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Coping with Subprime Overhang

� Sizing the downside
� A post-mortem of the liquidity/credit crunch
� European fallout in investments and markets
� Plumbing the depths for value

� What to buy

� What to avoid 

� Life after death of the SIV/Conduit/CDO bid 
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ARM Resets Peaking Now – More Foreclosures

First Arm Reset (including ARM IO) in next 2 years
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  Data Source:  1010data
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ABX Shows Bad Performance
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ABX Shows Bad Performance
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Subprime Price Declines
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European Mortgage Funding Costs: Up Dramatically

(Assumes High Quality Spanish Bank) (Assumes High Quality German Bank)
Unsecured July October Unsecured July October
Senior Debt (5years, to Libor)              +15-20bp  reverse Senior Debt (5years, to Libor)  +10-15bp  +60-70bp
T2 Debt ( 5years, to Libor)  +35-40bp  enquiry T2 Debt ( 5years, to Libor)  +40-50bp  +100-120bp
T1 Debt ( 10 years, to Libor)  +115-125bp  only! T1 Debt ( 10 years, to Libor)  +110-120bp  170-200 

Secured Secured
Cedulas (5years, to swaps)  +3bp  +12-25bp Mortgage Pfand (5years, to swaps)  -5bp  +1bp
RMBS (all-in debt only cost to Libor) RMBS (all-in debt only cost to Libor)
  Standalone (High LTV; Geog. Conc.)  +16.3bp  +97.8bp   UK (Prime)  +11bp  +48.5bp
  Standalone (Low LTV; no Geog. Conc.)  +13.9bp  +77.6bp   UK (Nonconforming)  +21.7bp  +103.3bp
  Mixed Pool (Low LTV; no Geog. Conc.)  +12.8bp  +80.3bp   Netherlands  +13.5bp  +42.5bp

Source: RBS Global Banking & Markets.
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Demand Side: Just How Big SIVs Were

All European ABS, All Ratings, 2006-2007YTD UK RMBS, Triple-A Ratings, 2006-2007YTD
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UK RMBS: Fundamentals Are Holding Up

Source: ABSNet, Investor Reports.
Source: ABSNet, Investor Reports.
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UK RMBS: Fundamentals Are Holding Up

Source: ABSNet, Investor Reports.
Source: ABSNet, Investor Reports.
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Plumbing the Depths

What to Buy?
n Aussie RMBS (Prime/Selected Non-prime)

n UK Prime RMBS 

n Dutch Prime RMBS

n CMBS (Watch for Slowing Prepays)

n Balance-sheet CLOs

n Selected Arb CLOs
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n Spanish RMBS
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Plumbing the Depths

What to Buy?
n Aussie RMBS (Prime/Selected Non-prime)

n UK Prime RMBS 

n Dutch Prime RMBS

n CMBS (Watch for Slowing Prepays)

n Balance-sheet CLOs

n Selected Arb CLOs

What to Avoid?
n Spanish RMBS

n UK Low Quality, Nonconforming RMBS

n Irish RMBS

n Selected Credit Card-Backed Transactions

Forget relative value, it’s all about absolute value.
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Two Sectors: Shorts and Longs

Rationale; Caveats

MBS Bancaja 4 High concentration of 2nd homes, low seasoning

Hipocat 11 High LTV (85.6% at issue), 70% concentration Catalonia

Madrid RMBS 1 High LTV (95.3% at issue), 70% concentration Madrid

Santander Hipot. 3 High LTV (90.2% at issue), concentration in Catalonia, Andalucía and Madrid

Mansard 07-1 High proportion of self-certified, interest only mortgages.

Eurosail 07-1 High proportion of poor quality credit and interest-only mortgages

Eurosail 06-3 High proportion of poor quality credit and self-certified mortgages

Landmark 2 Proportion of poor quality credit, interest-only and self-certified mortgages

Rural Hipotecario IX Low LTV (66.1% at issue), seasoned deal

TDA CAM 8 Low LTV (68.5% at issue), seasoned deal; 19.5% 2nd homes

Bankinter 14 No high LTV loans, low LTV (60.4% at issue); low seasoning

AyT Caja Murcia Hipot. II Low LTV (62.3% at issue), long seasoning; 54% Murcia concentration

Leek 19 Low proportion of poor quality credit, though high self-employed and first -time buyers

Clavis 07-1 Low proportion of poor quality credit; limited verification on full-status

Eurosail 07-2 Mostly 'near-prime' credit; 28% first time buyers

Alba 07-1 Low proportion of poor quality credit; though high proportion of 80%+ LTV loans

Spain

UK Nonconforming

Credit Sensitive Issues

Spain

UK Nonconforming

Less Credit Sensitive Issues

Selected Specific Recommendations

Position
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European Redemptions: Help May Be on the Way

0bn

10bn

20bn

30bn

40bn

50bn

60bn

70bn

80bn

Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

E
u

ro
Other

CMBS
RMBS

20082007



17

European Redemptions: Help May Be on the Way

0bn

10bn

20bn

30bn

40bn

50bn

60bn

70bn

80bn

Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

E
u

ro

0bn

10bn

20bn

30bn

40bn

50bn

60bn

70bn

80bn
Other

CMBS

RMBS
2006 Issuance

20082007



18

Global Disclaimer for Presentations by Advisory 
Areas to Investors

This document has been prepared for information purposes only. The investments and investment services referred to are not available to private customers within the meaning of 
the rules of the Financial Services Authority, nor for persons who are subject to US securities laws and should not be distributed in the US or to any US person nor in any 
jurisdiction in which its distribution would be prohibited.  It should not be construed as an offer or solicitation to buy or sell any securities or any interest in securities.

The information in this document is confidential and is intended for use only by the recipient.  It should not be reproduced or disclosed to any other person without our consent.  
This document remains our property and must be returned to us on request and any copies you have made must be destroyed.

This document is distributed on the express understanding that, whilst the information in it is believed to be reliable, it has not been independently verified by us.  We make no 
representation or warranty (express or implied) of any nature, nor do we accept any responsibility or liability of any kind, with respect to the accuracy or completeness of the 
information in this document. This shall not, however, restrict, exclude, or limit any duty or liability to a person under any applicable laws or regulations of any jurisdiction, which 
may not lawfully be disclaimed.

Each recipient of this document should make its own independent evaluation of the transaction and of the relevance and adequacy of the information in this document and should 
make such other investigations as it deems necessary to determine whether to participate in the transaction.

The Royal Bank of Scotland plc ("RBS"), and its affiliates, connected companies, employees or clients may have an interest in the securities (or related securities or other financial 
instruments or their related derivatives) ("Securities") mentioned in this document. This may involve activities such as dealing in, holding, acting as market-makers, or performing 
financial or advisory services, in relation to any of the Securities referred to in this document. It may also have acted as a manager or co-manager of a public offering of such 
Securities, and may also have an investment banking relationship with any companies mentioned in this document.

Neither of us should rely on any representation or undertaking inconsistent with the above paragraphs.

This document is issued by RBS, which is authorised and regulated by the Financial Services Authority. Any views or opinions (including statements or forecasts) constitute our 
judgement as of the date indicated and are subject to change without notice.

The Royal Bank of Scotland plc. Registered in Scotland No. 90312. Registered Office: 36 St Andrew Square, Edinburgh EH2 2YB.

The daisy device logo, 'RBS',  'The Royal Bank of Scotland'  and 'Make it happen' are trade marks of The Royal Bank of Scotland Group plc. Registered in U.S. Patent and 
Trademark Office and internationally.


