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60/40 rules, application, 204, 210

Accelerated amortization, 194
Accrual-basis taxpayers, 216
ACM. See Askin Capital Management
Acquirers
business performance expectations, deviations,
119
position, deterioration, 119
Acquisition
indebtedness, definition, 251
term, usage, 214
Active equity portfolio, value-added, 142
Active management, 27
definition, 251
Active returns, definition, 251
Activeness. See Market neutral portfolios
Ades v. Commissioner, 188
Adjustable-rate instrument, definition, 251
Adjustable-rate mortgages (ARMs), 90
ADR. See American Depositary Receipt
Advisory Opinion. See U.S. Department of Labor
definition, 251
Alliance Capital Management, 244
Alpha
calculations, 27-28, 32
definition, 251
generation, 54
interpretation, 124-125
transportability, 132
Alpha transport, 131. See also Market neutral
equity
costs/benefits, 142-144
definition, 251
equity-based example, 140
impact. See Asset allocation; Securities
market neutral portfolios, absence, 141-142
mechanics, 133-138
uses, 138
American Depositary Receipt (ADR), 16
Amortization
deductions, 188
definition. See Straight-line amortization
Annualized returns, 18
Anson, Mark J.P., 250
Antitrust Division. See U.S. Department of Justice
Appreciated financial position, 176, 184, 211
Arbitrage. See Convertible arbitrage; Convertible
bond; Government bonds; Merger arbi-

Index

trage; Mortgage-backed securities; Sover-
eign fixed-income arbitrage
operations. See Securities; Short sales
definition, 182, 251-252
strategies, 3
types, 163-164
transactions, 213
Arbitrage spread, 112
capture, 108, 111
definition, 252
increase, 113
Arbitrageurs
information, 121
losses, 127
ARMs. See Adjustable-rate mortgages
Asian economic crisis (1998), 119
Askin Capital Management (ACM), 4-6
complexity, 153
events, 149-151
hedge fund example, 147-154, 246
investment models/processes, 153-154
leverage, 154
liquidation, 169
liquidity, 154
loss statement, 166
neutrality, question, 151-153
portfolios, returns, 167
successes, 153-154
transparency, 153
Asness, Clifford, 250
Asset allocation
alpha transport, impact, 139-140
decisions, 132
definition, 252
Assets
class, 85, 136. See also Large-cap asset class
risk, 9
diversification, 232
fire sale, 161
swap. See Plain vanilla asset swap
valuation methods. See Portfolios
yield, enhancement, 189
Asymmetric payoff, 110
At-the-money forward straddles. See Short-dated
at-the-money forward straddles
Averaging period. See Pricing period

Back out, process, 110

Backtest, simulation, 57
Bagchi, Anirudh, 59
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Bailout. See Long-Term Capital Management subsidiaries, 100
Balance sheet, usage, 55 value estimates, 149
Bank funding levels, spread, 77 Buchan, Jane, 5, 7
Bankers Trust, 157 interview, 10-20
Bankruptcy Buffett, Warren, 47, 161
expectation, 44 Bull markets, equitized strategy, 136-138
trustee, report, 152-153 Bundesbank, 64
Basis point, definition, 252 definition, 252
Basis risk, definition, 252 Burnout rate, 90-91
Basis swaps, 190 definition, 252
Basis trade, definition, 252 Business
Basis trading, 60-74 foreign corporation engagement. See U.S. busi-
counterparty failure, 70-73 nesses

market failure, 70-73
opportunities, 70
Batterymarch Financial Management, 244
BDN Advisers, Inc., 244
Bear markets, equitized strategy, 136-138
Bear Stearns, 150, 161
margin call, 169
Beebower, Gilbert L., 145
Benchmark
index, 32
points, 97
weights, 19, 33
constraints, 19
Benchmark-constrained portfolio construction, 32
Beta, 21, 122
definition, 252
estimation. See Down-market beta; Merger arbi-
trage; Up-market beta
Beta-neutral portfolio, 14
Bilateral netting, 247
Black Monday (1987), 37
Black-Scholes model, 215
Bloomberg Financial Services, 151
Blue Book (1981), 206, 219, 221
definition, 252
Blue Book (1984), 220
Bonding. See Employee Retirement Income Secu-
rity Act of 1974
Bond-only value, 49-50
Bonds
arbitrage, potential (decrease), 158
cash flow, 66
conversion factor, 65
definition. See Support bond
duration, 93
face value, 49
futures contracts, definition, 252
hedging. See Convertible bond hedging
levels, spread, 77
market
curve, 80
liquidity, 83
trading, risk reduction, 80-81
value, definition, 252
Bond-swap trade, 75
Bookkeeping costs, 39
Brinson, Gary P., 145
Broad-based equity index, 214
Brokerage fees, 237
Broker-dealers, 45
counterparties, 150

performance, expectations (deviations). See
Acquirer; Target
status, 242-243
Busted security, 55
definition, 252
Buy-in, 39
definition, 252
provision, definition, 252

Call option. See Qualified covered call option
definition, 253. See also Deep-in-the-money
exercising, 200

Call schedule, definition, 253

Canada-U.S. trade, 60

Capacity constraints. See Investments

Capital adequacy, ensuring, 157

Capital asset, definition, 253

Capital asset pricing model (CAPM), 122-125
CAPM-type regression, 125
definition, 253

Capital gain/loss. See Short-term capital gain/loss
definition, 253
treatment, 210

Capital gains. See Undistributed capital gains
distribution, 233
realization, 204

