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Professional Certificate in Credit Risk Management

Credit Derivatives and Synthetic Securities

Accreted Value refers to the original value of a bond that has increased over time due to the compounding
effect of interest payments. In the context of Credit Derivatives and Synthetic Securities, Accreted Value is
used to determine the value of a credit instrument that has accrued interest over a specified period.

Additional Termination Events refer to specific events that may lead to the termination of a Credit Derivative
contract, such as a merger or acquisition of the reference entity. These events are typically specified in the
contract and can have a significant impact on the value of the derivative.

Alpha measures the excess return of a portfolio or investment strategy relative to a benchmark index. In the
context of Credit Derivatives and Synthetic Securities, Alpha is used to evaluate the performance of a credit
portfolio or investment strategy.

Asset-Backed Security is a type of security that is collateralized by a pool of assets, such as loans or credit
card receivables. In the context of Credit Derivatives and Synthetic Securities, Asset-Backed Securities are
used to transfer credit risk from the originator of the assets to investors.

Asset Correlation refers to the relationship between the values of two or more assets. In the context of
Credit Derivatives and Synthetic Securities, Asset Correlation is used to model the joint behavior of multiple
assets and estimate the potential losses due to credit events.

Basis Point is a unit of measurement used to express the yield or spread of a credit instrument. In the
context of Credit Derivatives and Synthetic Securities, Basis Points are used to quote the price of credit
derivatives and to calculate the potential gains or losses from a credit position.

Binary Option is a type of option that pays a fixed amount if the underlying asset meets a certain condition
at expiration. In the context of Credit Derivatives and Synthetic Securities, Binary Options are used to
speculate on the creditworthiness of a reference entity or to hedge against potential credit losses.

Capital Adequacy Ratio refers to the ratio of a bank's capital to its risk-weighted assets. In the context of
Credit Derivatives and Synthetic Securities, Capital Adequacy Ratio is used to assess the bank's ability to
absorb potential credit losses.

Cash Settlement is a method of settling a credit derivative contract where the buyer and seller exchange a
cash payment based on the value of the reference entity. In the context of Credit Derivatives and Synthetic
Securities, Cash Settlement is used to settle credit derivative contracts that are not physically settled.

Central Counterparty is an entity that interposes itself between the buyer and seller of a credit derivative
contract, guaranteeing the performance of the contract. In the context of Credit Derivatives and Synthetic
Securities, Central Counterparties are used to reduce the counterparty risk associated with credit derivative
contracts.
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Collateralized Debt Obligation is a type of security that is collateralized by a pool of assets, such as loans or
bonds. In the context of Credit Derivatives and Synthetic Securities, Collateralized Debt Obligations are used
to transfer credit risk from the originator of the assets to investors.

Confirmation is a document that outlines the terms and conditions of a credit derivative contract. In the
context of Credit Derivatives and Synthetic Securities, Confirmation is used to confirm the details of a credit
derivative trade.

Constant Maturity Credit Default Swap is a type of credit derivative that has a constant maturity and a fixed
coupon payment. In the context of Credit Derivatives and Synthetic Securities, Constant Maturity Credit
Default Swaps are used to hedge against potential credit losses or to speculate on the creditworthiness of a
reference entity.

Correlation Trading is a type of trading strategy that involves buying and selling credit derivatives based on
the correlation between the values of different assets. In the context of Credit Derivatives and Synthetic
Securities, Correlation Trading is used to profit from the differences in correlation between different credit
instruments.

Credit Default Option is a type of option that gives the holder the right to sell a credit instrument at a fixed
price in the event of a credit default. In the context of Credit Derivatives and Synthetic Securities, Credit
Default Options are used to hedge against potential credit losses or to speculate on the creditworthiness of
a reference entity.

Credit Default Swap is a type of credit derivative that transfers the credit risk of a reference entity from the
seller to the buyer. In the context of Credit Derivatives and Synthetic Securities, Credit Default Swaps are
used to hedge against potential credit losses or to speculate on the creditworthiness of a reference entity.

Credit Derivative is a type of financial instrument that is linked to the creditworthiness of a reference entity.
In the context of Credit Derivatives and Synthetic Securities, Credit Derivatives are used to transfer credit
risk from one party to another.

