






































benefits of other transferors’ assets, the investors are exposed to all of the
assets. As a result, if concerns about adverse events affecting one
transferor were to make investors or rating agencies concerned about a
multi-seller SPE’s ABCP rating, all of the transferors could suffer.
Administrators have discretion over SPE purchases and removal of assets
from the SPE so that they are in a position to keep any potential or
existing transferor from impairing the utility of the SPE for all of the
others. In the case of liquidity, sales to a liquidity provider are subject to
strict funding formulas to avoid the funding of credit losses by the
liquidity purchasers.

An administrator’s discretion to cause a multi-seller SPE to purchase
assets is not unfettered. Administrators are subject to investment
guidelines that restrict the assets eligible for purchase.

Administrators do not trade multiseller SPE assets, and any economic
impact on the administrator (in that capacity) from exercise of discretion
over the purchase and sale of assets is purely a matter of volume of
transactions (i.e. the absolute level of administration fees increases as the

volume of assets increases), rather than profit or loss from changes in the
fair valne af the multicallar QPER’c aceate Wa An nnt haliava that thic ttma



enterprise to a significant extent. This condition is not met, for example, if
provisions of the governing documents significantly limit the amounts and
types of assets eligible for purchase, and the enterprise cannot unilaterally
change such provisions. Similarly, this provision is not met if the
enterprise is only permitted to direct dispositions of assets for the purpose
of protecting beneficial interest holders from losses, preserving the SPE’s
access to a particular funding market or terminating a transaction in the

We assume that our requested addition of language relating to benefits to the
enterprise considering consolidation is merely a clarification because our requested
addition is consistent with the definition of “variable interest” in paragraph 7 which states
that one of the attributes of a variable interest is that variable interests are “the means . . .
through which the providers gain or lose from activities and events that change the values
of the SPE’s assets and liabilities.”

Finally, we note the use of the word “and” not “or” in the phrase “purchase and
sale” in paragraph 23.a., and we strongly believe that to be the appropriate formulation.

VII. Other Comments.

A. Different disclosures should be required under paragraph 25.

‘We suggest that an enterprise that is an administrator of a multi-seller SPE be
required to include the following footnote disclosures in its financial statements:

1.
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The purpose of the SPE and the nature of the reporting enterprise’s
contractual arrangements with the SPE.

The amount and types of ABCP and other securities issued by the SPE
outstanding as of the latest balance sheet date and the associated credit
ratings.

The amount of liquidity commitments provided by the reporting enterprise
to the SPE.

The amount of any second loss or programrwide credit enhancement
provided by the reporting enterprise in the form of subordinated debt,
letters of credit or other guarantees and their maturity.

Whether and under what circumstances the reporting enterprise could be
required to issue its own equity to support the SPE’s transactions.

Whether an employee of the reporting enterprise has invested in the SPE.

‘Whether the reporting enterprise has sold any of its own assets to the SPE.



We believe that these disclosures (or any other disclosures required under
paragraph 25) may be presented in the aggregate for all SPEs administered by a single
administrator, noting differences between SPEs where material.

We believe these disclosures should only be made by the administrator of a multi
seller SPE and that other parties should continue to disclose their exposures (such as
liquidity and credit enhancement providers) to 2 multi-seller SPE in accordance with
existing U.S. GAAP.

B. Paragraph 26 does not provide an adequate transition period for any
enterprise that is required to consolidate an SPE.

We recognize that FASB and others perceive the implementation of new
consolidation standards as a matter of some urgency. However, the combination of
immediate effectiveness for new SPEs and the proposed short transition period for pre-
existing SPEs would impose tremendous compliance difficulties on market participants.
We request that:

e the final interpretation be effective for SPEs formed on or after its release
date beginning in the first fiscal period beginning more than two months
after the final interpretation is released; and

o the transition period for pre-existing SPEs (including new transactions
completed in these SPEs as in effect on the release date for the final
interpretation) be extended so that the provisions of the interpretation must
be applied as of the beginning of the first interim or fiscal period
beginning after September 15, 2003 (assuming that the final interpretation
is released not too late in the fourth calendar quarter of 2002).

