATLKA amoBeuotikd (cash reserve funds)

*x TnepeCoopdAlon (overcollateralisation)

* EkdOOM AELOYPAPLY DLOPOPETLKNG TTPOTEPULOTNTAC (senior—
subordinated structure)

— EEWTEPLKEC, OTMWC

* EYYUNTLKN €TMLOTOAN TpameELNC (bank letter of credit)

* ETLYECPNON N 0pYAVLOUOC WC TELTEYYUNTNCS (corporate or in-
stitutional guarantee)
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> LVNON MEPLOVOLOKA CTOLXELO YL TLTAOTOLNOM

o ELOTPOKTEX UTOAOLTI TILOTWTLKWYV KXQOTWY

> TNV ouVNVECTEPN) MOPYPN TOL O/0L €KBOTNC/EC TMLOTWTLKWY
KOETWY TLTAOTOLOUY TLE ATOLTNOELE TOVUG EVAVTL TWY KATOXWY
KOPTWY, ekdldovTag afLdypapa (dudpkeLag amd 3 w¢ 10 xXpdvia
CLVNTWC) TA OTOLN TPOCPEPOLY OTOVUEC AYOPUOTEC TOUC TEPEL-
OdLKEC (UNVLOLEC, TPLUNVLALES, ECOUNVLOLEC) XPNUATOPOEC TOV
TEOKVUTTOVY MO TLC EAAXLOTEC KATUPOAEC, ETNOLEC CUVIPOUEC
KOL TOUC TOKOUC TWY UTOAOLTIWY. OL AMOTANPWUES TWY LTO-
AOCTIWY TMWVY KAPTWY CLUYNTWC EMAVETEVIVOVTOL YLO ULO XPOVLK)
meplodo (lockout period), LETA TO MEPAUC TNE OTOLUC TTEPOTPEPOVTOL
OTOVUC XYOPOUOTEC TWY TLTAOTOLNUEVWY AELOYPAPWYV
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o XPpNUXTOBOTNON AYOPHC AVTOKLYNTOU
To XPNUATODOTLKA TPOYPEAUULXTH OVTOKLYNTOPLOUNXOVLLDY TL-
TAOTIOLOVVTOL UE TNV LOPYPN PPaxLTEoVecuwy (3-6 €TwWY) AELO-
YPAPWY TO OTIOLO TPOCPEPOVY OE UNVLOLX CLUYNV WS PACT XPNUO-
TOPOEC ATO TLE DOCELC KOL TNV €EOPANCT UTOAOLTIWY TWY TPO-
YEOUUMATWY XENUATODOTNONCG

o OUOAOYLAKEC XTOULTNOELC
TLTAOTIOLNOY ETOLPLKWY OOAOYWY LVPNANG amodoon (high—yield,
junk bonds), OUOAOY®WY VADILOUEVWY AYOoPwY (emerging market
bonds), ETALPEPLKWY XOPNYNOEWY, K.0. ETLAEYMEVWY UE CUYKEKPL-
LEVA KPELTNPLA, OFE AELOYPOPO UE UNVLOLEC XPNUATOPOEC, OTO-
VEPOV KoL KUULOLYOUEVOL ETILTOKLOV

o ETOLOLKOL AOYUPLOOUOL ELOTIOAKTEOL
‘OMWC OTO TMAPAdELYUX TNC OEALDOC 4
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o STEYUOTLKX SAVELX UE LTOVHKD okcLYHTOU!
To ONUOPLAECTEPA TEPLOVOLOK A OTOLXELN YL TLTAOTOLNnon. H
dNULOLEYLA KoL AsLTOLPYLX TwWV MBS Yo umopoVoe vo TEPL-
YPOUQPEL WG €ENG:
MU eguTtOpLKN Tpdmel

1.
2.
3.

ATOKTA KEPAANLX ATTO TO KOLVO £VAVTL TOK®Y, TO OTOLN
daveLlEL OE LOLOKTNTEC/EMEVOVTEC AKLYNTWY,

CUAAEYEL T OTEYAOTLKA DAVELN OTO XOUPTOPUANKLO TWV TE-
PLOVOLOK WY TNE OTOLXELWY,

. EKTLMA TOV TILOTWTLKO KILVOLUVO TIOV AVTLMETWTLLEL KOl
. @POVTLZEL YLO TNV TAPOUKOAOUTNON KoL €ELUMNEETINCN TWV

dAVELWY

TTVWoT& ¢ mortgage—backed securities, MBS.
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AVT QLTOV, N EUTOPLKYN TpATECH To LTTOPOVOE:

1.

YO TWANCEL TO CUVOAO TMWY OTEYAOTLKWY OOUVELWY TNC MUE
VTOONKN (mortgage pool) o€ LA EMEVOVTLKY) Tpameln

. N EMEVOVTLKN TPATEC N ONULOVPYEL EMEVOVTLKX AELOY PP TTOV

BLVOLVY UEPLDLO LOLOKTNOLAC OTLE XPNUATOPOEC TWY OTEYNOTL-
KWV dAVELWY

. N EMEVOVTLKY) TpAamela (UTOPEL VO) ECACPAALOEL UEPOC TWYV

XPNULATOPOWY UECH LOLWTLKNG AOPYAALOTLKNG ETAULPELOG

. N EMEVOVTLKN TPATEC K (UTTOPEL V) TTOPAXWPENTEL, EVAVTL AVTL-

TUMOV, TNV TAPUKOAOVVNON KoL EEUTINEETNOY TWY DAVELWY OF
AAAT LOLWTLKN XPNUAUTOOLKOVOULKN ETOLPELN

. T AELOYPAPO TIWOAOVVTOL OFE LOLWTEC KoL VECULKOUVUC ETEV-

OLTEC
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MEGw TNC TLTAOTOLNONG N ELTIOPLKY) TPATET O TTOV TP AX WEEL 0P~

