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| Application of CDOs to urban development projects

By Hiroshi BANDO, Yosuke OKAMOTO, Masamitsu ONISHI ,Kiyoshi KOBAYASHI

In this paper, application of CDOs (Collateralized Debt Obligation) to the financial
procurement of urban development projects is proposed. A CDO is an asset-backed

security whose underlying collateral is typically a portfolio of risk assets like bonds

or bank loans. One of the advantages of a CDO is the diversion effect brought by

the portfolio of multi-risk assets. The other advantage of a CDO is a prioritization

" scheme that permits issuing securities with different levels of risk and adequate to

the preferences of investors. Moreover, a CDO include a credit derivative swap that

makes the investors to earn a rate of interest higher than before. This paper proposes

that recent high demand for mezzanine interest is advantageous for developers of

urban develop projects when procuring capital by making use of the scheme applied

the CDO mechanism. A numerical simulation in a case study is made in order to show

the reduction of capital procurement costs derived from the application of mezzanine

finance.
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