This is still a very rapid implementation schedule for any market participant that
faces consolidation of previously unconsolidated SPEs. The process of changing the
underlying documentation for a multi-seller SPE might require disclosure to its ABCP
investors and this could take a significant amount of time. Also sufficient time must be
allowed for investors in the ABCP outstanding prior to any changes in the underlying
documentation to decide if they will rollover their investments. We believe our
transaction recommendations are a reasonable compromise between the general desire to
quickly bring more consistency and certainty to consolidation policy and the legitimate
expectations of parties who entered into existing transactions in reliance upon existing
U.S. GAAP.

C. Transition guidance should reasonably accommodate existing transactions.

The Statement 140 requirements that are incorporated by reference in paragraph
22 sometimes speak of provisions that must be in an SPE’s governing documents fom
inception. For existing SPEs that have to be modified to avoid inappropriate
consolidation under the proposed interpretation, it is impossible to satisfy the from-
inception element of these requirements literally. It would be helpful if FASB provided
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VIIL

transition guidance that confirmed that amendments made to comply with the new
interpretation do not have to satisfy the from- inception timing requirement.

D. When consolidation is required, we believe that display should be made using
matched presentation

‘When consolidation is required under the proposed interpretation, we believe that
the consolidating entity display its interest in the SPE using the “matched presentation”
described in Appendix E to this letter. For reasons discussed in Appendix E, we believe
that a matched presentation would provide a much clearer picture of the exposure of the
consolidating entity.

Conclusion

As discussed above, we believe that an excessively broad consolidation standard
is as misleading as an excessively narrow one. We believe that the proposed
interpretation could result in diminishing transparency by requiring consolidation in
circumstances where it makes disclosure less meaningful. Furthermore, for most
securitization SPEs, we believe that the most transparent and useful accounting is for
each party to continue to use the financial components approach of existing U.S. GAAP
to account for and disclose its respective rights and obligations related to the assets in
the SPE. Finally, based on discussions internally and with other market participants
and observers, the commenting group believes that an overly broad consolidation
policy is likely to materially reduce legitimate risk dispersing activities by multi-seller
SPEs and/or materially increase the cost of funds to businesses that access the ABCP
market through this medium. We urge FASB to consider these consequences as it
finalizes the interpretation.

We recognize that FASB’s mission is to set appropriate accounting standards and
that FASB cannot be unduly influenced by the economic impacts of implementing those
standards. However, .recognizing again the subjectivity of the “controlling financial
interest” standard, we urge FASB to avoid imposing an overly broad consolidation
standard.

With your permission, we would appreciate the opportunity to add to the
institutions supporting this letter as additional institutions have an opportunity to obtain
internal approval for support of the positions discussed in this letter.

* * *
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This letter is submitted by the following institutions:
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ABN AMRO BANK N.V.

BANK OF AMERICA, N.A.

BANK OF TOKYO-MITSUBISHI, LTD., NEW
YORK BRANCH

BANK ONE CORPORATION

BARCLAY’S BANK PLC

CANADIAN IMPERIAL BANK OF COMMERCE

CITIGROUP INC.

J.P. MORGAN CHASE & CO.

ROYAL BANK OF CANADA

SOCIETE GENERALE

WACHOVIA CORPORATION
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Appendix A

Consolidation Decision Tree

8938816.9 99529463



£9V6TS66 69188€68

s1epyosuoa Aeyy seleptosuos
pue Aierapeueg

fiewng eyt 1
a1 esudisiue 1oy ou sey 3d54

T T
Toseq

-10%IBM 10U 612 {BY) S66) SBAIBII If '€
{6°d'9ed

pue 'g ‘d ‘A wed eeg) TIOWST UL

FUTTITITE sewued sou10 jo sivaisil
8y 01 ejeUIPIOGNS 81 J8Y) ‘O5EI

Aue vy ‘Loddns 1988® J0 “ypers *Aupinl
1o wro) 1810 10 ‘usweBuElsE Bupus)
dn-yoeq & ‘esjuesent & sepiosd {1) i