XL T OTEYNOTLKA dAVELN, DEV XPELATETHL OVTE TA dAVELTOUEVNL

KEQAAOLO VO KOAVPEL EE OAOKANPOV, OVUTE TOV TILOTWTLKO KLVOLVO
KOL TNV TIUPEACOAOVTNC N TOVC VO AVOAXPEL. OAX VT ETILEPLL O-

VTOL OE dDLOPOPETLKOVUC PATILOVC AVIUECH OTNY EUTOPLKN TpATELQ,
TNV EMEVOUTLKY) TPATECN, TOUC LOLWTEC KOL TOVC EMEVOVTEC TOV

ayopalovy Tt MBS, TNV ACQPOUALOTLKN ETOLEELN, K.0.. Me TOV

TEPOTO AVTO, €V ECULPETLKA DVOKOANX PEVCTOTOLNOLUO TEPLOV-

oLaKO OTOLXELO OTWC N CUMPAOT €VOC LOLWTN ME ULa TpdTel

YLO TTOPOUXWPENOY OTEYNUOTLKOU OAVELOV, METUTPEMETAL OE VA

PEVOTOTOLNOLUO AELOYPAPO TIOV ETILTVYXAVEL ATIOTEAECUATLIKO-

TEPO ETMLUEPLOUO TWVY KEPAUAALWY KOL T®WY KLYdVVWY. H ayopd

TLTAOTIOLNUEVWY OTEYAOTLKWY DAVELWY UE TPOONUELWOT ULUTO-

VNKNC OUCLYNTOU OVOPEPETAL CTNY AYYAOPWYN PLPALOYPXPLO WOC

secondary mortgage market.
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Loan #1

Loan ﬁ

Loan #3

Loan #4

Loan #5

Loan #6

Loan 7

Loan #8

Loan #9

Loan #10

Monthly cash flow

Interest.
Scheduled principal repayment
Prepayments

Interest
Scheduled principal repayment
Prepayments

Interest
Scheduled principal repayment
Prepayments

Inferest -
Scheduled principal repayment
Prepayments

Interest
Scheduled principal repayment
Prepayments

Pass-through: $1 million par
pooled martgage loans

Interest
Scheduled principal repayment
Prepayments

Pooled monthly cash flow:
Interest
Scheduled principal repayment

Prepayments

Interest
Scheduled principal repayment

Prepayments

Interest
Scheduled principal repayment
Prepayments

Interest
Scheduled principal repayment
Prepayments

Interest
Scheduled principal repayment
Prepayments

Each loan is $100,000

Total loans: $1 million

Rule for distribution of cash flow
Pro rata basis

Fabozzi et. al. [2]

MBS . Mny7

Wola

/7

ETideLEn dnuLovpy

2 xHua 1
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4 TLTAOTMOLNUEVO CTEYOUOTLKO ODAVELOL

e TO MPWTO TLTAOTOLNUEVO AELOYPOPO UE EENTPAALOT) OTEYAOCTLKX
eVLTOONKA daveLa dnULovpyYNOnke ot H.M.A. to 1968. H
OEVTEPEVOVON AYOPA EVUTOUNKWY OTEYAOTLKWY dAVELWY
OTNY XWPEX VTN €LVOL EEALPETLKA dPUOTNPLA KoL PEVOTN, KO-
VWC UEYAAO TOCOOTO TWV TLTAOTOLNUEVWY AELOYPAPLWY EXOVV
™V €EACPAALON TNG KUPEPYNONG UECH KPOUTLKWY OQYAVLOUWY
Ko popewy (GNMA, FNMA, FHLMC, k.o.).

— Federal National Mortgage Association—FNMA 7 Fannie Mae
ANULOLPYNONKE TO 1938 KoL TMEAKELTAL YL TNV TOANLOTEPEY UTNNEECTA TLTAOTOLNO
EVUTIOONKWY OTEYAOTLKOY dAVELWY. AV KoL (VoL TAEOY E£TOLPELX UE METOXOUC €&-
UKOAOVTEL VO TEWPELTAL «KKPATLKNY WC TMPOC TN OLYOLELA TWY €ENCPUALCEWY TOL

TPEEXEL AOY W TILOTWOEWY TOL dLATNEEL oTo U.S. Treasury.
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— Government National Mortgage Association—GNMA 7 Ginnie Mae
ANULOLPEYNONKE TO 1968 WC spin—off Tou FNMA KoL dLaTnEEL TOV KPATLKO TOL XOQUKTNE.
> MOVOOPAPEL TO BEOUS TNEC TLTAOTOLNONE EVUTIOTNK WY CTEYAOCTLKWY dAVELWY ATO TPATELEC
KoL GAAOVC XPNUATOTILOTWTLKOUEC OPYAVLOUOUE TPOCPEPOVTOUC EENTPAALCELS YLOL TNV
OMOAN METAPLPUON TWY XPNUATOPOWY ATO TOUC dAVELLOUEVOUC OTOVUEC XYOPOUOTEC TWY
TLTAOTIOLNUEVWY AELOYPAPWY.

