
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Deal Summary 

ISIN/Identifier - 

Bloomberg Ticker - 

Deal Type Euro RMBS 

Servicer - 

Originator - 

Closing Date - 

Original Deal Size EUR 1740.000 mil 

Outstanding Balance EUR 900.667mil 

Coupon Step-Up Date NA 

 

RMBS- Tranche Details 

Class 
Original 

Principal (mm) 
Current 

Balance (mm) 
Factor Interest Rate 

Original Rating 
M/S/F 

Current Rating 
M/S/F 

Original  
Credit Support 

Current  
Credit Support 

A1 80 0 0.000 3ME +0.08% Aaa/AAA/NR WR/AAA/NR NA NA 
A2 1575.4 816.077 0.518 3ME +0.16% Aaa/AAA/NR Aaa *-/AAA/NR 4.93% 9.39% 
B 20.7 20.7 1.000 3ME +0.29% A1/A/NR A1/A/NR 3.72% 7.09% 
C 22.4 22.4 1.000 3ME +0.70% Baa1/BBB-/NR Baa1/BBB-/NR 2.42% 4.61% 
D 19.1 19.1 1.000 3ME +2.00% Ba3/BB-/NR Ba3/BB-/NR 1.30% 2.49% 
E 22.4 22.4 1.000 3ME +3.90% Caa3/CCC-/NR Caa3/CCC-/NR NA NA 

Total 1740 900.677 
    

 
 

 

Sample RMBS Valuation 
 

 

Investment Proposal Date: 4 April 2011 

Based on Information as of: 31 March 2011 

  

  
 

Transaction Description 
Sample RMBS is a 2005-vintage Spanish RMBS whose Class A2 Notes are now the senior-most class of notes following the full 
amortization of the Class A1 Notes.  The Class A2 Notes have a current factor of 0.518 and the credit enhancement to these notes 
has grown significantly since origination.  As of the pool’s cut-off date in June 2005, the portfolio was comprised of loans with a 
weighted average LTV ratio of 59.2%.  Only 11.5% of the pool was comprised of loans with an LTV greater than 80% and no loans 
had an LTV greater than 100%.  To date, the collateral pool performance has been exceptional with very low defaults and 
delinquencies and has greatly outperformed the S&P Spanish RMBS Index. 

Strengths Weaknesses 

 The credit enhancement to the class A2 Notes has grown 
over time through amortization and the Class A2 Notes 
continue to benefit from the credit support of the Reserve 
Fund.  

 Collateral pool is outperforming with 90+ days delinquent 
and defaulted loans approximately 2% lower than the S&P 
Spanish RMBS Index. 

 At origination, the amount of loans with a current LTV 
greater than 80% and 90% were low (11.5% and 4.7% of 
the pool balance, respectively).  The pool did not include 
any loans with a current LTV greater than 100%. 

 The originator historically boasts one of the lowest non-
performing loan (NPL) ratios among Spanish and European 
originators. 

 No innovative mortgage product and lifetime recourse.  

 Spain’s economy is one of the weakest in Europe.  The 
expectation of further house prices declines (25-30%), 
extremely high unemployment rates (~20% projected), and 
a glut of housing inventory will continue to stress the 
performance of the underlying asset pool. 

 High concentration of loans originated in the regions of 
Madrid and Catalonia; among the worst performing regions 
with large declines in house prices over the past year. 

 At origination, approximately 6.8% of the pool consisted of 
second-lien loans. 

 

 

Bond investment Profile if Held to Maturity Under 
Various Market-Based Assumptions 

Price Base Stressed Severe Stressed 

82 (Optimistic) 403 DM 329 DM 233 DM 

84 (Base) 354 DM 286 DM 194 DM 

86 (Max) 307 DM 244 DM 156 DM 

Tranche Loss 0% 5.43% 16.65% 

WAL 6.57 YR 7.12 YR 6.95 YR 

Payback Period 7.75 YR 8.50 YR 8.50 YR 

 