Credit Event is an event that triggers the payment of a credit derivative contract, such as a default or
bankruptcy of the reference entity. In the context of Credit Derivatives and Synthetic Securities, Credit
Events are used to determine the payout of a credit derivative contract.

Credit Index is a basket of credit instruments that are used to represent the credit market. In the context of
Credit Derivatives and Synthetic Securities, Credit Indices are used to hedge against potential credit losses
or to speculate on the creditworthiness of a portfolio of reference entities.

Credit Linked Note is a type of security that is linked to the creditworthiness of a reference entity. In the
context of Credit Derivatives and Synthetic Securities, Credit Linked Notes are used to transfer credit risk
from the originator of the assets to investors.

Credit Rating is an opinion of the creditworthiness of a reference entity, expressed as a score or grade. In
the context of Credit Derivatives and Synthetic Securities, Credit Ratings are used to assess the credit risk of
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a reference entity.

Credit Risk is the risk that a reference entity will default on its obligations. In the context of Credit
Derivatives and Synthetic Securities, Credit Risk is the primary risk that is being managed or transferred.

Credit Spread is the difference between the yield of a credit instrument and the yield of a comparable risk-
free instrument. In the context of Credit Derivatives and Synthetic Securities, Credit Spreads are used to
quote the price of credit derivatives and to calculate the potential gains or losses from a credit position.

Credit Support Annex is a document that outlines the terms and conditions of a credit derivative contract,
including the collateral requirements and the settlement procedures. In the context of Credit Derivatives
and Synthetic Securities, Credit Support Annexes are used to confirm the details of a credit derivative trade.

Default Probability is the probability that a reference entity will default on its obligations. In the context of
Credit Derivatives and Synthetic Securities, Default Probabilities are used to assess the credit risk of a
reference entity and to calculate the potential losses due to credit events.

Delta measures the sensitivity of a credit derivative to changes in the value of the underlying reference
entity. In the context of Credit Derivatives and Synthetic Securities, Delta is used to hedge against potential
credit losses or to speculate on the creditworthiness of a reference entity.

Deterioration Risk is the risk that the creditworthiness of a reference entity will deteriorate over time. In the
context of Credit Derivatives and Synthetic Securities, Deterioration Risk is used to assess the credit risk of a
reference entity and to calculate the potential losses due to credit events.

Economic Capital is the amount of capital that a financial institution needs to hold to cover its credit risk
and other risk exposures. In the context of Credit Derivatives and Synthetic Securities, Economic Capital is
used to assess the capital adequacy of a financial institution.

Expected Loss is the expected loss due to credit events, calculated as the product of the probability of
default, the loss given default, and the exposure at default. In the context of Credit Derivatives and Synthetic
Securities, Expected Loss is used to assess the credit risk of a reference entity and to calculate the potential
losses due to credit events.

Exposure at Default is the amount of exposure that a financial institution has to a reference entity at the
time of default. In the context of Credit Derivatives and Synthetic Securities, Exposure at Default is used to
calculate the potential losses due to credit events.

Fundamental Analysis is a method of analysis that involves evaluating the creditworthiness of a reference
entity based on its financial statements, management, and industry trends. In the context of Credit
Derivatives and Synthetic Securities, Fundamental Analysis is used to assess the credit risk of a reference
entity.

Gamma measures the sensitivity of the delta of a credit derivative to changes in the value of the underlying
reference entity. In the context of Credit Derivatives and Synthetic Securities, Gamma is used to hedge
against potential credit losses or to speculate on the creditworthiness of a reference entity.
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Hazard Rate is the rate at which a reference entity is likely to default on its obligations, given that it has
survived up to a certain point in time. In the context of Credit Derivatives and Synthetic Securities, Hazard
Rates are used to assess the credit risk of a reference entity and to calculate the potential losses due to
credit events.

Implied Volatility is the volatility of the price of a credit derivative that is implied by the market price of the
derivative. In the context of Credit Derivatives and Synthetic Securities, Implied Volatility is used to hedge
against potential credit losses or to speculate on the creditworthiness of a reference entity.

Incremental Risk Charge is the amount of capital that a financial institution needs to hold to cover the
incremental risk of a new exposure. In the context of Credit Derivatives and Synthetic Securities, Incremental
Risk Charge is used to assess the capital adequacy of a financial institution.