— Federal Home Loan Mortgage Corporation—FHLMC 7 Freddie Mac
Etowpela ue HETOXOVCE, ovTloToLXN TNG FNMA ue €€eLdlkevon o€ TLTAOTOLNOELS KOTO-

VETLKWY OPYAVOLUWY.

e OL TPOUVAPEPOUEVOL KPATLKOL OPYOVLOUOL ELTE TLTAOTOLOUVY
(TPWTOYEVN)) OTEYAOTLKA EVUTMOUNKA JAVELX TOU TANPEOVY
KATOLEC EAXXLOTEC TPOVTOTEDELS, AYOPACOVTAC TA ATO TLE TPO-
MeCEC IOV TAU XOPNYOVYV, ELTE MPOCPEPOVY EEMTEPLKEC TILOTMWTLKEC
eEUOPUALOELC OE TLTAOTOLNUEVA AELOYPOPO TIOU €KOLOOLY UM
KEOTLKOL OPYVLOUOL.
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e TTOAOYLTLETOL TWC UE TOV €VA 1) AAAO TPOTO OL CUYKEKPLUEVOL
KPOTLKOL OPYOXVLOMOL EUTAEKOVTIONL OTNY €kdoomn To 98% 1Tng
OUVOALKNC aZlac Twy MBSs otnyv auepLkavikn) ayopd (58% ot
FNMA kot FHLMCQ).

e EZLOOVL dpaoTNPLEC DEVTEPEVOVOEC AYOPEC EVUTIOUNKWY OTE-
YOO TLKWY OAUVELWY CUVAVTAIUE OTO HVWUEVO BAOUAELO, OTNV
Tamwvlo KoL oTtTny ToAACL.

e > TNV EANADA TA UEYEDMN €0Vl ULKPOTEPN KOL CPOUAWE UN CL-
YKEUOLUO LE TLE TIPOAVOPEPOUEVEC AYOPEC. TNV TAPOVCH PAOT,
OTNY XWPEOU ULOC TTPOEXEL N KATLEPWON EVLALWY TPEOTUTWY CTINV
(MPWTEVOVON) AYOPX CTEYAOCTLKWY EVUTIOTNKWY DAVELWY, WOTE
Vo  UTAPEOUY OL  TPOUVUMOVECELL  dNULOVPYLAC PEVOTNG
BEVTEPEVOVOOC ALY OPAC.
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5 XEeNUATOPOEC KoL KLYOVUYOL

e H emMEVOLON OE TLTAOTOLNUEVA EVUTOUNKN OTEYXOTLKX DAVELQ
(amd’'dw koL mEpA MBS) mpoo@EPEL XPNUATOPOEC AVTLOTOLXEC
UE QUTEC TWY OUOAOYWY, OAAX o€ TLO oux VN Paon (avd uNvo
EVOVTL TWY ECAUNVLOLMWY/ETNOCLWY KOUTOVLWY TWY OUOAOYWY)

o OL XPNUATOPOEC TWVY MBS amoTEAOUVUVTOL ATIO TLE UNVLALEC DOOCELC

TOWY EVUTIOTNKWY CTEYUOTLKWY dAUVELMY (TOKOL KoL ATTOTIANP WU
KEPOUAONLOV) KOTWC KoL TILTAVEC TPOWPEC ATIOTIANPWMUEC TOL dAVELOL

e OL MPOMWPEC AMOTANPWUEC TMWY EVUTIOTNKWY CTEYNUOTLKWY dOUVELMY
IOV TLTAOTIOLOVVTOL O €vat MBS amoTeAOVY OVCLOOTLKX KOL TO
LOVAbLKS aBEBoLOF LEPOC TWY XPNUATOPOWY TOU

fTaPEPaLo LTS TNV €vvoLa TOL TATE KoL UE TOLA cLUXVOTNTA T TPOKVPOLV



12743, MN.M.X., Aoy&Xpen, O.M.A. 19

o H apePotdTNTAU TOWVY TEPOWPE®Y ATOTANPWUWY dNULOVPYEL TOV Po-
oLkd KLVdLVO (prepayment risk) TTOU AVTLULETWTLLEL O EMEVOVTNG
oc MBSs:

— Y€ TEPLODOVC TMTWONE TWY ETLTOKLWY, OAO KoL TEPLOCTOTEPOL
daveLlouevol Vo CTEVCOLVY VA ATOTIANPWCOVY TEOWEN N VA
ETIOVOUXPNUATODOTNOOVY T OTEYAOTLKA EVUTTOUNKON dAVELX
TOUC OV ATMOTEAOVY TO mortgage pool. EToOL OL KATOXOL TWYV
MBSs eLoTpATOVY VPNASTEPEC XPNUATOPOEC OE TEPLODOLC TTIOV
OEV UTOPOUY VA TLC EMAVEMEVOVOOULY TOUPX OE XOUNAECQ
amodOoELC. OO0 MPOTLMOVOCAY VO UNVY AUTOTANPWYOVTIY T
OAVELO KOL VYO CULUVEXLOOUY YO OTMOYEPOLY Ta (TWPa VP”N-
AOTEPN) TPOCUMPWVYNUEVA ETLTOKLY TWY OTEYAOTLKWY. O
KEVOLVOC AVTOC AUVUPEPETOL WC contraction risk.
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— X € MEPLODOLC AVODOU TWY ETMLTOKIWY, OL XPNUATOPOEC TWYV
MBSs Vo €Zoaptn®olVy amd TNy ocLVVYECN TOU mortgage pool.
‘Ooa MEPLOTOTEPA TA OTEYNUOTLKA DAVELAX OCTAVEPOV ETLTOKLOV
oTNY cVVBECN TOV, TOCO VA EAXXLOTOTOLOVVTOL /UNOEVLTOVTOL
OL TPOWPEC OAMOTMANPWUES, KOL TO OEOUEVUEVA KEPAAOLO
OTO TLTAOTOLNUEVO OCTEYAOTLKA EVUTTOUNK X DAVELX ATTODLOOLY
ALYOTEPO aAmO 60O Vo AMEDLDAY UE TAU VPNAOTEPA TPEXOVTA
ETLTOKLY OTNY ayopd. O KLVOILYVOC AVTOC VOUPEPETOL WC ex-
tension risk.