TOETHE TUESUSTS € o1 65Harans

348 ous T e ey TevTTer T

erepljosuod 3ds 8Y} Jo sess0| puE 'suIEB ‘sesuadxe

(2 d’Al ved sesTTIS nod pue Arejarjousg ‘senusas1 ey} 108 yE Ajiueanubls
Arewiig o) ese nop o) HO1I1261P JUBINYINS YlIM S108SE

Y 1198 pute eseyoind o) Aitoyine sey 1| 'L
“TUemPTSY

TOTETOCTT T Y PUTTETST TSSO

T T s8A sep

T EPTOT AT O STRITSIT ITRCOTITTETE ISR -z e10N pr— 7335 eIeaTg
3ds ou1 ! © 51593 0015 2 10,35
(1 °d g xipusddy ees) » -_n-_..m e e [elouUld,  ‘seyinbe
e o olew oN Ploy 1,useop 1oyl

TTERTETE FTEETBTIT STAUITEA 1 Aaa% "Ou T« fou op noA N 4
T TSR AR cuipeunof o0 3450 v 3ds ou 81
TITSTTCSS I -
NS T SO GO TS TSI BT " ST on oN

bzl 2ds0 ew ¢3dso
TSTESEE BUTKSITE] SUT S8R SIS € UIR 1SUSUEn Ty 1318 ou1 01 sosejsues 4350 ® 3d5 oui |
T T 2
Pt L Jou 0p noA son oy) nok a3y son

ydesBesed sod $OI1G OJu1 POPIAID St IS JONIOS-IUNW ¥ ) SION

*siseydwe o) paujjiepun ese Je.Q esnsodx3 sy} pue resodosd S|y} useMmieq seduULIelIq

s3dS 19]19S-13IN 10§ 2a4] uoisioaq uoijepljosuon pasodoid inQ



Appendix B

Additional Interpretive Questions and Drafting Suggestions

This Appendix is organized sequentially based on the paragraph of the Exposure Draft to
which each comment relates.

Paragraph

Comment

17

We generally support the “silo” approach required by this paragraph

as consistent with the economic substance of multt seller and other

shared SPEs.

We would like to confirm that our understanding of the appropriate

order for application of the silo approach set forth below is correct:

o divide a multi-seller SPE into its various silos

¢ looking at each silo, each enterprise would make the following
determinations in the following order:

o determine whether the silo is consolidated with any other
entity, regardless of whether that entity is a substantive
operating enterprise or another SPE—if so, analysis stops
and only that entity consolidates

o determine whether the silo is of the type described in
paragraph 22 and, if so, determine whether the enterprise
provides significant financial support under paragraph 23—
if not, analysis stops and such enterprise would not
consolidate the silo

o ifasilo is not of the type described in paragraph 22 or an
enterprise provides significant financial support under
paragraph 23—determine whether the enterprise is the
primary beneficiary under paragraph 13—if so, such
enterprise would consolidate the silo, if not, such enterprise
would not consolidate the silo.

As discussed in the body of the letter, we believe that the silo
treatment should be extended to other parties (such as administrators
and liquidity and credit enhancement providers) besides the parties
described in paragraph 17. In addition, we believe that FASB should
provide additional guidance as to how various principles in the
interpretation are to be applied to a silo. We have suggested
additional guidance in our proposed revisions of paragraphs 17 and
22 appearing in Appendix C.

