
 Is it the beginning of the 
end or the end of the begin-
ning? Possibly the begin-
ning of the beginning.   
 
In the last two years there 
has been $1.3 trillion in sub 
prime debt issuance. Cur-
rently as much as 
15% or $195 
billion of that is 
in default (more 
than 90 days past 
due).  So far we 
have heard about 
$15—20 billion 
in bond losses 
connected with 
these loans. 
 
Westwood Asset Manage-
ment is wondering when 
we will hear about the rest 
of these losses. A little 
background: Mortgage 
loans get put into groups, 
the groups are formulated 
into financial entities, re-
ferred to as pools. The 
pools then issue bonds 
backed and paid solely by 
the mortgages. 
 
Managing Partner Byron 
Stead comments, “Part of 
the problem is that we do 
not believe that  the rise in 
defaults has peaked.  Many 
of the mortgages have reset 
features that convert to 
higher monthly payments 
in the second half of 2007 
through 2009. So we be-
lieve that default rates will 
continue to climb. How-
ever,  foreclosure and sale 
usually results in a good 
percentage recovery for the 
lender. We should continue 
to see 60-80% type of re-
coveries in the foreseeable 
future.” 
  
Although, this could 
change rapidly with  the  
added supply of housing 

and a decline in loan avail-
ability. So if we had a fore-
closure rate of 35% and a 
recovery rate of 60% over 
a number of years 
(doomsday scenario [for 
now anyway]). The resul-
tant losses would be 14% 

of the effected pools over a 
number of years. This 
would be similar to the 
losses incurred in the high 
yield market from 2000 
through 2003.  
  
As demonstrated earlier 
this decade by the high 
yield market there would 
be a large effect on the 
market values of all of the 
bonds issued by the pools.  
 
The bonds themselves 
could collectively lose hun-
dreds of billions of dollars 
more in trading value. This 
could trigger enormous  
pressure on the markets. 
Most noticeably on the 
leveraged players who 
could be forced into liqui-
dation scenarios.  
  
Furthermore the effect 
could spread to some de-
gree to other areas such as 
credit card backed pools 
and corporate bonds.  
 
Portfolio Manger Allen 
Cooke added,    “ A second 
disturbing factor is the un-
folding difficulties for bor-
rowers. The current events 
are having a disruptive 

effect, on the creation of 
home loans, which is not 
immediately evident. So 
if the ability to borrow to 
buy homes is disrupted it 
could further the losses in 
the pools.”  
 
“The question remains as 
to where the current 
losses reside. We know 
that the average pool has 
traded down  about 10-
15%. This equals at least 
$130 billion in paper 
losses.  This number is 
seemingly confirmed by 
trading values on the 
ABX index. In total, only 
$15 or 20  of the 195 bil-
lion in losses have been 
announced., explains 
Byron, “We believe that 
the remaining $100 bil-
lion + or so will appear at 
the end of the third quar-
ter when hedge funds and 
other players are required 
to mark to market their 
portfolio holdings and 
accurately announce the 
values to their investors, 
At least at that point we 
will be through the begin-
ning.” 
  

 THE SUBPRIME ADVISOR–    
 FINDING THE LOSSES 

The Subprime Advisor 
 

1 

Chipotle Burritos = Warm 
Goodness 

2 

Are Your Money Market 
Funds Safe? 

3 

Meet the Partners 3 

  
  
ABOUT WESTWOOD ASSET MAN-
AGEMENT 

4 W
E

S
T

W
O

O
D

A
M

.C
O

M
 

W
E

S
T

W
O

O
D

 A
S

S
E

T
 M

A
N

A
G

E
M

E
N

T
 

 

SUMMER 2007 



 

W E S T W O O D  A S S E T 
 MANAGEMENT 

          1063 Gayley 2nd Floor 

         Los Angeles, CA 90024 
 

“The main objective of Westwood 
Asset Management is to continu-
ously improve the value of client 
investment portfolios in the most 
tax efficient manner” 

 
TO OPEN AN ACCOUNT 

CALL US AT 

800-985-4926 
invest@westwoodam.com 

 

 

 

INDEXES 

DJIA 13,236         +6.2%    YTD 

SPX    1464          +3.2%    YTD 

CRB     301           -2.2%    YTD 

 

 

Bank Prime Rate:  8.25% 

2 yr   treasury        4.18% 

10 yr treasury        4.65% 

30 yr treasury        4.96% 

Gold                        659.00 oz 

Silver                         11.55 oz 

Cotton                           .56  lb 

  

Chipotle Mexican Grill (CMG), was spun off in 2006 from 
McDonalds. Chipotle operates approximately 600 restaurants 
throughout the United States. CMG ripped a page from the most 
popular restaurant in the United States: Subway. The customer 
walks to the counter and along a line that fills a burrito or taco 
with ingredients of his or her choice.  

Managing Partner of Westwood, Byron Stead explains, 
“Chipotle (CMG) has a high margins, quick turnover, low spill-
age, happy customers, and  solid revenue per square foot. Also 
Chipotle's use of high quality ingredients, leaning towards or-
ganic, appeals to its consumer base.”  