— KATOLOL EMEVIVTEC ATOPEVYOLVY VX EMEVOVOOVY 0 MBSs AOYW
contraction risk
Mopddelyuo: ACPUALOTLKO TOMELO UE OVAYKEC TANEPWUNCG
OTAVEPWY UNVLALWY CLUVTAEEWY, TPOCEYUEVA TPOCUPUOCUEVEC
OTLC ELOPOEC TLTAOTOLNUEVWY AELOYPAPWY MBS
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— KATOLOL EMEVIVTEC ATOPEVYOLVY VX EMEVOVOOVY 0 MBSs AOYW
extension risk
MNopddelyuo: Eumoplkn Tpdmelo IOV EMEVOVEL TLEC KATATETELC
TWY MEAXATWY TNS o€ MBS otadepoV eMLTOKLOV

o TO EPWTNUATA TTOV TPEOKUTTOVY ELVOL:
[o] MwC UTTOPOUVUE VO TTOCOTLKOTIOLNCOVIUE TNV AVOULEVOUEVT) ETIL-
dPOO ™ TOV KLYOUVOU UMOTANPMWUNG OTLE XPNUATOPOEC TLTAOTIOLY)-
LEVWY OTEYNOTLKWOY dAVELWY, KOL
[B] MTopoVue Vo OXEDLACOUVUE TLTAOTOLNUEVA EVUTIOUNKON OTE-
YOO TLKX DAVELO UE TETOLO TPOTO WO TE VA ELVOL EELOOV EAKVOTLKX
O€ EMEVOVUTEC OV AVTULMETWTLCOVY contraction risk N extension risk;
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6 TTMOAOYLOWKOL MOOWMWPWLY OLTLOTTANO WMWY

e Mg dEDOUEVA TA X APAKTNPELOTLKA TNG CUAAOYNE TMWY EVUTIOVNK WY
OTEYNOTLKWY dAVELWY TOVU ATMOTEAOVY TOo MBS, kaBwc kKow T
LOTOPLKA ETILTEDX ATOTIANEWUWY TOV, UTTOPOVILE VO VUTTOAOYLOOUVWUE
TOV €TNOLO PLVHUO ATOTIANPEWUNE IOV OVOLEVOUVLUE OTO UTTOAOLTIO
™NC CWNE TOV TLTAOTOLNUEVOL AELOYPAPOU

e O 8eOUEVUEYOC PLDUOC ATLOTMANEWWNG (conditional prepayment
rate, CPR) €Lyl TO €TNOLO MOCOOCTO TOU UTOAELTOUEVOL Ke-
POANLOL TOU MBS TO OTMOLO AVUUEVOUUE VA ATOTIANPWDTEL KXde
£€TOC

e Ex TV MpayudTtwy, 6co mLO «VEoy to MBS, TO00O ULKPOTEPO TO
avoeVOuEVO CPR. Lot AOYOUC OLUYKPLOLMOTNTOC METAEY TWV
(AVOEVOUEV®Y) PLTUWY TTEOWPWY ATTOTIANPE WMWY dLOPOPETLIKWY
MBSs xpeLolouaoTte KATOLo TPOTLTO (benchmark)
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e Eva cuyNTVLOUEVO TTPOTUTO €LVOL TO AEYOuevo 100 PSA

(2% (%) L, ovt< T
100 PSA (2%, t,7) = { (1)
x% oV t>T

\

TO OTOLO UTOTVETEL TIWC O ETNOLOC DECUEVIEVOC PLUTUOC ATTOTIAN-
PWUNG CPR CekLvdel amd TO UNDEY, AVEAVEL KATE UNVA ZUT% TOVC
MEWTOVC T UNVEC, KoL EKTOTE MAPAULEVEL OTHTEPO OTO EMLMEDO
™oV %

o AVAIAOYOQ UE TOV OLVOEVOUEVO PLUTUO ATTOTIANPWUNG TOU KAVE OL-
APOPETLKOV MBS umopoUue vo XPNOLMLOTOLNCOUVUE TTOAAXTIAXCL O
Tou mpotumouv (256 PSA, 75 PSA, 350 PSA, K.T.A., PAETE KOL

xNua 2)
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Annual CPR

150 PSA

Q

X ——————mmmm -

100 PSA

MBS Age (in months)