Projected Collateral Pool Loss 4.82% 

Projected Investment WAL (5 Yr Horizon Sale) 3.78 YR 

Projected Investment Balance in 5 Years 28.02% 

Projected Bond 2 Year Cash on Cash Yield 12.68%% 

 



 
 

 

 

  

Collateral Quality 
Macroeconomic Snapshot 

 Due to the construction boom in the first half of the decade, Spain was responsible for half of all job creation in the EU, and 
consequently is now responsible for almost 19% of total unemployment in the EU. While the economic picture in Spain 
continues to worsen, there are signs that Spain may be past the worst of the recession.  

o Since August 2010, the unemployment rate has been around 20.5%, more than twice the average of the European 
Union and the highest number since 1998. In certain regions, such as Andalusia, the number of unemployed 
exceeds 25%. According to the OECD, the unemployment rate is expected to fall to 19.1% in 2011. 

o Spanish GDP increased by 0.6% in the last quarter of 2010, an annualized pace of 2.4% and much higher than the EU 
forecast of -1% in 2010. In addition, for 2010, the Spanish Central Bank reported that the budget deficit was 11.1% 
of GDP, an increase of 17% from the previous year, and is expected to decrease to 6% for 2011. 

 Household debt in Spain has risen dramatically in the last decade with average DTI increasing from around 50% in 2002 to 
more than 90% in 2009 according to a study commissioned by the European Central Bank in 2011. Almost 75% of this 
household debit is made up by housing loans. The average loan to value ratio increased from 75% - for mortgages signed 
between 1991 and 1995- to 91% for mortgages signed after 2003. The introduction of the euro produced an immediate large 
fall in interest rates in Spain, reducing the cost of debt and thereby making it optimal to hold more. In addition, the 
introduction of the euro eliminated cross-border exchange rate risk within the euro area, facilitating cross border capital flow 
and cross-border mergers of financial firms. This enhanced the willingness to supply loans, reducing the cost and increasing 
the sophistication of products offered. For some time, the low interest rates have masked the “true” amount of debt service, 
but since most debt is indexed to floating rates, there is a potential for large payment shocks. 

 The residential real estate bubble in Spain was greater than any other in the European Union as housing prices climbed over 
200% from 1995 to 2007, driven by a construction boom and a huge numbers of migrant workers and foreign investors 
purchasing Spanish housing

1
.  Estimates for excess housing supply range from 730.000 (Spanish Government) to 2.3 million 

homes (real estate experts), which is staggering for a country with only 17 million families.  
 According to the Spanish Central Bank, housing prices have fallen 13.13% from the peak in early 2008, but other indices 

indicate that housing prices have fallen much more (IMIE/TINSA index shows a drop of almost 18% from the peak in 2008).  
 

Collateral Description and Performance 

Collateral Summary (Original) 
 

Geographic Distribution 

Number of Mortgage Loans 14876 
 

1st Geographic Region Concentration: Madrid 35.50% 

Aggregate Outstanding Principal Balance (mm) 1760.76 
 

2nd Geographic Region Concentration: Catalonia 15.50% 

Excess Spread/ WAC 0.56%/2.89% 
 

3rd Geographic Region Concentration: Andalusia 9.70% 

Weighted Average Loan to Value 59.20% 
 

4th Geographic Region Concentration: Valencian Community 9.70% 

Weighted Average Seasoning (m) 12.56 
 

5th Geographic Region Concentration: Basque Country 8.90% 

     Collateral Summary (Current) 
 

Performance Statistics 

Number of Mortage Loans 9777 
 

Current 98.87% 

Aggregate Outstanding Principal Balance (mm) 881.724 
 

30 + Days Delinquent 0.48% 

Excess Spread 0.17%/1.89% 
 

60 + Days Delinquent 0.20% 

Weighted Average Loan to Value 48.38% 
 

90 + Days Delinquent 0.45% 

Weighted Average Seasoning (m) est. 82 
 

Cumulative Defaults to Date 0.09% 

 

 As of the pool’s cut-off date in June 2005, the portfolio was comprised of 14,876 loans with a weighted average current LTV 
ratio of 59.2%.  The amount of loans with a current LTV greater than 80% and 90% (11.5% and 4.7% of the pool balance, 
respectively). The weighted average seasoning of the pool was low at 12.6 months with nearly 80% of the pool originated in 
2004.  The entire pool was comprised of floating-rate loans indexed off of a 1-year EURIBOR resulting in a weighted average 
coupon of 2.9% at origination (currently 3.3%).  Approximately 6.8% of the pool consisted of second-lien loans. 