Capitalizable interest, amount, 210

CAPM. See Capital asset pricing model

Caps
definition, 253
premium amortization, 194

Carrying charges, 210
definition, 221

Cash acquisition, 183-184

Cash bonds
position, 68
purchase, 62

Cash flows, 73-74. See also Bonds

Cash investment, 20

Cash mergers, 109-111, 114
definition, 253

Cash settlement. See Mark to market

Cash tender offers, 109-111

Cash withdrawal, 35

Cash-and-carry price, 101

Cash-and-carry trade, 61
basis trade, 72
definition, 253

Cash-futures basis
definition, 253
examination, 61
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Cash-out refinance, 89
Cash-settled forward contract, definition, 253
Cash-settled option, 198,217
contracts, 194
CBOT. See Chicago Board of Trade
Central bank, definition, 253
Central Gilts Office (CGO), 71
definition, 253
CFTC. See Commodity Futures Trading Commis-
sion
CGO. See Central Gilts Office
Chase Manhattan, losses. See Russia
Cheapest-to-deliver (CTD), 63-65
bond, 63
definition, 253
Chicago Board of Trade (CBOT), 65
definition, 253
Chicago Mercantile Exchange, 203
Clayton Act (1914), 117-118
definition, 253
Section 7A, 129
Clearing broker, 72
definition, 253
CMO. See Collateralized mortgage obligation
CMT. See Constant-maturity Treasury
Coca-Cola, takeover. See Odwalla
Collars, 116, 190, 194. See also Costless collar
definition, 253
involvement, 127
merger, 116
definition, 253-254
Collateral, 22. See also Exempt Organization
definition, 254
liquidation, 151
pledge, 225
rate, definition. See General collateral rate
usage, 134, 179
Collateralization, maintenance, 23
Collateralized mortgage obligation (CMO), 86
definition, 254
hedging, 100
portfolio, 100
management, options (impact), 102
returns, 102
spread, 101
tranches, 16
valuation, 88
Committee for Foreign Investment, 118
Commodity Futures Trading Commission (CFTC),
198, 203
definition, 254
Commodity swaps, 190
Community Renewal Tax Relief Act of 2000, 202
Compaq Computer, HP acquisition, 111-114
Constant yield method, definition, 254
Constant-maturity Treasury (CMT), 97
Constructive sales, 175, 202
definition, 254
rules. See Merger arbitrage; Short sales
Contingent exchange ratio stock mergers, 114-117
definition, 254
Contingent final payments, 196
Contingent nonperiodic payments, 216
Contingent payments
deduction, 196

rights, definition, 254
Contract market, definition, 254
Control issues, civil legal impediments, 118
Convergence trades, 155
Conversion factor, 65. See also Bonds
definition, 254
method, 66
Conversion feature (conversion option)
definition, 254
value, 188
Conversion prices, change. See Convertible debt
securities
Conversion ratio
change. See Convertible debt securities
definition, 254
full adjustment, 188
share price, multiplication, 49
Conversion value, definition, 255
Convertible arbitrage, 186-187
Convertible bond, 247
arbitrage, 3
definition, 255
exploitation, 140
hedging, 18
Convertible bond hedging, 47
empirical analysis, 53-54
results, 54
Convertible debt securities, 186-189
acquisition, 187-188
conversion ratio/prices, changes, 188-189
stock conversion, 189
Convertible preferred stock, 47
definition, 255
Convertible securities, 47-50
hedging, 54
Convertibles, hedging, 51-53
Convexity, 93. See also Negative convexity; Posi-
tive convexity
characteristics, assumption, 63-64
definition, 255
hedging, 104-105
Corporate bonds, 17
Corporate pension plans, 234
Correlation, definition, 255
Costless collar, 219
Counterparty. See Defaulting counterparty
failure. See Basis trading
Coupon bonds, 17
Coupon rate, definition, 255
Coupon-bearing gilt, 63
Covered call option. See Qualified covered call
option
Credit markets, problems, 75
Credit rating
agencies, reliance, 145
definition, 255
Credit spreads, 47
reduction, 78
trade, definition, 255
Credit-risk-reducing feature, 247
Cross-country trades, 70
Cross-country trading, 83-84
CTD. See Cheapest-to-deliver
Currency swaps, 190
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Daiwa Securities, 147
Deal risk
avoidance, 108
definition, 255
Dealers. See Notional principal contracts (NPCs)
definition, 215
equity option, 198, 203
definition, 255
income, 226
treatment, 218
Deals, risk/return. See Individual deal risk/return
Debenture, definition, 255
Debt instruments, groups, 194
Debt obligation, definition. See Municipal debt
obligation
Debt securities. See Convertible debt securities
Debt-financed income, 226-227
taxability, 227
Debt-financed property, 226
Deemed exchange, 195
Deep-in-the-money, 220
call option, 40
definition, 255
Defaulting counterparty, 144
Defease, definition, 255
Deficit Reduction Act of 1984, Revenue Provisions
(General Explanation), 219
Definitive agreements, execution, 117
Deliverable basket, definition, 255
Deliverable bond, definition, 255
Delivery date, definition, 255
Delivery probability, 67
Delta, 102
definition, 255-256
duration, comparison, 50-51
exposure, 55
hedging, definition, 256
Deputy v. du Pont, 217,228, 242
Derivatives
counterparties, 6
definition, 256
market. See Over-the-counter derivatives
performance, 143
securities, 2
usage, 247
Directional bets, 70
Directional strategy, definition, 256
Discount rate, definition, 256
Disposition, occurrence, 220
Diversification. See Assets; Long-plus-short portfo-
lio; Long-Term Capital Management
absence, 5
benefit. See Long portfolio
levels, usage, 126
requirements, violation, 233
usage, 248
Dividend income, 180
Dividend yield, definition, 256
DL]J. See Donaldson Lufkin & Jenrette
DMO. See U.K. Debt Management Office
DQJ. See U.S. Department of Justice
DOL. See U.S. Department of Labor
Donaldson Lufkin & Jenrette (DL]), 150, 151
Down-market beta, 126

estimation, 123-124
Drexel Burnham Lambert, 147
Due diligence, usage, 38
Dunbar, Nicholas, 170
Duration. See Bonds; Effective duration; Key rate
durations; Macaulay duration; Modified
duration
characteristics, assumption, 63-64
comparison. See Delta
definition, 256
hedging, 103-104
mathematical definition, 50-51
risk, 55
Duration-equivalent hedge, 103
Dynamic hedging, 102
definition, 256