50 60 70

10 20 30 40

> XNUX 2 ZVYKELOTN TOL MPOTUToOL PSA 100 KoL TTOAAXTIANC (WY TOV
ue 7 = 30 UNVvecC



12743, MN.M.X., Aoy&Xon, O.I.A. 25

e [MPOKELMEVOLU VO UTTOAOYLOTOUY OL UNVLOLEC AMOTMANPWUES, TO
CPR MPEMEL VO UETATPATEL ATO €TNOLO COE UNVLOLO PLOUS UECW
NG AWCOAOVUNG €ELOWONG

1
SMMR=1-[1—-CPR]2 (2)
OTIOV O UNVLOLOC PUBUOC aVAPEPETOUL WC Single—Monthly Mortality
Rate, SM MR

e TO MPOWPA ATOTIANPEMWTEY TOCO AVA U VA UTTOAOYLLETHL ATO TNV
AUCOAOLVTN OXEOT

PREPMT; = SMMR x (OPB; — PAy) (3)

OOV 7N TPEOWPEYN ATOTANEWUYN TOV UNVA t Kodoplletow amd TO
SMMR, TO UTOAELTIOUEVO KEPAANLO TOV GUVOAOL TWY TLTAOTOLN-
LEVWY EVUTIOTNKWY CTEYAOTLKWY davelwy (MBS pool) otny op-
XN TOL UNVA ¢, OPB, KOL TNV TEOYPULUATIOUEYY ATOTIANPWUN
KePOUAXLoV, PA; katd tov uNva ¢t (scheduled principal amortisation)
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e > TO Lecture7Demo.xls UTTOAOYLCOVTOL OL OVOUEVOUEVEC UNVLONLEC
XPNUXTOPOEC €VOC MBS, €Z0C@PAUALOUEVOV E(TE ME EVLUTOUNKA
OTEYNOTLKA dAVELX OTATEPNC TOKOXPEWAVTLKNG ddong (CPL),
eLTE OTAVEPNC ATMOTIANPWUNG KEPUALOL (CAL), CUVOALKOV VPOouC
400 ekot. €, otodepov emiLtoklov 7,5%, (LEONC OTATULKNG)
dLdpkeLacd 360 UNVAY, KOL ATOTANPWUESC TOU KOAOLVTOUY TO
TpotTuTo 100 PSA (6%, t,30)

o > TH ZXNUATX 3—5 Ko 6—8 TaPoVOLATOVTOL OL XPNUXTOPOEC TOV
MBS avd €T16¢ vYia evumtoOnka oteyooTikd davela CPL kouw CAL
AVTLOTOLX X, OTMWC TPEOKUTTOVY MO TOUC TOKOUC KoL TLS (Tpo-
YPOUUMUATLOMEVEC KoL TTPOWPEEC) AUTOTANPWUES KEPUAXLOV, YL DL-
AUPOPETLKOVC pLTUOUC TIPOwWENC ATOTANPWUNS (PSA benchmark)

SH dLdpkeLo (weighted average maturity) evO¢ MBS €0vo OVCLAOTLKA 1) LECT) BLAPKELXL

OAWY TWY EVUTIOUNKWY CTEYACTLKOY dAVELWY TOL TO €EACPAUALCOLY, kKAde ulo
OTOUOULOUEYT) UE TO TOC O TOL KAVE davelov.
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€ 40,000,000.00

€ 35,000,000.00 -

€ 30,000,000.00

€ 20,000,000.00 -

Annual CF

€ 15,000,000.00 -

€ 10,000,000.00 -

€ 5,000,000.00 -

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31
Year
‘ O Annual Interest Payments B Annual Amortisation & Prepayment ‘

> XNua 3: Etnoileg xpnuatopoec MBS (TOkOL KoL XTOTANPWUEC)
EVUTIOVNKWY OTEYACTLKWY dorvetwy CPL ue mpdédtumo 0 PSA
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€ 50,000,000.00

€ 45,000,000.00 -

€ 40,000,000.00 |
€ 35,000,000.00 | I
€ 30,000,000.00 |

€ 25,000,000.00 -

Annual CF

€ 20,000,000.00 -

€ 15,000,000.00 -

€ 10,000,000.00 -

€ 5,000,000.00 -
€0.00 \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31
Year

‘ O Annual Interest Payments B Annual Amortisation & Prepayment ‘

> XNua 4: Etnoireg xpnuoatopoec MBS (TékoOL KoL XTOTANPWUEC)
EVUTIOUNK®WY OTEYAUOTLKWY davelwy CPL ye mpdtumno 50 PSA
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€ 70,000,000.00
€ 60,000,000.00
€ 50,000,000.00

€ 40,000,000.00

Annual CF

€ 30,000,000.00

€ 20,000,000.00

€ 10,000,000.00

€0.00
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31
Year
‘ O Annual Interest Payments B Annual Amortisation & Prepayment ‘

> XNua 5: Etnoileg xpnuatopoec MBS (TOkOL KoL XTOTANPWUEC)
EVUTIOUNK WY OTEYAOTLKWY dovetwy CPL ue mpdétumo 150 PSA
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€ 50,000,000.00

€ 45,000,000.00 -

€ 40,000,000.00 -

€ 35,000,000.00 -

€ 30,000,000.00 -

€ 25,000,000.00 -

€ 20,000,000.00 -

€ 15,000,000.00 H FH FA FIFLFLFLFLFL F F L L L

€ 10,000,000.00 -

€ 5,000,000.00 H 1 FAFIFLIFTFY FL F R FL L L L

€ 0.00

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31

‘I:IAnnuaI Interest Payments B Annual Amortisation & Prepayment ‘

> XNua 6: Etnoilec xpnuatopoec MBS (TOKOL KOL XTOTANPWUEC)
EVUTIOUNK WY OTEYAOCTLKWY davelwy CAL ue mpdtumo 0 PSA
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€ 60,000,000.00