 Approximately half of the pool was comprised of loans that were originated in the combined regions of Madrid (36%) and 
Catalonia (16%).  Both regions are exposed to substantial house price corrections according to recent house price data from 
the INE (with peak-to-trough decline in house prices at -16.13% and -11.46%, respectively).  

 The weighted average LTV of the pool is currently 48.38% and has decreased since origination due to the amortization of the 

underlying loans (majority of which were originated in 2004), but still may be underestimating the average pool LTV since it 

does not account for the strong HPA that took place in the early-to-mid 2000’s.  The current net house price depreciation in 

Spain is estimated to be 4% since the issuance date (July 2005).  Accounting for this house appreciation, the current indexed 

LTV of the pool is estimated to 46.5%, even better than what is currently being reported. 



 
 

  

Originator Underwriting and Servicing Quality 
   The originater is the sixth-largest banking group in Spain (total assets of EUR 54.02 billion at year-end 2010).  With a domestic 

lending market share of approximately 3%, the originator is a much smaller player compared to Spain’s larger banking groups.  
Despite its small size, the bank is a market leader in the use of advanced technology.  The originator benefits from a flexible 
and technology-based multichannel distribution structure which utilizes superior information systems resulting in a successful 
low-cost, customer-driven business model. Since 1999, the originator has issued twenty securitizations backed by mortgage 
loans to acquire properties located in Spain, with the most recent securitization issued in July 2010 

 The originator’s loan portfolio includes high-quality residential mortgages (60+% of total portfolio) with low loan-to-value on 
average.  The main client target is mid-to-high-income borrowers.  In recent years, the originator has increased lending to small 
and midsize enterprises (SMEs).  Historically, the originator boasts one of the lowest non-performing loan (NPL) ratios and 
lowest delinquencies among Spanish and European originators. 

 Similar to other Spanish RMBS issued in 2006 and later, the originator’s later vintage deals (12, 13 and 15) are performing much 
worse than their seasoned transactions, albeit still better than the industry average.  13 and 15 have experienced a sharp rise 
in 90+ delinquencies within the first two years since their respective issuance dates.  The poor performance has resulted in 
missed interest payments on the junior most class of notes and as a result, the tranches of both deals have been downgraded 
to ‘D’ from ‘CCC-‘ by S&P on July 29, 2009. 

 On March 24
th

 2011, Moody’s downgraded the senior unsecured debt and deposit ratings of 30 Spanish banks on the back of 
weaker banking system support in the future given the increasing sovereign financial pressures. As part of this rating action, 
Moody’s downgraded the originator’s long-term debt and deposit rating to A2 from A1. For similar reasons, Fitch has also 
downgraded the originator’s long-term debt rating to A from A+.  
 

Deal Structure Analysis 
Transaction Summary 

 The Class A Notes are the senior-most class of Notes within the structure.  After the payment of current interest to the 
Notes, all proceeds for amortization (outstanding Note balance minus performing loan balance) are used to pay down the 
Class A Notes.  Embedded in the proceeds for amortization is an artificial write-off mechanism which traps excess spread 
to cover defaults associated with non-performing loans (> 18 months delinquent).   

 The Class B, C and D Notes are paid sequentially after the Class A Notes are paid in full.  However, the B, C and D notes may 
have interest payments deferred if there is a deficiency amount between proceeds required for amortization and the 
funds available 

 Each of the Class B, C and D Notes may be paid pro-rata if the current balance of loans which are 90+ days in arrears does 
not exceed 1.50%, 1.00% and 1.00% of the current balance of performing loans, respectively 

 Although the bond was initially marketed with a call in October 2015, the consensus pricing assumption for many 
Portuguese RMBS is that calls are not exercised. Nevertheless, the support of the Seller to the transaction provides a 
probability that the call may be exercised before the 10% clean-up call.  

