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Proposed Scenarios
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Scenario Default Recovery Notes
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Scenarios and Notes

• We are open to further discussions on the scenarios.  Specifically:

1. What should the probabilities be?

2. Do we need more scenarios, especially in the middle of the distribution?

• The proposed matching approach is 

• Sum of RBC on collateral plus threshold (“error term”) term; VS 

• Sum of risk in each tranche, calculated as MAX (P&I loss, mapped RBC).  Mapped 
RBC is to the mid point currently used by RMBS/CMBS.

• Currently using Par Assets – Par Liabilities for Residuals “face”

• We are likewise looking for comments on the matching algorithm as well

1. What should be the threshold / error term?

2. Generally, comments on the matching mechanism.
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Next Steps

• Posting Cash Flows

• Posting .eco files

• Post detailed comparisons with CRP methodologies
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Comparison: big three methodologies
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Moody’s S&P Fitch

Corporate 
(Asset side)

Based on Idealized 
Default Curve and worst 
case weighted average 
portfolio rating (“WARF”) ; 
Diversity Score heuristic 
provides correlation.  
Output is binomial 
distribution.

Based on actual pool; 
Inputs are rating, maturity 
and industry.  Simulation is 
run with explicit 
correlation matrix.  Output 
is cumulative default rate 
required for each CLO 
rating.
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