€ 50,000,000.00
€ 40,000,000.00 -
€ 30,000,000.00 -

€ 20,000,000.00 -

€000 T T T T T T T T T T T T I T r o r T r T T T !!!!I

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31

‘I:IAnnuaI Interest Payments B Annual Amortisation & Prepayment ‘

>XNua 7: Etnoileg xpnuatopoec MBS (TOKOL KOL XTOTANPWUEC)
EVUTIOUNK WY OTEYAOCTLKWY dovelwy CAL ue mpodtumo 50 PSA
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€ 70,000,000.00

€ 60,000,000.00

€ 50,000,000.00 -

€ 40,000,000.00 -

€ 30,000,000.00 -

€ 20,000,000.00 -

€ 10,000,000.00 -

€ 0.00

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31

‘I:IAnnuaI Interest Payments B Annual Amortisation & Prepayment ‘
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> XNua 8: Etnoileg xpnuatopoec MBS (TOKOL KOL XTOTANPWUEC)
EVUTIOUNK®WY OTEYAUOTLKWY davelwy CAL ue mpdtumo 150 PSA
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e EvavtL tTn¢ uE€oncg otaduLkng duapkerog (weighted average maturi-
ty) €vO¢ MBS, TOAAEC POPEC XPNOLULOTEPT) TOCOTNTA ATMOTEAEL M
w€om Lwn (Average Life), ToOv VTTOAOYLLEL TOV XPOVO (O UNVECQ)
IOV XPELACETOL TIPOKELUEVOL VO ATIOTANPWUEL TANPWCE TO GUVOAO
TOVL mortgage pool

T
t PA PREPMT,
AL — Z X ( t —"_ R t) (4)
= OPBy

omov T N uEon otaduLkn) dLdpkeLa Tov MBS og UNveg, t © UNvoc,
OPBy TO GUVOAO TOV mortgage pool, kow PA; kow PREPMT; m
TEOYPOUUUATLOUEYTN KoL TTEOMWPEN ATOTANPWUN TOV UNVA ¢

e O MUPAKATW TLVOKOC TAPOVOLATEL TNV UEoN TwN) TOL mortgage
pool YL dLOPOPETLKOVC PLIUOVC TPOWPENE AUTOTANPWUNG
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MBS upe CPL oteyYooTLkX dAVELX
PSA 0 50 100 150 200 300 400
AL
MAvec 242,75 181,38 140,89 113,40 94,17 69,96 55,89
Etn 20,23 15,12 11,74 9,45 7,85 5,85 4,66
MBS ue CAL OTEYQOTLKA dAvVELN
PSA 0 50 100 150 200 300 400
AL
MAvec 180,50 140,97 113,85 94,70 80,79 62,44 51,17
Etn 15,04 11,75 9,49 7,89 6,73 5,20 4.26

Mivocoac 1: H uy€on Twn touv MBS Ttou TopodelYUXTOC MOUC WC
CLVYAPTNON TNC TOUXVTNTUC AUTOTIANPWUNG
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7 TTOOSLYWUOLTO OLKOL MWOLTMY TLOOOLOECNC
(Option models)

o T UTOJDELYMOTH VT XPENOLUOTOLOVY T1N) VEWPLN XTTOTLMNONCG
SLICOULWUATWY TPEOULPECNS YL VO UTTOAOYLOOLY TNV Lo TOU
OLKOLWUATOC TWANGCNEC TOU TLTAOTOLNUEVOL EVUTIOUNKOL OTE-
YOO TLKOU dUVELOVL TTOV dLATNEOVY OL dAVELTOUEVOL, ATIOTTANPWVOVTHG
TEOWPEX TNV OPELAN (prepayment option)

e [MPOKELTOL OVOLOOTLKA YL €V DLKOLWUXTOC TWANONS (put op-
tion) €TL TNC EMLTOKLAKNEG DLOPOPAC AVAUETH OTO TPEXOV ETLTOKLO
OTEYOUOTLKWY dAVELWY Y, KOL OTO €TMLTOKLO TWV OTEYNOTLKWYV
davelwY Tov mortgage pool, .1

TKat avtiotouxla, mpdkeltor yLa €val dLkalMOUaTog oyopdc (call option) €Tl TNg

a€LOC TOVU OTEYONOTLKOU dAVELOV, N) OTOLA ECVOL AVTLOTEPOYOC AVAAOYT TOV spread
Y —r.
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e > TNV AMAOVCTEPN LOPPN OVTWY TWY LVTODELYUATWY N TLUN EVOC
TLTAOTIOLNUEVOL EVUTIOTNKOL OTEYAUOTLKOU dAVELOV ELVOL

Psec = Pr—-goND — IPREPAY, OPTION
N oELa EVOC KPOUTLKOU OMOAOYOUL (OLOC DLAPKELAC UELOY TO OL-
Kotwuo ayopdg (call option) mou dLatnpeel o davellouevog. O
eMEVOLTNC o€ MBS £€XEL OVOLAOCTLKA TIWANCEL AVTO TO BLKALWUA
QY OPAC
e AV TO ETLTOKLA TWY OTEYAOTLKWY dAvEL®Y UELWTOUVY, N afla