 The transaction entered into an interest rate swap agreement with the originator to hedge the basis risk associated with 

assets paying a margin on 12-month Euribor and Notes paying a spread indexed to 3-month Euribor.  Under the swap 

agreements, Sample RMBS will pay 12-month Euribor and receive 3-month Euribor over a notional equivalent to the 

performing collateral balance. 

Priority of Payments 
 Sample RMBS was structured with a combined waterfall where on each quarterly payment date, available funds (interest and 

principal received from asset pool, the Reserve Fund, proceeds received under the swap agreement and transaction 
accounts) will be applied as follows: 

1. fees and expenses 
2. amounts due under the swap agreement 
3. interest due to the Class A1 and A2 Notes 
4. interest due to the Class B Notes (if not deferred) 
5. interest due to the Class C Notes (if not deferred) 
6. interest due to the Class D Notes (if not deferred) 
7. amortization of Class A, B, C and D Notes 
8. interest payment to Class B Notes (if deferred) 
9. interest payment to Class C Notes (if deferred) 
10. interest payment to Class D Notes (if deferred) 

 

11. interest due to the Class E Notes 
12. replenishment of Reserve Fund 
13. amortization of Class E Notes  
14. swap termination payments 
15. interest due on the Start-Up Loan 
16. repayment of Start-Up Loan principal 
17. Servicer Fee 
18. payment of the Financial Intermediation Margin 

 

 



 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                                                                                                                             

 

 

Cash Flow and Credit Analysis 
Market Assumptions and Fundamental Recommendations 

 The Base and Stressed case assumptions (as shown in the table below) were derived by calculating the average sector 
assumptions from various market participants (where available). 

 
 

 

 

 The weak Spanish economy and poor housing market continue to have a negative effect on the underlying pool performance 
of Spanish RMBS across vintages.  The average total arrears (including defaults) for 2004, 2005, 2006 and 2007 vintage deals 
average approximately 3%, 6%, 8% and 9%, respectively.  The 2006-07 vintage deals continue to be the worst performing with 
severe delinquencies (180+ arrears) in the 4-5.5% range compared to pre-2005 vintage deals with severe delinquencies 
averaging less than 2%.  As a result, numerous 2006-07 vintage transactions have drawn on their respective Reserve Funds.  

 Spanish RMBS saw late stage delinquencies decrease over the past year, implying that issuers are supporting their RMBS by 
taking delinquent mortgages out of the pools. Nevertheless, many loans are still moving from delinquency to default. This 
indicates that foreclosures are starting to occur, while support for weaker transactions is expected to reduce.  

 Average CPRs have slowed from 9-10% (since end of 2007) to current levels around 6%.  There appears to be differences in 
average CPR across vintages with the average CPRs for 2004-05 deals having slowed from 10-12% to around 8%.  The deals 
issued in 2006-2007 appear to have a relatively lower 6-7% CPR. 

 At origination, 6.8% of the pool was comprised of second-lien loans.  Applying more punitive assumptions (50% default rate 
with 80% severity) for these riskier loans has the effect of decreasing the current Class A2 credit enhancement to 5.34% from 
8.06%.  As a result, the Class A2 breakeven CDR is estimated to decrease to 8.7 CDR (from 13.2), but still represents a much 
higher breakeven point than our base case CDR. 

o Positive 
 

Cash Flows 

 

Intrinsic Recommendations 

 The intrinsic recommendation is based on an analysis of the underlying credit quality of the bond as measured by the original 
expected performance at the time of issuance relative to the current price adjusted expected performance. 

