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— Stability of ABS asset class
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ä Typically reference portfolios of

— 60-80 senior SF security tranches

— Usually rated ‘A’ or above

— High percentage (usually 75% or more) rated ‘AAA’

ä Reference a specific tranche and these must consider

— Position in the underlying transactions capital structure

— Prioritization of interest and principal cash flows

— Allocation of losses
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ä 3 Key Findings from Fitch Study

1. “Correlation between CDO tranches in a CDO Squared 
transaction is generally significantly higher than 
correlation between stand alone corporates in a typical 
CDO”

2. “The correlation between the underling corporate 
reference entities is a key driver of default correlation 
between CDO tranches”

3. Recovery Rates are a function of CDO tranche thickness
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ä Recovery Rates increase significantly as the tranche size increasesä Recovery Rates increase significantly as the tranche size increases

CDO Recovery Rates vs Tranch Size (by Stress Scenario)
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What is it?
ä The Index represents the Weighted Average Rating (WAR) of all 

reference entities in Fitch-rated static, synthetic CDOs.

ä The Index is updated monthly with the largest cross-holdings 
reported on FitchCDx.com

ä A full report is published quarterly highlighting recent trends in the 
analysis, including:

— Performance by vintage

— Individual deal performance vs the Index
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ä Portfolios of 220 Synthetic Arbitrage CDOs that have 
closed since January 2000 are included in the Index:

— 18 US CDOs

— 202 European (including 129 underlyings of CDO2)

ä The 1,121 reference entities and subsidiaries are 
linked to create the 953 parent companies that form the 
basis for Index computation 

ä Rating changes for each entity are tracked on a daily 
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Index Series- Aggregated CDOs by Vintage Index Series- Aggregated CDOs by Vintage 

ä Vintages 2001, 2002 and 2003 are comprised of 30, 53 and 137 public and private
CDOs respectively

ä 2001 series underperforms the Index by increasing at a much faster rate

ä 2002 series approximately coincides with Index until mid August 2002- then starts
underperforming the Index but at a slower rate than 2001 series

ä 2003 series tends to outperform the Index
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Rating Migration by VintageRating Migration by Vintage
ä Highest negative rating migration occurred in 2002 where the 

number of “fallen angels” jumped to 78 from 46 in 2001. 

ä 2002 rating migration most prevalent in the 2001 vintage CDOs
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Year-
end

Number of 
Sub-IG 
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affected by Credit 

Events
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of Credit Events

2000 31 0
2001 46 2 17
2002 78 8 63
2003 104 14 116



The 10 Most Frequently Referenced 
Entities
The 10 Most Frequently Referenced 
Entities

Index Reference Entity Index Weight Fitch Current Rating Fitch Industry Number of Deals
HEWLETT-PACKARD CO* 0.506% A COMPUTERS & ELECTRONICS 129
GENERAL MOTORS CORP 0.478% BBB+ AUTOMOBILES 125
SEARS, ROEBUCK & CO 0.455% BBB+ RETAIL (GENERAL) 121
ALTRIA GROUP INC 0.459% BBB FOOD, BEVERAGE & TOBACCO 116
DAIMLERCHRYSLER AG 0.420% BBB+ AUTOMOBILES 109
FORD MOTOR CO 0.408% BBB+ AUTOMOBILES 109
BOEING CO 0.408% A+ AEROSPACE & DEFENSE 107
ROLLS ROYCE PLC 0.428% BBB AEROSPACE & DEFENSE 107
DUKE ENERGY CORP 0.422% BBB+ UTILITIES 106
MOTOROLA INC 0.396% BBB TELECOMMUNICATIONS 102

*It includes COMPAQ COMPUTER CORPORATION
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