Intensity-Based Model is a type of model that is used to estimate the probability of default of a reference
entity based on its credit rating and other risk factors. In the context of Credit Derivatives and Synthetic
Securities, Intensity-Based Models are used to assess the credit risk of a reference entity.

Internal Rating-Based Approach is a method of assessing the credit risk of a reference entity based on its
internal rating and other risk factors. In the context of Credit Derivatives and Synthetic Securities, Internal
Rating-Based Approaches are used to assess the credit risk of a reference entity.

Investment Grade is a credit rating that indicates a reference entity has a low risk of default. In the context
of Credit Derivatives and Synthetic Securities, Investment Grade is used to assess the creditworthiness of a
reference entity.

Leverage Ratio is the ratio of a financial institution's capital to its total assets. In the context of Credit
Derivatives and Synthetic Securities, Leverage Ratios are used to assess the capital adequacy of a financial
institution.

Loss Given Default is the expected loss in the event of a default by a reference entity, expressed as a
percentage of the exposure at default. In the context of Credit Derivatives and Synthetic Securities, Loss
Given Default is used to calculate the potential losses due to credit events.

Mark-to-Market is the process of valuing a credit derivative at its fair value in the market. In the context of
Credit Derivatives and Synthetic Securities, Mark-to-Market is used to determine the value of a credit
derivative contract.

Maturity Mismatch Risk is the risk that a financial institution's assets and liabilities have different maturities,
resulting in a mismatch between the cash flows of the assets and liabilities. In the context of Credit
Derivatives and Synthetic Securities, Maturity Mismatch Risk is used to assess the liquidity risk of a financial
institution.

Migration Risk is the risk that a reference entity's credit rating will change over time, resulting in a change in
the value of a credit derivative contract. In the context of Credit Derivatives and Synthetic Securities,
Migration Risk is used to assess the credit risk of a reference entity.
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Netting Agreement is a contract between two parties that reduces the exposure of each party to the other
by netting the obligations of each party against each other. In the context of Credit Derivatives and
Synthetic Securities, Netting Agreements are used to reduce the counterparty risk associated with credit
derivative contracts.

Notional Amount is the face value of a credit derivative contract, which is used to calculate the payments
made under the contract. In the context of Credit Derivatives and Synthetic Securities, Notional Amounts
are used to determine the size of a credit derivative contract.

Option-Adjusted Spread is the spread of a credit instrument that takes into account the options embedded
in the instrument, such as the option to call or put the instrument. In the context of Credit Derivatives and
Synthetic Securities, Option-Adjusted Spreads are used to quote the price of credit derivatives and to
calculate the potential gains or losses from a credit position.

Over-the-Counter is a type of market where credit derivatives are traded between two parties without the
use of an exchange. In the context of Credit Derivatives and Synthetic Securities, Over-the-Counter markets
are used to trade credit derivatives that are not listed on an exchange.

Portfolio Optimization is the process of optimizing a portfolio of credit instruments to achieve a target
return while minimizing the risk. In the context of Credit Derivatives and Synthetic Securities, Portfolio
Optimization is used to manage the credit risk of a portfolio of credit instruments.

Potential Future Exposure is the expected exposure of a credit derivative contract at a future point in time,
taking into account the volatility of the underlying reference entity. In the context of Credit Derivatives and
Synthetic Securities, Potential Future Exposure is used to assess the credit risk of a reference entity and to
calculate the potential losses due to credit events.

Probability of Default is the probability that a reference entity will default on its obligations. In the context
of Credit Derivatives and Synthetic Securities, Probability of Default is used to assess the credit risk of a
reference entity and to calculate the potential losses due to credit events.

Put Option is a type of option that gives the holder the right to sell a credit instrument at a fixed price. In
the context of Credit Derivatives and Synthetic Securities, Put Options are used to hedge against potential
credit losses or to speculate on the creditworthiness of a reference entity.

Recovery Rate is the percentage of the exposure at default that is recovered in the event of a default by a
reference entity. In the context of Credit Derivatives and Synthetic Securities, Recovery Rates are used to
calculate the potential losses due to credit events.

Reference Entity is the entity whose creditworthiness is the underlying asset of a credit derivative contract.
In the context of Credit Derivatives and Synthetic Securities, Reference Entities are used to determine the
payout of a credit derivative contract.