Economic accrual basis, definition, 256
Economic Recovery Act of 1981, General Explana-
tion, 219
Economic substance, 195
Effective duration, 151
Efficient Market Hypothesis, 138
Egyptian, 116
Eighth Circuit Court of Appeals, case, 244
Embedded loan, 190, 214
definition, 256
Embedded option, 88
definition, 256
Emerging-market debt, 73
Employee Retirement Income Security Act of 1974
(ERISA), 173, 223
bonding, 238
concerns. See Investors; Tax-exempt organiza-
tions
definition, 256
diversification requirement, 40
fiduciary, 235-236
standards, 237
legislative history, 239
prohibited transactions, 238-240
prudence requirement, 40, 235-238
reporting, 238
requirements, 234-240
Sections 404/406, 236
violation, 244
Enron, reliance, 145
Equitized market neutral portfolio construction,
mechanics, 136
Equitized portfolio, 20
Equitized strategy. See Bear markets; Bull markets
Equity capital, 239
Equity index. See Broad-based equity index
swaps, 190
Equity investments. See Market neutral equity
investments
Equity market crash (1987), 12
Equity market volatility
increase, 159-160
targeting, 158-159
Equity market volatility, increase, 158
Equity option, 198
definition, 256. See also Dealers
trades, 160
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Equity portfolios, 42-43
definition. See Long-short equity portfolio
risk/trading. See Market neutral equity portfo-
lios
Equity risk premium, 25
Equity strategies, regulatory concerns. See Market
neutral equity strategies
Equity swaps, 190
Equity volatility, decrease, 164
Equity-related trades, 70
ERISA. See Employee Retirement Income Security
Act of 1974
Established financial market, 205
ETFs. See Exchange Traded Funds
Eurex, 67
EURIBOR, 74-75
definition, 256
rate, 75
Euro, launch, 158
Euroclear, definition, 256
Eurodollar futures, 100-101
European bond futures contract, expiration, 72
European corporate securities, 16
European debt markets, 84
European Monetary System, 78
definition, 256
European stocks, 139
European Union, 118
Excess return, 126. See also Long excess returns;
Short excess returns
definition, 256
Exchange clearinghouse, credit quality, 100-101
Exchange Traded Funds (ETFs), 145
Exchangeable securities, 48
Exchange-traded options, 206
Ex dividend. See Special ex dividend
Exempt Organization, 224-227
code, 241
collateral, 240
definition, 257
Expected return, estimation, 113
Extension risk, definition, 257
Extraordinary dividends, 180
definition, 257

Fabozzi, Frank J., 46
Face value. See Bonds
Factor bias, 65-70
definition, 257
operation, 68
Factor weighting, definition, 257
Fail, definition, 257
Fair market value. See Section 1256 contracts
definition, 257
Fairbanks v. U.S., 217
Fama, Eugene, 129
Federal funds rate, definition, 257
Federal Home Loan Mortgage Corporation
(FHLMC), 86
definition, 258
Federal National Mortgage Association (FNMA),
86
definition, 257
Federal Reserve Board (FRB), 154
definition, 257

margin requirements, 22
requirement, 22
Federal Reserve Board (FRB) Regulation T, 45,
134, 145
definition, 265
leverage, 15
operation, 56
usage, 22, 35
Federal Trade Commission (FTC), 113
definition, 257
responsibilities, 117-118
FHLMC. See Federal Home Loan Mortgage Cor-
poration
Fidelity Investments, 157
Fidelity Magellan Fund, 139
Fiduciary. See Employee Retirement Income Secu-
rity Act of 1974; Plan fiduciary
control, 235
definition, 257. See also Independent plan fidu-
ciary
duties, 235-238
Field Service Advice. See Internal Revenue Service
Financial futures, 100-101
Financial intermediation costs, 39
Financial leverage, definition, 257
Financial market. See Established financial market
Financing (obtaining), acquirer ability, 117
Fiorina, Carly, 113
Fischoff, Seth, 7
Fixed exchange ratio stock mergers, 111-114
definition, 257
Fixed-income arbitrage. See Sovereign fixed-income
arbitrage
Fixed-income instrument/market, definition, 258
Fixed-income market neutral, 14
Fixed-rate coupons, 99
Fixed-rate government security, 16-17
Fixed-rate liability, defeasance, 87
Fixed-rate security, 99
Flat, definition, 258
Floating exchange ratio stock merger, 114, 116
definition, 258
Floating-rate instrument, definition, 258
Floors
definition, 258
premium amortization, 194
FNMA. See Federal National Mortgage Associa-
tion
Foreign corporations, 229-232
assumptions, 243-244
branch office, maintenance, 243
engagement. See U.S. businesses
PFIC status, 241
plans, 234
Foreign currency contract, 203
definition, 258
Forward contract, definition. See Cash-settled for-
ward contract
Forward straddles. See Short-dated at-the-money
forward straddles
Frank Russell Associates
Russell 2000, 142, 144
definition, 265
Russell 3000, 31
Frankfurt Stock Exchange, 219
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Fraud, perception, 44
FRB. See Federal Reserve Board
French, Kenneth, 129
FTC. See Federal Trade Commission
Fund managers, prohibitions, 238
Funding rate, definition, 258
Futures
contracts. See Securities
definition, 258. See also Bonds; Regulated
futures contract
life, 64
usage. See Neutrality

G-10. See Group of Ten
Gap-up, 41
General collateral rate, definition, 258
General Counsel Memorandum. See Internal Reve-
nue Service

General partner, definition, 258
Gilt market, definition, 258
Goldin, Harrison J., 169-170
Goldman Sachs, 157

losses. See Russia

LTCM control, 161
Government bonds

arbitrage, 3

demand, absence, 155

purchase/sale, 60-61
Government plans, 234
Granite Corporation, 147, 152
Granite Fund portfolios, 151
Granite funds, objective, 148
Granite Partners, 147, 152
Greenspan, Alan, 162, 171
Greenwich Capital, 151
Group of Ten (G-10)

definition, 258

government bonds, 73

markets, 71
markets, 73

Haghani, Robert, 163
Haircut, 39
absence. See Repurchase rate
definition, 258
Hall, George, 7
Harley v. Minnesota Mining and Manufacturing
Co., 244
Hart v. Commissioner, 180
Hart-Scott-Rodino Antitrust Improvements Act of
1976, 118, 129
definition, 258-259
Hedge Fund Research (HFR), 122-124
Hedge funds, 11, 245
definition, 259
example, 147
investor lessons, 165-169
partnerships, 2
Hedge ratio. See Interest rates
Hedgeable convertible bonds, 51
Hedging. See Convertible bond hedging; Convex-
ity; Duration; Prepayment
exception. See Short-term hedging exception
function, 96-102
mechanism, 99

portfolio, composition (determination), 55
strategy, implementation, 55-56
transaction, 217

Hewlett, Walter, 113

Hewlett, William, 113

Hewlett-Packard (HP), acquisition. See Compaq

Computer

Hidden passive element, 19, 40

Hidden risk, 54

High-coupon bond, price change, 66

Holding period, 202. See also Short sales
definition, 259
rules, 176178, 213
treatment, 199

Household debt levels, increase, 89

Idiosyncratic risk, 108
IME. See International Monetary Fund
Implied volatilities, increase, 156
Incentive allocation, 237
Incentive-based management fees, 249
Income, timing/measurement, 191-194
Income tax returns, 231
Indebtedness, definition. See Acquisition
Independent plan fiduciary, definition, 259
Index value, 192
Index-constrained long-only portfolio, positions
(risk), 18
Index-constrained portfolio. See Long-only index-
constrained portfolio