“Because Chipotle was spun off from McDonald's we had a high 
degree of confidence in management and began eating there. It 
was hard to miss the IPO but we waited and analyzed the stock 
for a while. Turns out the metrics were quite excellent for a res-
taurant.” says Portfolio Manager Allen Cooke, “Since Chipotle 
is successful almost everywhere it opens we believe that the com-
pany could open 1500 more stores over the next 7 to 10 years. 
This could supercharge earnings growth leading to a high degree 
of satisfaction for investors.  

Investors may complete their due diligence on CMG by going to 
www.chipotle.com and logging onto the store finder then going to 
a location that is close to them and ordering a burrito or tacos.  If 
you own the stock and dine at a Chipotle you could possibly be 
contributing to your own net worth.  
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Are money market funds 100% reli-
able? Can money market funds ever 
get in trouble? Actually, yes they 
can to some degree.  
 
First a little background; Money 
markets are like mutual funds but 
comprised mainly of commercial 
paper (the high quality short term 
borrowings of large investment 
grade companies). Currently there 
is approximately $2.2 trillion recy-
cling in the commercial paper mar-
ket.  Since money markets are not 
guaranteed by the government the 
funds are reliant on the issuers to 
repay their loans. 
 
Due to the recent subprime difficul-
ties companies connected to the 
mortgage area had some difficulty 
issuing new commercial paper to 
repay  existing obligations.  
 
Can the government help? The Se-
curities Investor Protection Corpo-
ration protects investors in the event 
of a broker/dealer failure but money 
markets are not covered by the 
SIPC or other government agencies. 
So the government is not required 
to help. 
 
Yes there are a few instances of 
failure. American Bank Financial 
Corp which was the sole issuer into 

its’ own money market is one ex-
ample. Outside of these types of 
situations there have merely been a 
few hiccups. 
 
For instance in to 1990s Paine 

Webber had one fund fall slightly 
below 100 cents per dollar. Paine 
Weber quickly made the fund 
whole. 
 
What about now? We asked our-
selves this question after several 
odd moments in the last week. 
What would happen if the commer-
cial paper market hit a snag. If there 
was an issuer default or more likely 
a payment delay by an issuer? “This 
could effect the  short term demand 
from lenders, pushing up short term 
treasuries and driving down com-

mercial paper.  This would also 
have a negative short term effect on 
the dollar. Aside from the resultant 
turmoil, an event like this could 
cause a longer term reaction in the 
entire commercial paper market.” 
says Westwood's Allen Cooke. 
 
Byron added, “It probably wouldn’t 
take more than a few days for the 
federal reserve to react by injecting 
liquidity or actually buying the pa-
per to smooth things over.”  
 
Allen Cooke further explained,  
“Considering the velocity of ma-
turities and issuance, we consider 
this market to be vulnerable to sin-
gle issuer problems. This means 
that a single issuer with a payment 
delay could roil the entire market. 
At this time, of course, this type of 
problem seems outlandish but if 
there is a delay of some type it 
would retard the velocity of com-
mercial paper. Resulting in reduced 
capital availability and a negative 
effect on all of the markets. If the 
problem is not immediately con-
tained it could eventually cause 
capital flight and heightened illiq-
uidity for all U.S. borrowers.” 
   

 

 

 

Byron Stead, Managing Partner 
 Mr. Stead has over ten years of experience 
serving institutional and individual clients. 
His clientele as a bond trader include some 
of the most well known companies in the 
mutual fund and hedge fund industry. 

 His professional history and educational 
background include analysis in macro-
economics, mathematics, chapter 11 reor-
ganization and multi currency fixed income 
markets.  
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R. Allen Cooke, Portfolio Manager 
Allen Cooke, the Portfolio Manager of West-
wood Asset Management, has over fifteen 
years of experience serving institutional and 
individual clients.  

Prior to Westwood Asset Management, he was 
the head of fixed income, research and trading 

for Western International Securities. Mr. Cooke has researched and 
correctly forecasted a number of economic situations involving compa-
nies, markets and industries. His financial history also includes com-
plex analysis, of individual companies. Mr. Cooke holds series 86 and 
87 analyst license. 

 



 

 

 

Westwood Asset Management, LLC (“the Adviser”) provides 
investment advisory services to its clients and transactional ser-
vices to its’ institutional clients.  The advisory services include, 
among other things, providing advice regarding investments in 
securities including asset allocation and the selection of invest-
ments. 

 

ACCOUNT MINIMUMS 

The Adviser requires a minimum of $100,000 to establish a new 
advisory account; however, the minimum may be waived at the 
sole discretion of the Adviser.   

 

1063 Gayley 2nd Floor 
Los Angeles, CA., 90024 
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Financial Growth.  Simplified. 

CALL US TODAY AT 800-985-4926  

 

Phone: 310-208-2191 
Fax: 310-208-2228        

invest@westwoodam.com 

Financial Growth.  Simplified. 

We’re  on the web! 

www.westwoodam.com 

 

 

   