Regulatory Capital is the amount of capital that a financial institution is required to hold by regulatory
requirements. In the context of Credit Derivatives and Synthetic Securities, Regulatory Capital is used to
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assess the capital adequacy of a financial institution.

Risk-Neutral Valuation is a method of valuing a credit derivative that takes into account the risk premia of
the underlying reference entity. In the context of Credit Derivatives and Synthetic Securities, Risk-Neutral
Valuation is used to determine the value of a credit derivative contract.

Securitization is the process of packaging a pool of assets into a security that can be traded in the market.
In the context of Credit Derivatives and Synthetic Securities, Securitization is used to transfer credit risk from
the originator of the assets to investors.

Sensitivity Analysis is a method of analysis that involves evaluating the sensitivity of a credit derivative to
changes in the underlying reference entity. In the context of Credit Derivatives and Synthetic Securities,
Sensitivity Analysis is used to hedge against potential credit losses or to speculate on the creditworthiness
of a reference entity.

Settlement Risk is the risk that a credit derivative contract will not be settled in a timely manner, resulting in
a loss to one or both parties. In the context of Credit Derivatives and Synthetic Securities, Settlement Risk is
used to assess the counterparty risk associated with credit derivative contracts.

Spread Option is a type of option that gives the holder the right to enter into a credit derivative contract at
a fixed spread. In the context of Credit Derivatives and Synthetic Securities, Spread Options are used to
hedge against potential credit losses or to speculate on the creditworthiness of a reference entity.

Stress Testing is a method of analysis that involves evaluating the impact of extreme scenarios on a credit
derivative portfolio. In the context of Credit Derivatives and Synthetic Securities, Stress Testing is used to
assess the credit risk of a portfolio of credit instruments.

Synthetic Security is a type of security that is created using a combination of credit derivatives and other
instruments. In the context of Credit Derivatives and Synthetic Securities, Synthetic Securities are used to
transfer credit risk from the originator of the assets to investors.

Term Structure of Credit Spreads is the relationship between the credit spreads of credit instruments with
different maturities. In the context of Credit Derivatives and Synthetic Securities, Term Structure of Credit
Spreads is used to assess the credit risk of a reference entity and to calculate the potential losses due to
credit events.

Threshold Risk is the risk that a credit derivative contract will trigger a payment due to a threshold event,
such as a default or credit rating downgrade. In the context of Credit Derivatives and Synthetic Securities,
Threshold Risk is used to assess the credit risk of a reference entity.

Total Return Swap is a type of credit derivative that transfers the total return of a reference entity from the
seller to the buyer. In the context of Credit Derivatives and Synthetic Securities, Total Return Swaps are used
to hedge against potential credit losses or to speculate on the creditworthiness of a reference entity.

Unconditional Default Probability is the probability that a reference entity will default on its obligations,
without regard to the current state of the entity. In the context of Credit Derivatives and Synthetic Securities,
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Unconditional Default Probabilities are used to assess the credit risk of a reference entity and to calculate
the potential losses due to credit events.

Value-at-Risk is a measure of the potential loss of a credit derivative portfolio over a specific time horizon
with a given confidence level. In the context of Credit Derivatives and Synthetic Securities, Value-at-Risk is
used to assess the credit risk of a portfolio of credit instruments.

Vega measures the sensitivity of a credit derivative to changes in the volatility of the underlying reference
entity. In the context of Credit Derivatives and Synthetic Securities, Vega is used to hedge against potential
credit losses or to speculate on the creditworthiness of a reference entity.

Volatility is a measure of the uncertainty of the price of a credit derivative or the value of the underlying
reference entity. In the context of Credit Derivatives and Synthetic Securities, Volatility is used to assess the
credit risk of a reference entity and to calculate the potential losses due to credit events.

Yield Curve is the relationship between the yields of credit instruments with different maturities. In the
context of Credit Derivatives and Synthetic Securities, Yield Curves are used to assess the credit risk of a
reference entity and to calculate the potential losses due to credit events.

Zero-Coupon Yield Curve is the relationship between the yields of zero-coupon credit instruments with
different maturities. In the context of Credit Derivatives and Synthetic Securities, Zero-Coupon Yield Curves
are used to assess the credit risk of a reference entity and to calculate the potential losses due to credit
events.
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