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More Banks Rearrange CDO Holdings

Citigroup, Goldman Sachs, Lehman Brothers, National Penn Hedge fund managers set up side pockets as a place to stash
and Zions Bancorp have each shuffled around some of their  illiquid holdings, separating those investments from their
investments in CDOs, in hopes of tempering the impact of  main portfolios. The set-aside assets don’t generate any fees,
losses on those holdings. but they also don’t drag down the returns of the broader fund

Citi, Goldman and Lehman pulled — allowing the operators to generate more
the troubled securities out of the portfo- income from performance charges.
lios of hedge funds they run, placing Investors in the hedge funds,
them in special components of those meanwhile, can’t retrieve their full

vehicles known as side pockets. contributions until the side-pocket

Meanwhile, National Penn and Zions holdings are liquidated or assigned

shifted holdings out of “available-for- values.

sale” investment books that must be As for banks that move invest-
ments from available-for-sale

marked to market, and into “hold-to- i v
. » N . itch Adds to Mortgage-gong Arsenal 1
maturity” accounts that don't require T accounts to hold-to-maturity portfo-
lios, those institutions can recognize

such adjustments. ot e Barolays to Integratg a5
. uammp]« svon ah ja . . e ey
The moves follow a pattern in THE AR L e h'kz{unm:ulmnesgu gfur:;f:,: gains with the initial transfers based
oSt St struc. . .
‘" . on the values they assign to the posi-

which an increasing number of
tions. However, they stand to book
losses later when the holdings mature
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financial-industry players have been
moving around CDO investments B buw
since the credit crunch began last o "’h GM”“”"“" g ,Zf,;“': or are sold. The hope among most
, S, ;':";an '::Wg:':ﬂilyan:ey Ere L,.,,,,,,a,,on;’ shops employing the tactic is that the
e ™ e investments’ values will recover in the

year, many in hopes of minimizing
the balance-sheet effects of steep pos oy i
declines in those holdings™ values.
“We foresee a prolonged period of
losses, both for banks and hedge

funds, as they employ options,

et uloubkd
o home oans ang mor.

g«s

meantime.
Zions recently moved $1.2 billion of

e e CDO holdings into hold-to-maturity
T pools, while National Penn re-catego-
such as side pockets, to, among rized up to $400 million in a similar man-
other things, delay the recognition of certain pend- ner. Those transfers, along with the moves
ing losses,” said Gene Phillips, a director at CDO-valuation shop by Citi, Goldman and Lehman, each likely
PF2 Securities Evaluations. took place since June — before Lehman succumbed to a liquidi-
That said, there would be no balance-sheet benefit for a  ty shortage and eventually agreed to be bought by Barclays.
bank that moves CDO holdings from a hedge fund it operates Securitization professionals said the banks probably won’t be
into a side pocket. But such a shift could impact the fees an  the last in the industry to reclassify CDO holdings in an effort
to fortify their balance sheets, even if only temporarily. %

institution collects for managing the vehicles.

hedge und manager D, shap o inis
backed securiie
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