19

This paragraph states in part; “Because it can be difficult to
determine whether a fee...is market based, an enterprise shall
presume that its fee from an SPE is not market based unless it can be
demonstrated to be comparable to fees in similar observable arm’s
length tramsactions or arrangements.” We believe that an enterprise
should be able to overcome the presumption that a fee is not market
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Paragraph

Comment

based if there is demonstrable bargaining between enterprises to

establish the fees. For instance, in the multi-seller SPE market, a

transferor will likely have bids from several multseller SPEs when

it begins a transaction.

e We believe that if an enterprise that is a significant market
participant which in the ordinary course of business enters into
transactions with clients and investors, which transactions reflect
demonstrable bargaining between these enterprises, it should be able
to use all of its own transactions to demonstrate the market based
nature of its fees as a benchmark based on the premise it has created
a market. Other market comparisons simply may not be available in
some circumstances, and there are antitrust issues with attempting to
obtain that information in private transactions.

e Paragraph 19 also says that “a fee negotiated at arm’s length under
competitive conditions (a market-based fee) is not a variable interest
unless the holder has an investment at risk or . . . .”

e We believe that if a fee is truly a market-based fee, the fact that
an enterprise has an investment at risk should not be sufficient to
require the treatment of the market-based fee as a variable
interest. Rather, the enterprise should be required only to
analyze whether its investment at risk constitutes a variable
interest.

o If the FASB were to disagree with our position above, we
believe that the “investment at risk” should refer only to the
types of investments referred to in the next sentence in paragraph
19 (significant incremental investments made in order to earn the
fee).

22.b.

This paragraph of the proposed interpretation incorporates by reference
certain requirements stated in paragraph 35 and related paragraphs of
Statement 140. This creates some interpretive questions, since the proposed
interpretation applies to different parties than does Statement 140 (which
relates only to transferors). It would be helpful if those paragraphs were
restated in full, making the necessary adjustments to apply to a nonQSPE
and to potential consolidating enterprises other than the transferor. We have
attached our suggested language as part of Appendix C. In particular, we
believe that changes in our language allowing more flexibility in the ability
to issue beneficial interests of varying terms and maturities reflect
fundamental differences between the purposes of this Exposure Draft and
Statement 140. First, we believe that the ability to more freely issue
beneficial interests is fundamental in facilitating the risk dispersing function
of transactions in multiseller SPEs. Second, we believe that the increased
ability to purchase and sell assets that the FASB recognizes in paragraph 22
leads to a need for increased flexibility to issue, and vary the terms of,
beneficial interests to support such assets.
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Paragraph

Comment

On a related point, paragraph 22.b(3) of the Exposure Draft refers to a
number of paragraphs in Statement 140 that explain or elaborate upon sub-
paragraphs of paragraph 35.d of Statement 140 and indicates that the
restrictions in those paragraphs are not required for an SPE to fall under
paragraphs 22 and 23 of the proposed interpretation. The natural implication
of this statement is that the restrictions in paragraph 35.d. itself also do not
apply, with the possible exception of paragraph 35.d.(3), since the
paragraphs that explain and elaborate on 35.d.(3) are not referenced in
paragraph 22.b.(3) of the Exposure Draft. It would be helpful if the final
interpretation could confirm this implication. In our suggested rewording of
paragraph 22.b. in Appendix C, we have accomplished this by leaving 35.d.
out of the text that we have reworded for applicationto SPEs subject to
paragraphs 22 and 23 of the Exposure Draft.

23.b.

e Although on balance we believe it is grammatically clear that the
word “subordinate” in this paragraph modifies all of the items in the
list that precedes it, some readers have been uncertain about this. In
our mark-up in Appendix C we have suggested a minor change to
clarify this point.

e  We would like to confirm our understanding that if a liquidity or
credit enhancement position has been syndicated or is otherwise
provided by more than one enterprise through assignment or
participation, each provider would only include its allocable share of
such position when determining the level of its variable interests.