Individual deal risk/return, 117-121
Individual Retirement Accounts (IRAs), 234
Information ratio (IR), 32

definition, 259
Initial margin

definition, 259

requirements, 73-74
Insider information, 17-18
Institutional investors, coverage, 45
Institutional portfolios, size, 138
Insurance premium, generation, 125
Integrated market neutral investor, 33
Integrated optimization, 14, 18, 31-34

definition, 259
Interbank market, definition, 259
Interest

deductibility, 228

definition, 221

inclusion, 206

income. See Tax-exempt interest income

payment dates, 212

term, usage, 242
Interest rates

caps, 190

changes, 47

decline, 92

exposure. See Portfolios

floors, 190

futures, usage, 102

hedge ratio, 52

hikes, 150

paths, 96

risks, 2, 57

hedging, 156
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Interest rates (Cont.)
shortfall, 143
swaps, 99-100, 225
definition, 259
Interest-only (IO) mortgages, 90
Interest-only (IO) purchase, 95
Interest-only (IO) security, 90
decline, 148
definition, 259
duration. See Planned amortization class
Interest-only (IO) strips, 92
Interest-rate-only CMOs, 157
Internal Revenue Code (IRC), 174
Section 1, 179
Section 67, 179
Section 163, 179, 242
Section 263, 179, 180, 210
Section 265, 179
Section 267, 215
Section 301, 230
Section 305, 188
Section 312, 230
Section 316, 230
Section 511, 224-225
Section 512, 224-226, 240
Section 513, 224
Section 514, 224-226, 228
Section 851, 232, 233
Section 852,232,233
Section 864, 232
Section 871, 229
Section 881, 228-229
Section 897, 230-231
Section 1012, 187
Section 1058, 240
Section 1092, 205-210
Section 1221, 187
Section 1222, 187
Section 1223, 187,213
Section 1233, 176-177, 181-182, 184, 186,
202,213
Section 1234, 197, 201, 202, 217
Section 1256, 197-199, 203-205, 217
Section 1259, 175-176, 184-186, 212
Section 1271, 210
Section 4982, 234
Internal Revenue Service (IRS)
Field Service Advice
200041006, 218
Memorandum 200025020, 218
Form 1099-DI1V, usage, 213
General Counsel Memorandum
39304, 186,213
39447, 244
meaning. See Ordinary and routine
Private Letter Ruling
8548016, 244
8640059, 244
9637053, 242
9642051, 242
9703027, 242
9824026, 217
199925044, 219
Publication 550, 180
Revenue Procedure 2002-11, 218

Revenue Ruling
58-210, 212
58-211, 212
58-234, 199, 201
62-153, 186
69-135, 189
70-598, 200
72-251, 180
72-265, 189
72-478, 175
75-513, 189
77-201, 212
78-182, 199-201
79-155, 189
87-43, 203
88-31, 200
94-63, 199
95-8,227-228
95-26, 242
95-45, 242
1988-1, 219
2002-30, 216-217
Ruling, 41
Ruling 95-8, 38
Technical Advice Memorandum 9730007, 197, 217
International Futures Exchange, 203
International Monetary Fund (IMF)
blame, 170
liquidity flight, 170
rescue. See Russia
International Securities Market Association (ISMA),
71-73
agreement, 73
definition, 259
International Stock Exchange (UK), 219
International Swaps and Derivatives Association
(ISDA), 72-73
agreements, 73
definition, 259
Inverse floaters, hedging, 97
Inverse floating rate 10, 148
Inverse 1Os, purchase, 152
Inverse security, definition, 259
Investment Advisers Act of 1940, 235
definition, 259
Investment Company Act of 1940, 232
Investments. See Market neutral equity
banking, profitability measure, 29
capacity constraints, 248
combination. See Market neutral portfolios
insights, importance, 44-45
managers, status, 235
models/processes. See Askin Capital Management
plan, 9
process, simplification, 250
strategy, 228
comparison. See Market neutral strategies
Investors
ERISA concerns, 223
lessons. See Hedge funds
market neutral strategies
complexity, 20
exploitation, 17-18
opinions, 28
panic, 163
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Investors (Cont.)
psychology, 29
rationality, 30
risk tolerance, 33
special categories, 223
tax concerns, 223
I0. See Interest-only
IR. See Information ratio
IRAs. See Individual Retirement Accounts
IRC. See Internal Revenue Code
IRS. See Internal Revenue Service
ISDA. See International Swaps and Derivatives
Association
ISMA. See International Securities Market Association
Issuance
dates, 212
patterns, 68

Jacobs, Bruce L., 26-29, 36, 45-46, 133, 135, 137,
145, 171, 250. See also Jacobs Levy Equity
Management

interview, 9-20
Jacobs Levy Equity Management, 1
multifactor approach, usage, 42
Japanese government bonds, 155
Jobs and Growth Tax Relief Reconciliation Act of
2003, 179, 243

John, Richard, 152

Joint Committee on Taxation, 219

Jones, A W., 2

Jorion, Philippe, 170, 171

J.P. Morgan, LTCM control, 161

JWM Partners, 162

Keogh plan, 234
definition, 260

Key rate durations, 97-98

Kidder Peabody, 149-150
buy-out, 151

Koch v. Commissioner, 200

Komansky, David, 166

Krail, Robert, 250

Kritzman, Mark, 250

Large-cap asset class, 141
Large-cap bubble, 43
Large-cap equity
managers, 139
returns, 141-142
universe, 141
Large-cap growth, 45
Large-cap growth stocks, 139
Leb v. Commissioner, 217
Level payment method, 193
definition, 260
Leverage. See Askin Capital Management; Long-
Term Capital Management; Market neutral
strategies
achievement, 247
definition, 260
degree, 41
form, 246-247
impact, 121
increase, 157