 “Intrinsic Ratio” = “Intrinsic Value” / “Market Value” 
o Intrinsic Value is the present value of projected cash flows discounted at the issue spread over the relevant index 
o Market Value is the purchase price for the bond 
o An Intrinsic Ratio < 1 is negative and an Intrinsic Ratio >1 is positive 

 Intrinsic Ratio: 1.28 = Intrinsic Value: 100 / Market Value: 78 
o Positive 

 
Technical Recommendations 

 Although we do foresee that Spanish RMBS’s will see further downgrades, resulting in headlines that may result in a stronger 
widening for (weaker) Spanish transactions than other sectors, we do not foresee this to occur for most originator transactions 
given its strong quality, and scarcity of the paper. Given that the current prices are somewhat elevated, we see some widening 
pressure, which will be minimal though. 

o Neutral 
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Class A2 Cashflows - Base Case Scenario

 

Base Case Stress Severe 

CPR 5.70% 3.76% 1.88% 

CDR 2.70% 4.05% 5.40% 

Loss Severity 27.5% 35.75% 41.25% 

Recovery Lag 30 36 40 

 



 
 

 

 

 Disclaimer: 

The data and information used in the accompanying Analysis contained herein have been obtained from sources that Dynamic Credit Partners Europe B.V. and/or its affiliates 

(collectively, the “Dynamic”) believe to be reliable, subject to change without notice, its accuracy is not guaranteed, and it may not contain all material information concerning the 

securities which may be the subject of the analysis.  Dynamic does not make any representation regarding, or assume responsibility or liability for, the accuracy or completeness of, or 

any errors or omissions in, any information that is part of the analysis.  

Dynamic may have relied upon certain quantitative and qualitative assumptions when preparing the analysis which may not be articulated as part of the analysis. The realization of the 

assumptions on which the analysis was based are subject to significant uncertainties, variabilities and contingencies and may change materially in response to small changes in the 

elements that comprise the assumptions, including the interaction of such elements. Furthermore, the assumptions on which the analysis was based may be necessarily arbitrary, do 

not necessarily reflect historical experience with respect to securities similar to those that may be the contained in the analysis, and does not constitute a precise prediction as to 

future events. Because of the uncertainties and subjective judgments inherent in selecting the assumptions and on which the analysis was based and because future events and 

circumstances cannot be predicted, the actual results realized may differ materially from those projected in the Analysis.  

The Analysis is based in part on Dynamic’s interpretation of some of the applicable legal documentation for the transaction. The legal documentation for any structured product is 

complicated, may not cover all possible situations and may be subject to varying interpretations. Although Dynamic believes it has made a reasonable interpretation of the language in 

the applicable documents in conducting the Analysis, there can be no assurance that these interpretations are correct, are consistent with all other provisions within the documents, or 

that the documents would not be interpreted in materially different ways by a court or legal authority. Nothing included in the analysis constitutes any representations or warranty by 

Dynamic as to future performance. No representation or warranty is made by Dynamic as to the reasonableness, accuracy or sufficiency of the assumptions upon which the analysis 

was based or as to any other financial information that is contained in the analysis, including the assumptions on which they were based.  

Dynamic  shall not be liable for (i) the accuracy or completeness of, or any errors or omissions in, any information contained in the analysis, (ii) any indirect, incidental consequential or 

special damages, or (iii) any other type of damages which may arise from your or any other party’s use of the data or analysis contained herein except to the extent such damages are 

found by a final judgment of a court to be solely caused by the willful misconduct, bad faith or gross negligence of Dynamic. Dynamic may own, or manage entities that may own, the 

securities that are subject to this analysis.  

The information that contained in the analysis should not be construed as financial, legal, investment, tax, or other advice. You ultimately must rely upon your own examination and 

professional advisors, including legal counsel and accountants as to the legal, economic, tax, regulatory, or accounting treatment, suitability, and other aspects of the analysis. Dynamic 

does not assume any responsibility for investment decisions. Any of Dynamic’s analysis may be forwarded to your clients but must contain appropriate disclaimers per the paragraphs 

above.  

This document is for informational purposes and does not constitute an offer to sell or buy any securities, and may not be relied upon in connection with any offer to sell or buy any 

securities. The Analysis is as of the date specified herein and Dynamic has no obligation to update the Analysis. 

 

Sample RMBS Collateral Coverage Chart 

      Sample RMBS Tranche Balance 


