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8.5.3 N1311 credit enhancement
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Asset Features

Asset Maturity of | Interest Rates | Static or Prepayment Rates | Delinquencies Annual Losses
Class Assets/Ave on Assets Revolving
Life
Mortgage Loans | 15-20 years MLR plus a Static 1% p.a. 40% for some 1%
(priced off MLR) | final / 7 years | spread of 1% to lenders (see Table 10)
2%, but some but were rising
fixed rate in 5/99
Hire Purchase 4 years/ 30- | Fixed Static 2.8% p.a. 13% for some 1% to 3.5%
Loans 32 months lenders (see Table 10)
(fixed rate)
Distressed Loans | 4-6 years/4 | Fixed and Static or Not applicable 100%, by definition | 15 percent (by
(priced off MLR) | years floating revolving because they are not assumption)
performing and not
(assumed) likely to prepay
Credit Cards Short term ~ | Floating Revolving Thai banks provide | Not available 5% net charge-
(adjustable rate) | 60 to 90 days convenience cards, Say, 15% (by offs
(assumed) typically paid off assumption) (based on
when due discussions)
Export Short term ~ | Varies Revolving Typically, export Say 10% Say 3% (by
Receivables 90 days receivables do not (by assumption) assumption)
(assumed) prepay
Infrastructure 10 years or Varies or not Static Typically, Say one interest Say, one interest
longer applicable infrastructure payment payment (by
(assumed) projects do not show | (by assumption) assumption)
prepayments
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Potential ABS Features

Asset Maturity of | Interest Rates | Currency Benchmark Rate Ratings Credit

Class Securities Enhancement

Mortgage Loans | 10-15 years | Floating Baht MLR Yes in the long run | Government or

(priced off MLR) | final (preferred in the guarantee SMC
short run) or senior/sub

Hire Purchase 4 years Fixed Baht or Dollar Governent Bond or | Yes in the long run | Reserve

Loans (which would US Treasuries (preferred in the accounts and

(fixed rate) need a swap) short run) guarantee or

senior/sub

Distressed Loans | 4-6 years floating Baht or Dollar BIBOR or LIBOR Yes on A piece Senior/sub,

(priced off MLR) (with swap) Preferred on reserve account
B piece and liquidity

support
Credit Cards 2-3yearsor | Floating based Baht or Dollar MLR International Spread account
(adjustable rate) | longer on MLR (which would and/or senior /
need a swap) sub
Export 2-3 years Typically, full Foreign currency | LIBOR or US CP International Senior/sub
Receivables payments due (which would or US Treasuries and/or external
upon receipt of | need a swap) guarantee
shipments
Infrastructure 10 years or T+300 bps Baht or Dollar Government Bond or | International Multilateral
longer (which would US Treasuries and/or financial
need a swap) guarantee
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Hypothetical Credit E

nhancement

Asset Market Market Net cumulative Some Other factors | Level of Credit Type of Credit
Class Foreclosure | Severity of Loss | losses of affecting credit Enhancement Enhancement
Frequency particular pool enhancement levels
Mortgage Loans 50% for 80% for triple-A | Adjust for pool Specific pool 40% for triple-A Senior
(priced off MLR) | triple-A performance performance relative | for prime pool subordination or
(assumed) (assumed) to prime pool financial guarantee
Auto Hire Not relevant | Not relevant 2.2% Originator specific 11% (5 x net Subordination,
Purchase Loans considerations may | cumulative loss) initial deposit,
(fixed rate) (assumed) change multipliers (US example) spread account
Distressed Loans From Recovery rates | Part of the Each deal requires Few benchmarks as | Senior
(priced off MLR) | corporate studies are still | analysis but other | stress tests based on | no such deals have | subordination and
default not fully factors also rating agency default | been done in perhaps financial
studies conclusive considered and recovery emerging markets | guarantees, plus
assumptions and few US deals liquidity supports
Credit Cards There isno | Severity of loss | Charge-offs are Stress tests on Highly dependent | Cash collateral
(adjustable rate) collateral can be total but | included in stress | payment rate, on deal structures accounts, spread
and so no this is not the tests but other charge-offs, portfolio accounts, initial
foreclosure | basis for setting | factors also yield, certificate rate, deposits, and
is feasible credit considered principal allocation perhaps financial
enhancement method, etc. guarantees
Export Foreclosure | Severity of loss | Part of the Delinquencies, Highly dependent | Over-
Receivables frequency is | can be total but | analysis but other | dilutions, losses on on individual pool | collateralization
not used for | this is not the factors also receivables are performance and its | and perhaps
corporate basis for setting | considered considered. concentrations to financial
receivables | credit Rating of seller and | individual obligors | guarantees
enhancement its performance risk
Infrastructure Corporate Severity of loss | Analyzed where | Corporate, operating, | Not possible to Guarantees, e.g.
risks are can be total but | many obligors are | technological, inter | generalize from World Bank,
important, this is not the involved, e.g., toll | creditor and liquidity ADB or financial
eg to PPA basis for setting | roads or industrial | risks guarantors
provider credit purchasers of
enhancement power 69




Possible Transaction Costs

(Placement and structuring fees are guesses, not tested with investment banks. We assume a

domestic or international transaction of 5 billion Baht or its equivalent)

Asset Placement Structuring Credit Legal Fees | Other Fees Comments
Class and Fees Enhancement
Fees
Mortgage Loans | 50 bps if 1% or more for | 50 — 75 bps for 25-30bps | 5-8 bps for ratings; other If done offshore,
(priced off MLR) | triple-A &> | initial deals guarantee from (more for fees 5 — 10 bps (printing, swap and other
100 bps if SMC or another international | filing, registration of fees would also
triple-B party deal) mortgages, etc.) be incurred
Hire Purchase 50 bps 75 to 100 bps 3/8 % pafor a 25-30bps | 5-8 basis points for ratings, | If done offshore,
Loans (because (because such monoline (more for other fees 5 — 10 bps, plus | swap and other
(fixed rate) triple-Aand | deals have been | guarantee international | car registration fees of 25 to | fees would also
medium term | done in deal) 50 bps be incurred
maturity) Thailand)
Distressed Loans | 1% or more 1% or more No external credit | 40 - 50 bps | 1% or more for due Fees will be
(priced off MLR) | ontriple-B (complex enhancement is diligence on loans, plus; high as
and 2%-6% | transaction) likely 10-15 bps for ratings, other | transaction is
on equity fees 10-15 bps novel and risky
tranches
Credit Cards 50 bps if 1% or more Subordinated 25-30bps | 5-8 basis points for ratings, | Placement fees
(adjustable rate) | triple-A & > | (new asset class) | tranche, which (more for other fees 5 — 10 bps could be higher
100 bps if might be retained | international for longer dated
triple-B by the originator | deal) transaction
Export 50 bps if 1% or more 3/8 % pa for 30-40 bps as | 5-8 basis points for ratings, | Transactions
Receivables triple-Aand | (new asset class) | monoline done other fees 5 — 10 bps may typically be
>100 bps if guarantee offshore larger
triple-B
Infrastructure >50 bps if 1% or more 25 bps pa for 30-50bps | 5-8 basis points for ratings, | Transactions are
triple-A & (complex World Bank plus | as likely other fees 5 — 10 bps typically larger,
>125 bps if transaction) 20 bps pa for a done so fees are a bit
triple-B monoline offshore and lower
guarantee complex o
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