investor evaluation, 168
levels
change, 247-248
usage, 126
paradox, 15
risk, avoidance, 15-16
usage, 224
Leveraged market neutral strategy, 6
usage, 148
Levy, Kenneth N., 26-29, 36, 45-46, 133, 135,
137, 145, 171, 250. See also Jacobs Levy
Equity Management
interview, 10-20
Lewis, Michael, 162, 170, 171
Liability, interpretation, 242
Liew, John, 250
Limited liability company (LLC)
definition, 260
interest, 174
Limited liability entity, investment, 174
Limited partners, 174
definition, 260
Limited partnership interest, 174
Liquidity. See Askin Capital Management; Long-
Term Capital Management
crises, 57
crunch, 80
demand, 40
flight. See International Monetary Fund
impact, 60
measure, 18
premium, 18
risk, 16
Liquidity buffer, 23, 134
definition, 260
determination, 35
receipt, 37
reduction, 37
restoration, 37
Listed option, 198. See also Unlisted option
definition, 260
LLC. See Limited liability company
Lo, Andrew, 250
Loans, time-value component, 191
London Interbank Offered Rate (LIBOR), 16
definition, 260
LIBOR-based funds, 101
overnight rates, pegging, 145
three-month, 81
usage, 99
Long basis trade, 61
Long cash bond position, 62
Long excess returns, 34
Long portfolio
diversification, benefit, 14
short portfolio, market neutral combination, 13
Long positions
returns, short position returns (less-than-one
correlation), 14
riskiness, 14-15
symmetric market-relative returns, 27
Long-long approach, effectiveness, 168
Long-long strategy, 154
Long-only active managers, 43
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Long-only basis, 20
Long-only equity managers, 20
Long-only index-constrained portfolio, 18
Long-only investors, 11-12
comparison. See Market neutral
Long-only management, excess return/residual risk, 34
Long-only managers, fee, 40
Long-only portfolio, 13-14
leverage, usage, 15
market neutrality, 46
neutralization, 13
payoffs, 26
positions, risk. See Index-constrained long-only
portfolio
Long-only small-cap equity strategy, 15
Long-only strategies. See Unleveraged long-only
strategies
management fees, 19
Long-plus-short investors, 33
Long-plus-short portfolio, 31-32
diversification, 32
Long-short account, 23, 37
Long-short equity portfolio, definition, 260. See
also Market neutral
Long-short investing, 42
Long-short investments, combination. See Market
neutral portfolios
Long-short portfolio. See Structured long-short
portfolios
construction, 19
Long-short positions
evaluation, 42-44
risk. See Market neutral
Long-short spread, 133, 136
Long-term bond index, 87
Long-term capital gain, 181
Long-term capital gain/loss, definition, 260
Long-term capital loss, 177
Long-Term Capital Management (LTCM), 4-6
bailout, 164-165, 168
crisis, 158-162
debacle, 72, 78
decline, 123
diversification, 162-163
failure, 128-129, 168
hedge fund example, 11, 154-163, 246
history, demonstration, 245
leverage, 157-158, 163-164
ratio, 167
liquidity, 157158, 163-164
losses, 101
model risk, 163
potential mistakes, 162-165
relative value trades, 167
returns, 167
risk, investor knowledge, 166
transparency, 150
absence, 166
Long-term government bond yields, narrowing, 158
Look-through entity, definition, 260
Loss deferral rules, 208
Loss position, 209, 221
Lowenstein, Roger, 170, 171
Low-yield debt, 11
LTCM. See Long-Term Capital Management

Macaulay duration, 93
Macro strategy, 59
definition, 260
Maintenance margin
definition, 260
requirements, 34
Maltby, John, §
Management fees, 57. See also Incentive-based
management fees; Market neutral portfolios
level. See Long-only strategies; Market neutral
strategies
Managers
marks, 149
number, usage. See Market neutral strategies
risk, 121
status. See Investments
value-added, 19
Margin
account, definition, 260
call
definition, 261
issuance, 150
debt, 226-227
definition, 260. See also Maintenance margin;
Variance margin
requirements, 22. See also Federal Reserve Board;
Initial margin requirements
violation, 38
Mark to market
daily cash settlement, 203
definition, 261
method, 214
misalignment, 73
rules, 204
Marked-to-market gains/losses, 204
Market
benchmark. See Standard & Poor’s 500
definition, 261
downturns, hedges, 7
environments, 43-44
failure. See Basis trading
maker, definition, 261
microstructure, 127
movements, 37
impact. See Market neutral strategies
risk, presence, 12
Market neutral. See Fixed-income market neutral
benefits, 33-34
CMO portfolios, management, 997
combination. See Long portfolio
construction, 131
operational considerations, 34-42
definition, 261
investment strategy, 108
investors. See Integrated market neutral investor
long-only investor, comparison, 31
long-short equity portfolio, definition, 261
long-short positions, risk, 18
Market neutral equity, 3
investments, 6, 21
mechanics, 22-25
portfolios, 10
risk, 41-42
trading, 34
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Market neutral equity (Cont.)
strategies
alpha transport, 133-138
regulatory concerns, 40-41
Market neutral portfolios
absence. See Alpha transport
activeness, 41
design, 43-44
long-short investments, combination, 14
management fees, 40
trading, 34-38
Market neutral strategies, 2—4. See also Leveraged
market neutral strategy
benefits, 7-8, 249
complexity. See Investors
definition, 9-10
exploitation, 17-18. See also Investors
fit. See Plan structure
investment strategy, comparison, 11
leverage, 15
management fees, 19
managers (number), usage, 19-20
market movements, impact, 11-12
MBS
advantages, 86-87
usage, 85
noninvestment issues, 249
questions/answers, 9
risks, 4-7
comparison, 16-17
short positions, usage, 15
taxable investors, tax considerations, 173
Market neutrality, 23-25
advantages, 25-30
efficiency, 27-30
investment policy, 151
Markowitz, Harry M., 45, 145, 171, 250
Marks. See Managers; Value estimates
Married put, 181
definition, 261
Material factor, 231
Maturity, definition, 261
McDonald, Robert, 129
McDonough, William J., 161, 170
Merger arbitrage, 3, 107, 182-186
constructive sales rules, 184-186
definition, 261
evaluation, 121-122
funds, implementation issues, 126-128
investments, returns, 119-121
portfolio, beta estimation, 122
returns, 123
risk
control, 125
premium, capture, 127-128
trades, 109-117
Mergers. See Cash mergers; Contingent exchange
ratio stock mergers; Fixed exchange ratio
stock mergers
arbitrageurs, 108, 110
regulatory hurdles, clearance, 118
situations, exploitation, 140
Meriwether, John W., 154, 163, 171. See also JWM
Partners

Merrill Lynch, 151

LTCM control, 161
Merton, Robert C., 154
Miller, Edward M., 46
Mitchell, Mark, 120, 124, 129
Mixed straddle, 217

account, 208

definition, 261

definition. See Unidentified mixed straddle
Model risk. See Long-Term Capital Management
Modest, David M., 162, 170
Modified duration, 93
Modified wash sale, 208
Momentum investing, definition, 261
Monopolies, prevention, 107
Montreal Exchange, Mercantile Division, 203
Morgan Stanley, LTCM control, 161
Morgan Stanley Trust Company, 151
Mortgage market

cheapness, 88

historical examples, 103-105
Mortgage-backed securities (MBSs)

arbitrage, 3

exploitation, 140

market inefficiencies, 85-86

negative convexity, 93

usage. See Market neutral strategies
Mount Lucas Management Corporation, 244
Multifactor approach, usage. See Jacobs Levy Equity

