
Same as Car
Insurance

Premium

CDS Made Simple

$500,000
Collateral

AIG

Insurance

Make Whole (spread)

$100,000 Per Year Premium

BUYER

Make Whole

$50,000 Premium

1 Credit Event
• Make Whole

 Physical settlement
 Seller must deliver reference asset

SELLER

Shorting Asset
Transferring Risk
On a Credit Event1

Hedge
Fund #1

Hedge
Fund #2

$250,000 
Collateral

Collateral

Collateral

Collateral

GM Bonds

Only Reference Asset

NO NEED FOR BONDS

Insurance

AXA

Allianz

OTHER CDS CONTRACTS

REINSURANCE



CMBX and How it Relates to CMBS

$500,000
Collateral

Merrill
Lynch

Make Whole

$100,000 Per Year Premium

BUYER

1 Credit Event
• Pay as you go

SELLER

Shorting Asset
Transferring Risk
On a Credit Event1

CMBX
    (Index of 25 CMBS Trust)

Only Reference Index

NO NEED FOR BONDS

Insurance

Markit (a financial information services
company) is Clearing House

Cash CMBS Market

Conduit Loan
(Fixed Rate)

Conduit Loan
(Floating Rate)

Owner

Hedge
Funds

Banks

Insurance 
Cos.

AAA

NR

Tranches by
Bond Rating

Marked to Market 
Based on Last

CMBX Transaction 