TOU OLKOLWUATOC AYOPAC VEAVETOL. H OXEomn Twy amoddoewy
eLVOL

Ysec = YT-BOND 1+ YPREPAY OPTION:

® 3 KOTOG TV LVTOJELYMATWY ELVOL O UTTOAOYLOUOG TOV YPREPAY OPTION:
YVWOTO W option—adjusted spread, OAS (PA. Lecture7Demo.xls).
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8 XenNwatooLkovowlkn wnxovikn: CMOs

e Ml ATO TLEC KOLVOTOULKOTEPEC LOEEC OTNY TLTAOTOLNCN €VUTO-
VNKWY OTEYAOTLKOY DAVELWY ELVOL 7 dNULOVPEYLX XELOYPAPLY
LE DLOPOPETLKY) EKVECT OTOV KLVILVO ATMOTANPWUNSG (prepayment
risk) LECKW TNC AVUOLAVOUNG TWY AVUULEVOUEVWY XPNUATOPOWY

e H KEVTPLKN LOEA ELVOL 1) DNULOVPY LA TLTAOTOLNUEVWY AELOY PPV
LE DLOPOPETLKOUC AVOUEVOUEVOUC PLVUOUC ATOTIANPWUNG amtd
TO (BLO mortgage pool, Ta Acyoueva CMOs (Collateralised Mortgage
Obligations)

e T CMOs deV ATMAAELPOVY TOV KLVOUVO ATMOTIANPWUNG. H emituX o
TOUC EYKELTOL OTO OTL AT TO (dLO mortgage pool TPOKUVTTOVY TL-
TAOTOLNMEVA AELOYPUPA €ELOOV EAKVOTLKA OE E€MEVOVUTEC TOV
OVTLULETWTILCOVY contraction risk KoL extension risk
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8.1 CMOs oTodLOKNG ATOTANEWWNG!!

o [MpwToeuavioTNkay To 1983 otic H.M.A., KoL 1 PaoLkn LdEx
elvoll OTL TO OUVOAO TWV EVUTOTUNKWY OTEYNUOTLKWY dAVELWY
IOV TLTAOTOLOVVTOL XWELLETOL O KOUUATLO/TAEELC (tranches) Ta
OTIOLO TTOTIANPWVOVTOL CTADLAKA KoL UE CELPA TPOTEPALOTNTAC

o NLa MapddeLyua, To MBS Vpoucg 400 ekat. € oL eLdAUE TELY Vo
UTopovoe vo yetatpanel oto CMO tovu lMivoka 2

e H LOEA eCValL WG OL TECOTEPELE DLAPOPETLKEC TAEELC ATIOTTANPW-
YOVTOL KOL OTMOCVPOVTHL oTodLakd: kKade unve, kade TAEN
ELOTIPATEL TLEC XPNUATOPOEC ATO TOUC TOKOUC ETL TWY UTOAELTIO-
LEVWY OPELAOUEVWY TTOC WY, XAAX OTTOLADONTIOTE ATOTANPWUY) KE-
POANLOL (TPOYPOUUUATLOMEYN N TEOWPEN) KATEVTUVETOL OPX LKA

ISequential-pay CMOs
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OTOVUC KATOXOUC TNC MPWTING TAENG, UEXPL OVTY) VO XTIOTIANPW-
Vel TANPWC KoL VO TTOCVPVEL. TNV CUVEXELN OL ATIOTANPWMUEC
KXTEVOUVOVTOL TNV deVTEPN TAEN) UEXPEL VO UTTOTANPWUEL KOWL
aVTN, K.0.K.

Tranche TPocg EmutoKLo
A 194.500.000 7,5%
B 36.000.000 7,5%
[ 96.500.000 7,5%
A 73.000.000 7,5%

> UVoAO 400.000.000

MNivokoac 2: TrTodetikd CMO Tecodp®wY TAEEWY

e > TO Lecture7Demo.xls TopoLoLACOVTOL XVOAVTLKX OL XPNUATOPOEC
tov CMO ava unva
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e OL KAVOVEC OTAOLOKNG OAMOTMANPWMUNG KATE TAENC UTOPEL VA
ECVOL YVWOTOL, OL TPUYMUOATLKEC OUWC XPNUATOPOEC Ot kade
TAENG ECOUPTWVYTOL ATO TO UTOAOLTOUEVO KEPAAONLO KATE UNVA,
TO OTOLO ECUPTATOL KE TNV CELPA TOL ATO TOVE PLIULOVC UTIOTIAN-
PWUNG. Apd KATOLX VTIOTECN YL TO PSA (VoL OVOYKOLO KOWL
€W YLN TOV KXTOPLOUD TWV AVAUUEVOUEVLY XPNUUTOPOWY

e O MMivokag 3 cuvoPlilel TL EMLTUYXAVETHL UE TNV dNULOLEYLX
TV CMOs oTOdOLOUKNG ATMOTANPWUNG. ATO TNy ocVYKPELON TNG
weong TwNg (AL) tov avtiotolxov MBS pe tny ueéon Cwn twy
BLOPOPETLKWY TAEEWY TOL CMO PAETOVUE TIWC ATO TO (OLO mort-
gage pool KAUTUPEPYOULUE VA dNULOVPYNOOLUE XELOYPUPO UE DL-
AUPOPETLKN EKTECT OTOV KLVOILYVO ATMOTMANPWUNS. Ol CLUVLOTWOEC
TOV extension KOl contraction risk ETLUEPLTOVTOL DLOPOPETLKA OTLE
4 ta€eLc tov CMO.
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OuolLaoTLkd oL Tagelg A ko B (I kot A) TPOGPEPOLY TPOCTAC LN
€VOVTL TOL contraction risk (extension risk) otic Ta€elc M kow A (A

KoL B).