Management

Municipal debt obligation, definition, 261
Mutual funds, 232-234

market neutral strategies, offering, 41
Mutual Offset System, 203

Narrow-based securities, 201
NAV. See Net asset value
Negative carry, definition, 261
Negative convexity, 16
Net asset value (NAV), 86-87
Net short position, definition, 261
Netherlands, debt market, 83
Neutrality
achievement, futures usage, 12-13
maintenance, 15
New York Stock Exchange (NYSE), 30
Rule 431, 35
No-arbitrage conditions, 88
Noncontingent nonperiodic payments, 216
Noncorporate taxpayers, 204
Nonequity option, 203
definition, 261
Nonlinear model, 124-125
Nonlinear payoffs, 247
Nonperiodic payments, 191-193. See also Contin-
gent nonperiodic payments; Noncontingent
nonperiodic payments; Unamortized nonpe-
riodic payments
definition, 261
relationship. See Swaps
Nonperiodic swap payments, 192
Non-qualified plans, 234
Nonsystematic risk, 37
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Notional principal amount, 190, 193
definition, 262
Notional principal contracts (NPCs), 189-197, 225
dealers, 215
definition, 262
payment character, 196-197
regulations, 190-196, 214-215
avoidance, 214
tax-avoidance usage, 217
Notional value, definition, 262
Notional yield, definition, 262
NPCs. See Notional principal contracts
NYSE. See New York Stock Exchange

OAD. See Option-adjusted duration
OASs. See Option-adjusted spreads
Objective financial information, 190
Obligor, definition, 262
Och, Daniel, 5, 7
Odwalla, Coca-Cola takeover, 109-111
Offsetting positions, 30

holding, 155
Off-the-run bond, definition, 262
Off-the-run Treasuries, 157
OID. See Original issue discount
One-day value limits, 72-73
On-market level payment, 191
On-the-run Treasury, 97

definition, 262
Optimization. See Integrated optimization

definition, 262
Option-adjusted duration (OAD), 93

definition, 262
Option-adjusted spreads (OASs), 88-90

analysis, 96, 151

considerations, 94-95

definition, 262

OAS-based requirements, 95
Option-like payoffs, 149
Options, 197-202. See also Cash-settled option;

Over-the-counter options

arbitrage, 10

characterization, 198

dealer, 198

definition, 262

definition, 262

holders, tax treatment, 199-200

impact. See Collateralized mortgage obligation

portfolio management

lapse, 201

writers, 200-201
Ordinary and routine

investments, 225-226

IRS meaning, 240-241
Ordinary income/loss, definition, 262
Original issue discount (OID), definition, 262
OTC. See Over-the-counter
Out-of-the-money, 50, 54

index put options, 126

put options, sale, 125
Over-the-counter (OTC) agreements, 99
Over-the-counter (OTC) derivatives, 248

market, 141
Over-the-counter (OTC) instruments, 247
Over-the-counter (OTC) options, 220

Over-the-counter (OTC) swaps market, 143
Overvalued securities, sale, 10-11

PAC. See Planned amortization class
Pacific Alternative Asset Management Company,
database, 57
Par, definition, 262
Parker, V.R., 250
Parties-in-interest, 235, 238-240
Passive foreign investment company (PFIC), 227, 241
definition, 262-263
status. See Foreign corporations
Passive management, definition, 263
Passive portfolio position, definition, 263
Pass-through entities, 227
Pass-through security, 16
definition, 263
Patent suits, civil legal impediments, 118
Path analysis, usage, 96
Performance fee, 237
Performance-fee basis, 40
Periodic payments, 191-192. See also Nonperiodic
payments
definition, 263
treatment, 196-197
Perold, Andre, 170
Personal property, 205-207
definition, 221
PFIC. See Passive foreign investment company
Phase-locking behavior, 248
Plain vanilla asset swap, 74
Plan Assets Regulation, 234
Plan fiduciary, 236-237
Plan sponsor, decision-making, 20
Plan structure, market neutral strategy (fit), 20
Planned amortization class (PAC), 97, 103. See
also Tight-window PAC
bonds, portfolio, 104
definition, 263
inverse 10, duration, 98
PO. See Principal-only
Portfolio risk, 13, 121-125
assessment, 126
control, 32, 34
reduction, 247
Portfolios
addition. See Short-only portfolio
assets, valuation method, 248-249
construction, 95-96. See also Benchmark-con-
strained portfolio construction
process, 38
duration, 97
interest rate exposure, 53
long-short investments, combination. See Mar-
ket neutral portfolio
managers, 89, 92
neutrality, 151
neutralization. See Long-only portfolio
position, 247
definition. See Passive portfolio position
residual risk, level, 42
return, 121, 125-126
origin, 12
trading. See Market neutral equity; Market neu-
tral portfolios
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Portfolios (Cont.)
turnover ratio, 237
Position, definition, 205
Positive convexity, 102
Preferred stock, 127. See also Convertible pre-
ferred stock
definition, 263
Premiums, amortization. See Caps; Floors
Prepaid swap, 193
Prepayment
derivative, 95-96
error, 89
hedging, 98-99
level, determination, 98
model, 89, 152
definition, 263
risk, 16-17, 89, 98
testing, 90-93
Prepayment rate, 92
definition, 263
discount rate, 93
increase, 94
Price level, usage, 68-69
Pricing period (averaging period), 114
definition, 263
Prime broker, 22
definition, 263
Principal package, 39
definition, 263
Principal-only (PO) security
collateral, similarity, 95
definition, 263
increase, 148
purchase, 95
Principal-recovery component, 193
Private Letter Rulings. See Internal Revenue Ser-
vice
definition, 263
Profit opportunities, 45, 103
Prohibited Transaction Exemption (PTE), 237-
240, 244
Prohibited transactions. See Employee Retirement
Income Security Act of 1974
Pront, Peter, 5, 6
Proxy material clearance. See Securities and
Exchange Commission
PTE. See Prohibited Transaction Exemption
Publicly traded REIT. See Real estate investment
trust
Pulvino, Todd, 5, 7, 120, 124, 129
Put options
acquisitions, 181
definition, 263
lapse, 181
Put tax treatment, 199

