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Focus on Trick Liquidity
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Trick Liquidity: An
arrangement labeled as a
“liquidity facility” which in fact
provides a full wrap insulating
ABCP investors from all credit
and liquidity risks of an
associated pool of receivables.

The rating of an ABCP
program that uses trick liquidity
may be based entirely on the
trick and not at all on the quality
of the assets financed through
the program.



Partially Supported ABCP Paradigm

. Separate liguidity and credit enhancement
. CE Is scarce (10%) and unconditional

. LIQ is abundant (100%) but conditional
— LIQ “funds against” assets, not against ABCP
— LIQ funds against “good” assets, not all assets
— LIQ avallability is calculated with a formula

. Investors bear asset performance risk, not just
bank risk
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Typical Partially Supported LIQ Formula

LIQ = Purchased Recelvables

less Defaulted Recelvables

0

0

M

us cash co

us deemed

Moody's Investors Service

nlus Discount (yield) on ABCP

lected but not remitted

collections (dilution etc.)



ABCP Allocation of Risks
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Liquidity Facility




#1 - Cover Page Trick
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#2 - Calendar Trick

Use a typical partially
supported LIQ formula but
plug In numbers from an
old report so that there Is
always enough money to
retire maturing ABCP.

Optional: Add a credit
enhancement facility to
protect liquidity providers.
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#3 - Bucket Trick

Maximum maturity of ABCP is less than
the amount of time that can pass between
the breach of a delinquency trigger and
the exclusion of the delinguent receivables
from the liquidity funding base.

A related device (not a full trick) Is to
limit ABCP maturities and to use triggers
to partially shift credit risk to liquidity
facilities.
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#4 - Formula Trick

LIQ oc PR - DR + X
X = DR

LIQ ««c PR— DR + DR
LIQ oc PR
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The LIQ formula
subtracts Defaulted
Recelvables from
Purchased Recelvables
and then adds back the
amount of defaulted
receivables under a
different name.




Bottom Line on Trick Liquidity

. Tricks are neither good nor bad; they just are

. Tricks shift the emphasis of Moody’s analysis away from
the underlying assets

. The administrator of a program that uses tricks must
prove that it understands the tricks

A program that uses tricks can finance very weak assets
and still attain a Prime-1 rating because the tricks, rather
than the assets, will be the basis of the rating
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