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agencies. Spreads in the CLO market by rating were mapped to the positions by Super Senior 
deal type as shown above. The total markdown on Super Senior was $6.5B along with another 
$2.4B on Lending and Structuring exposures (outside the Bank). 
By business unit: Cash CDO -$6.2B, ABS correlation -$2.5B. 

Nov 30 marks 
Values for end-Nov just out so don't have details but shadow ratings were updated (some up, 
some down) and CLO spreads were higher. Cash CDO: -$1.8B, ABS Correlation -$1.1B. 
Potential for additional writedowns 
There is substantial risk of more writedowns. 
• Market conditions could continue to deteriorate: Spreads are loosely tied to the CLO market 

which is still open though at much lower volumes. Further increases in CLO spreads either 
from higher risk premiums or market disruption could occur. 

• Performance of subprime loans will continue to be revealed and it could come out worse than 
currently forecast. The potential for fraud to front-load defaults is not yet known but is a 
concern of the bank. Ratings agencies may have to go through another round of re-ratings. 

• Possible change in judgment on appropriate spreads: If the bank moved to subprime ABS 
related market information, the discount margins would likely be higher. 

• Greater precision in analysis of deals: The current approach is still high level and does not 
factor in all the considerations that couId distinguish deals by expected CF, risk, and spreads. 
Additional analysis could reveal weaknesses that are not yet evident. 

• Markets could begin to trade again but at lower prices. 
• Collateral based analysis shows lower values: This is a reasonable alternative pricing 

approach, more directly tied to market information that indicates larger writedowns. 
• New management of the bank and the subprime positions couId decide to make changes to 

the valuation method to take more a hit now. 
Of course, some of these factors couId turn out better than expected. But on balance the trend is 
negative with considerable downside risk. 

Legal Entity booking , 
In general, across all businesses, the bank is the 'preferred entity for derivative transactions 
because it is a preferred counterparty while the broker dealer holds cash securities. 
• Liquidity Puts: all provided by the bank to support the credit rating of the ABCP of the SPVs . 

. When the associated ABCP was purchased it came onto the bank's books. There was an 
initial mistake, the first set of ABCP was booked on the broker/dealer but that was corrected. 

• US Cash CDO: The warehouse is exclusively in CFPI, a non-bank entity. Primary (unsold) 
and Secondary cash CDO inventory is held solely in CGMI, the US broker/dealer. Limited 
activity in derivatives, CDSITRS on CDO tranches that are booked in the bank. For the 
positions included on the 8K disclosure that came from the Cash CDO desk, $3.1 B was held 
in the bank, $6.7B outside the bank. 

• ABS Correlation: CDS on ABS were mixed between CGML and the London branch of 
CBNA, tranches of synthetic CDOs on ABS were mainly in CGML. There was trend to use 
CBNA London for more recent trades. As of the 8K disclosure, SS positions were $6B in the 
bank and $2.3B non-bank. 
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