QEF election, 227, 241

Qualified board of exchange, definition, 264

Qualified covered call option (QCCO), 206, 220
definition, 264

Qualified dividend income, 179-180

Qualified electing fund, definition, 264

Qualified professional asset manager (QPAM), 239
definition, 264

Quality option, definition, 264
Quantitative analysis, 3
Quantitative techniques, usage, 86
Quartz Hedge Fund, 149-150

Random asset pricing, 138
Ratable daily portion, definition, 264
Real estate investment trust (REIT)
distributions, public trading, 230-231
shares, 243
Real property holding company. See U.S. real prop-
erty holding company
Real-world trading conditions, 53
Rebate fee, 264
Regularly traded, meaning, 243
Regulated futures contract (RFC), 203, 207, 211
definition, 264
Regulated investment company (RIC), 232-234
definition, 264
Regulation T. See Federal Reserve Board Regula-
tion T
Regulatory concerns. See Market neutral equity
REIT. See Real estate investment trust
Related party, 214
Related persons, 211, 215-216
Relative valuation, 11
Relative value arbitrage, 155
Relative value strategy, definition, 265
Relative value trades. See Long-Term Capital Man-
agement
Repo. See Repurchase rate
Reporting. See Employee Retirement Income Secu-
rity Act of 1974
Repurchase rate (repo)
agreements, haircuts (absence), 156
change, assumption, 68
considerations, 80
counterparty, 71
decrease, 101
definition, 265
parties, 6
usage, 148
Residual exposures, 14
Residual risk, 32
absence, 37
definition, 265
level. See Portfolios
Returns. See Portfolios; Individual deal risk/return
enhancement, 26
expectation, 42
less-than-one correlation. See Long positions
risk-free rate, 108
serial correlation, 246
Revenue Ruling. See Internal Revenue Service
RFC. See Regulated futures contract
Rho, 57
definition, 265
RIC. See Regulated investment company
Risk. See Interest rates; Portfolios; Individual deal
risk/return
control, 12-13, 17, 136. See also Merger arbi-
trage; Portfolio risk
definition. See Whipsaw risk
exposures, 42
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premium. See Equity risk premium
capture. See Merger arbitrage
presence. See Market
reduction, 31
tolerance. See Investors
Robertson, Julian, 157
Rose v. Trust Co. of Ga., 189
Rubin, Robert, 162
Russell 2000. See Frank Russell Associates
Russell 3000. See Frank Russell Associates
Russia
bond default, 248
Chase Manhattan, losses, 160
Goldman Sachs, losses, 160
government default (2000), 123, 159
IMF rescue, 159
Rutter, James, 145
Ryan, John, §

Sale/exchange, constituting, 196
Salomon Brothers
arbitrage position, liquidation, 159
bond arbitrage operation, 154
Salomon Smith Barney, LTCM control, 161
Saumier, Todd, 59
Scenario analyses, 157
Scholes, Myron S., 155, 162, 170
Seasoning, 90-91
definition, 265
SEC. See Securities and Exchange Commission
Section 1256 contracts, 191, 203-205, 214. See
also Internal Revenue Code
definition, 265
fair market value, 218-219
taxation, 204-205
Sector bias, definition, 265
Securities. See Convertible debt securities; Convert-
ible securities; Derivatives; U.S. Treasury
securities
arbitrage operations, 181
convexity, 94
definition. See Inverse security
positive convexity, 94
pricing, optimism, 29
purchase. See Undervalued securities
sale. See Overvalued securities
selection, 87-95
definition, 265
maximization, alpha transport (impact), 139-140
shorting, 12-13
volatility, 4
wash sales, 212
Securities and Exchange Commission (SEC), 198
definition, 265
proxy material clearance, 117
Rule 10a-1, 39
Securities Exchange Act of 1934, 201
definition, 265
Securities futures contracts (SFCs), 201-202, 218
termination, 202
trading, 218
September 11 tragedy, 128-129
Serial correlation. See Returns
SFCs. See Securities futures contracts

Share price, 51
Sharpe, William F, 145, 167
Sherman Act (1890), 117-118
definition, 265
Shleifer, A., 171
Short against the box, 175
Short basis trade, 62-63
Short excess returns, 34
Short portfolio
market neutral combination. See Long portfolio
payoffs, 26
Short positions
returns, less-than-one correlation. See Long posi-
tions
riskiness, 14-15
symmetric market-relative returns, 27
usage. See Market neutral strategies
Short rebate, 23, 112
definition, 265
Short sale against the box, 211
Short sales, 174-182
acquisition, 181
arbitrage operations, 181-182
candidates, 44
constructive sales rules, 175-176
definition, 265-266
holding periods, 183
impact, 227-228
payments, 179-180
proceeds, 40
rules, 181-182
Short selling
advantages, 25-30
efficiency, 27-30
issues, 38—40
Short squeeze, 39
definition, 266
Short-dated at-the-money forward straddles, 156
Short-maturity fixed-rate CMOs, 86
Short-only portfolio, 19
addition, 13
Short-sale candidates, 28
Short-short rule, 233
Short-side losses, limit, 41
Short-term capital gain/loss, definition, 265
Short-term capital gains, 177-178, 201
conversion, 176
Short-term capital loss, 204
Short-term hedging exception, 202
Short-term rate, 43
increase, 155
Significant participation, 234
Significantly in-the-money, 215-216
Singapore International Monetary Exchange Lim-
ited, 203
Singer, Brian D., 145
Small-cap companies, 39
Small-cap equity
managers, 139
strategy. See Long-only small-cap equity strategy
Small-cap manager, 139
Small-cap portfolio, 142
Small-cap stocks, 139-140
Small-cap universe, 139, 141
Soros Fund, 157
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Southeast Asia crisis (1997), 78
Sovereign debt, definition, 265
Sovereign fixed-income arbitrage, 4, 59
Spain
10-year bond, 81
2-year benchmark, 83
Special ex-dividend, 70
definition, 266
Specialist, definition, 266
Specified index, 190
Spread curve. See Swaps
Squeeze, definition, 266. See also Short squeeze
Stafford, Erik, 129
Standard & Poor’s 500 (S&P500)
definition, 266
futures contracts, 141
Index, 132
market benchmark, 11
Standard deviation, 12
definition, 266
Standstill/static rate of return, definition, 266
Staples, position, 52
Starer, David, 46, 250
Steinhardt, Michael, 157
Stock dividends, payment, 188
Stock market risk, 156
Stock mergers. See Contingent exchange ratio
stock mergers; Fixed exchange ratio stock
mergers; Floating exchange ratio stock merger
Stock-for-stock exchange, 186
Stock-for-stock transaction, 111
Stocks
borrowing, 16
conversion. See Convertible debt securities
exchange ratio, 185
price
change, 47
increase, 50
special rules, 206-208
straddle rules, 205-210
Straddles, 202. See also Mixed straddle; Tax strad-
dle; Unidentified mixed straddle
definition, 266
positions, 209
rules, 206. See also Stocks
operation, 208-210
Straight-line amortization, 194
definition, 266
Strategy risk, 121
Strike price, definition, 266
Structured long-short portfolios, 44
Substantially identical, 208
analysis, 184
property, 213
stock/securities, 176-177, 182, 200, 202
consideration, 206, 208, 212-213
Substantially overlap, 207
Substantially similar
income, 225-226
property, 207
Substitute dividend payments, 180
Successor position, 221
Super PO, 148
Support bond