PSA MBS  Tranche A Tranche B Tranche ' Tranche A
50 181,38 90,45 190,99 252,92 333,00
100 140,89 61,10 132,89 188,57 294 16
150 113,40 46,78 100,06 144,20 248,75
200 94,17 39,01 78,49 115,30 206,35
300 69,96 31,02 61,42 81,57 145,79
400 55,89 26,19 48,39 64,38 109,52
500 46,86 23,22 40,15 52,90 86,70

Mivokog 3: H ueon Cwn kade TdENg evdg vovetikov CMO koL Tov

AVTLOTOLX OV MBS YL dLOPOPETLKOVC PLUTUOVC ATOTANPWUNG
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8.2 CMO ue aroVsuatikn togn™*

e MU cLUVNTNC THEAAANYT) ELVOL VTY) OTNY OTOLX Lo TAEN (tranche)
dEV ELOTPATEL KATOAOL TOKOUC.

e OL TOKOL TNC TAENC AVTNC (Z tranche) XPNOLLOTIOLOVVTOL TTPOKEL-
LEVOL VO ATTOTIANPEWTOVY YPNYOPOTEPN OL TIPONYOUVMEVEC TAEELC.
Oty VTEC AMOTMANPEWTOVY MANPWCE, N TAEN Z SLOTMPATEL KAde
LAV UOVO (TPOYPOUUUATLOMEVEC KoL TPOWPEEC) OMOTANPWUEC
LEXPLC OTOV TO UTOAELTIOUEVO KEPAAONLO KOL OL TPOOCTLTEUEVOL
TOKOL UTMOTIANPMWOOVY TANPWC

e H TAEN Z AELTOUPYEL OVCLAOCTLKA WC €V OUOAOYO AVEV
KOUTLOVLWY (zero—coupon bond) KoL ATMOTEAEL EAKVOTLKY) EMEVOLOTN
YLot OCOUVC OLVNOLYXOUY YLO TOV KLYOUVO EMAVETEVOVONG (reinvest-
ment risk) AVOUUEVOUEVLY XPNUATLKWY ELOPOWY TOULC

**Accrual CMO
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8.3 MBS We TALELE TOKWY KoL AROTANOWUDY!T

o [MpwTOoEUYAVIOTNKOY TO 1987 oTLc H.IMT.A. KOl ATMOTEAELTOL ATtd
dVO TAZeLC UOVO:
[o] ulat TAEMN M) oMol ELOTPATEL LOVO TOVC TOKOUC TepLodou (In-
terest Only, 10 tranche), Ko
[B] Ll TAEMN 1) OTOLA ELOTPATEL LOVO TLEC UTIOTIANPWMEC KEPUAXLOV
(Principal Only, PO tranche)

e H tTdZn IO €xeL oxedOV uUNdeVLKO pLOKO KoL TewpelTton ov-
TLOTOLXN MUE €VA KUPEPYNTLKO OUOAOYO UE UNVLOLO KOUTIOVL

e H taZn PO avaAouPdvel, OAO TO PLOKO OMOTMANPWUNG KOL YLO
TOV AOYO aUTO MPOCYEPETAUL O XaUNAOTEEPN TLUN (discount) amd
TO AELOYPUYO TOL avTloToLxov IO

1TStripped MBS
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O 3>VvvoYmn

e H TPAKTLKY) TNC TLTAOTOLNONG ATOTEAEL EVOY ECULPETLKO TPOTO
ATIOTEAECUATLKOTEPOV ETULUEPLOUOU TWY KLYOUVWY KoL TWY KE-
POANLAKWY AVAYKWY TTOV TEOKUTTOVY OTLEC CUVUAAXYEC DVOKOAN
PEVOTOTOLNOLUMY TEPLOVOLAK WY OTOLXELWY

e > € MPONYUEVA XPNUATOTLOTWTLKA LOPUUATA, OL LYOPEC TWVY TL-
TAOTOLNUEVWY AELOYPAPWY ATMOTEAOUY TNV deVTEPN TNV TAEN
AYOPX AELOYPAPWY OTHTEPOV ELOODNUATOC UETA TNV AYOPN TWV
OUOAOY WV

e H €CEALEN TNC XPNUATOOLKOVOULKNG UNXAVLKNG €XEL DWOEL TNV
BUVATOTNTA TPOMUEPNC EVEALELNC OTOV OXEDLAOUO TLTAOTIOLNUEVWY
AELOYPAPWY. Mg auTO TOV TPOTO, AVEAVETOUL N) EAKVOTLKO-TNTN
AUTWY  TWY  KELOYPAPWY OE  EMEVOUTEC  BLOUPOPETLKWY
VALY KWV ATOdOCEWY KoL PLOKOV
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10 TATM LoOMNWULOLTOC

e Saunders & Cornett [4], KE@QAANLO 28
e Geltner & Miller [3], Ke@dAaLo 19
e Brueggeman & Fisher [1], KepaAowo 20
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