definition, 266
hedging, 97
Swaps, 74-83, 193. See also Equity index; Interest
rates
contract, 143-144
definition, 266
macroconsiderations, 78-80
microconsiderations, 80-83
nonperiodic payments, relationship, 193
spread curve, definition, 266
usage, 80-81
yield curve, definition, 266
Swaption, definition, 266
Symmetric market-relative returns. See Long posi-
tions; Short positions
Systematic risk, 21
definition, 267
measure, 122

Tail, definition, 267
Takeover targets, 10
Target
business performance expectations, deviations, 119
stock, 185
Tax basis, definition, 267
Tax straddle, 218
creation, 200
Taxable investors, tax considerations. See Market
neutral strategies
Taxable year, determination, 192-193
Taxation. See Section 1256 contracts
considerations. See Market neutral strategies
special categories. See Investors; Tax-exempt
organizations
treatment. See Options
Tax-exempt interest income, 232
Tax-exempt investors, 224
tax repercussions, 35
Tax-exempt organizations, 223
ERISA concerns, 223
tax concerns, 223
UBTI, 224-228
Taxpayers. See Accrual-basis taxpayers
Tax-related buying/selling, 45
TCW. See Trust Company of the West
Tech stock bubble (1999-2000), 29-30
Technical Advice Memoranda. See Internal Reve-
nue Service
definition, 267
TED spread, 16
Tender offer, definition, 267
Termination payments, 192, 195-196, 216
amortization, 196
definition, 267
Testing date, 220
Thai baht, devaluation, 158
Ticket charge, 39
Tight-window PAC, 97
Time decay, definition, 267
Time-value component, 193. See also Loans
Tokyo Stock Exchange, 219
Toxic waste, 168
products, palatability, 149
Tracking error, 143
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Trade status, 242-243
Trader viability, 72
Trading. See Basis trading
costs, level, 18-19
Tranche. See Collateralized mortgage obligation
definition, 267
Transaction cost
amount, 54
definition, 267
Transparency. See Askin Capital Management;
Long-Term Capital Management
Travolta, 116
Treuhand bond (Treuhandanstalt), 76, 81
definition, 267
Triple net zero exposure, 156
Trust Company of the West (TCW), 151
t-statistic, 124
Two-tier PAC 10, 148

UBS, LTCM control, 161
UBTI. See Unrelated business taxable income
U.K. Debt Management Office (DMO), 71
definition, 255
U.K. government gilts, 48
Unamortized nonperiodic payments, 195
Undervalued securities, purchase, 10-11
Undistributed capital gains, 234
Unidentified mixed straddle, definition, 267
Union issues, civil legal impediments, 118
United Kingdom, buy-in convention, 72
Unity bond, 81
definition, 267
Unleveraged long-only strategies, 15
Unlisted option, 198
Unrelated business taxable income (UBTI), 16,
224. See also Tax-exempt organizations
avoidance, 227
definition, 267
exclusion, 240
modifications, 225-226
result, 41
Up-market beta, 126
estimation, 123-124
Uptick, 39
rules, definition, 268
U.S. businesses, foreign corporation engagement,
231-232
U.S. Department of Justice (DOJ), 223
Antitrust Division, 118
definition, 251
responsibilities, 117-118
U.S. Department of Labor (DOL), Advisory Opinion
86-20A, 244
86-31A, 244
89-31A, 244
U.S. Department of Labor (DOL) regulations, 234
U.S. real property holding company, definition, 268
U.S. Supreme Court ruling, 243
U.S. Treasury bills, 16
price increase, 11
rate, 23, 43
U.S. Treasury bonds futures, 143
U.S. Treasury Department
determinations, 203
position, 207

U.S. Treasury futures, 132
coupon change, 84

U.S. Treasury market, coupons/maturities, 65

U.S. Treasury rates, 54

U.S. Treasury regulations, 198, 241
1.864-6(b)(2)(ii), 244

U.S. Treasury securities, 101

U.S. Treasury yield, 104

U.S. withholding tax, 230

Valuation strategy, 10
Value estimates (marks). See Broker-dealers
Value investors, 164
Value limits. See One-day value limits
Value Line Convertibles, 52-54
Value opportunities, 59
Value stocks, performance, 43
Value-added. See Active equity portfolio
origination, 248
retaining, 136
Value-at-risk (VAR) analyses, usage, 157
VAR. See Value-at-risk
Variance, definition, 268
Variation margin, definition, 268
Vega, 93
definition, 268
Vishny, R.W., 171
Volatility
decrease, 246
derivative, 93, 96
increase. See Implied volatilities
level, 20
testing, 93-94
Vote-buying, accusations, 113
Voting securities, 233

WAC. See Weighted average coupon
Wall Street Journal, 26
Warrants, 127
definition, 268
Wiash sale, 218. See also Modified wash sale; Securities
definition, 268
rules, 205
Weighted average coupon (WAC), 91
‘Weisman, Andrew B., 250
When-issued basis, 184
Whipsaw risk, definition, 268
White, James A., 46
Wide-windowed securities, hedging, 97
Withholding tax. See U.S. withholding tax
WorldCom, reliance, 145

Yen-denominated swaps, 155
Yield adjustment fee, 193
definition, 268
Yield curve. See Swaps
change, 69, 80
assumption, 68
definition, 268
influences, 60
relative value trades, 156
shape, 68
slope, 70
trading, 59
twists, 97
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Yield decrease, 67
Yield spread, 75
definition, 268

Z bond, 148
definition, 268

Zero-cost collar, 194
Zero-coupon bonds, 17
Zero-funding rate, 71
Zero-plus tick, 39
Zuckerman, Gregory, 171
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