B20

This paragraph states in part that SPEs of the type described in paragraph 22
“have limits on their activities and the interests they can issue, and are
legally isolated from the enterprises that hold interests in them.”

e The legal isolation requirement does not otherwise appear in
paragraph 22 of the ED or in paragraph 35 of Statement 140, which
paragraph 22 largely incorporates by reference. The standard used in
paragraph 35 of Statement 140 is “demonstrably distinct.” We
believe that is a more appropriate standard here. The legal isolation
component of Statement 140 is in paragraph 9, and we suggest that
FASB should view it like other parts of 140 that are derecognition
and transferor-oriented and do not need to be carried over to the
consolidation analysis of SPEs under paragraph 22.
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Appendix C

Suggested Re-Wording of Paragraphs 17, 22.b. and 23

17. If contractual or other legal provisions or agreements substantially restrict an
enterprise’s rights and obligations to specifically identified assets of an SPE, and the
interests of the creditors of the SPE apply equally to all of the SPE’s assets, then (a) that
enterprise shall treat those assets and the portions of the SPE’s liabilities attributable to
those assets as a separate SPE® b) a comparison of variable interests relate each
such SPE should include the variable interests issued in any intermediary SPEs that are

used to transfer assets or beneficial interests to the separate SPE. _In addition, if
substantially all of the assets of an SPE are to be treated as separate SPEs for some
enterprise in accordance with the preceding sentence, then any other enterprise involved
with_the actual legal SPE may also analyze each of the deemed separate SPEs
individually, if such an analysis is consistent with the substance of the enterprise’s
involvement. In applying paragraphs 22 and 23 to a deemed separate SPE, some
requirements shall be applied to the deemed separate SPE and some shall be applied to
the actual legal SPE of which it is a part, as follows:

22.

b. An SPEs that meetg all of the following conditions in-paragraph-35-0fStatement
140-and-other paragraphsrefe d-in-paragraph35-except-that;

1) TFhey It may hold equity securities (as defined in Statgment 115) only
temporarily and then only if those equity securities are obtained as a result
of collecting financial assets held by the SPE. [footnote 8 not included
here, but it should remain} '}

) It is demonstrably distinct from the transferer-enterprise considering
consolidation ¢(paragraph-36). 36—fAp qualifiying SPE is demonstrably
distinct from the-transferor an enterprise only if it cannot be unilaterally
dissolved by any-transferersuch enterprise, any transferor, its affiliates, or
its agents and either (a) in the case of a transferor, at least 10 percent of
the fair value of its beneficial interests is held by parties other than any
transferor, its affiliates, or its agents or (b) the transfer transaction is a
guaranteed mortgage securitization. ™ An ability to unilaterally dissolve
an SPE can take many forms, including but not limited to holding

' The remainder of proposed paragraph 22.b. is deleted, and all of the following text is a proposed
addition. The proposed addition is marked to show changes from the corresponding text in Statement 140.
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sufficient beneficial interests to demand that the trustee-disselve SPE be
dissolved, the right to call all the assets transferred to the SPE, and a nght

to call or prepayment privilege on the beneficial interests held by other
parties.

3) Its permitted activities (1) are significantly limited, but need not be limited

as to the tenor and other terms of beneficial interests that may be issued,
(2) were entirely specified in the legal documents that established the SPE,
conformed the SPF to the requirements of this interpretation or created the

beneficial interests in the transferred assets that it holds, and (3) may be
significantly changed only (x) with the approval of the holders of at least a
majority of the beneficial interests held by entities other than any

transferor, its affiliates, and its agents or (v) in the case of beneficial
interests that have been rated by a nationally recognized statistical rating
organization, with evidence that such changes would not cause such
organization to reduce or withdraw its then current rating of such
beneﬁclal mterests (paragraphs%#—aﬂd%) SJJPhe-pewefs-ef-the-SBE

quakﬁfmg—SPE— Many kmds of entmes are not so lumted For example,
any bank, insurance company, pension plan, or investment company has
powers that cannot be sufficiently limited for it to be ap quatifring SPE
that meets the conditions in this paragraph 38—The beneficial interest
holders other than any-transferer-the enterprise considering consolidation,

its affiliates, or its agents may have the ability to change the powers of an

qualifiring SPE. If the powers of an previeustygualifiine SPE are
changed so that the SPE is no longer qual-}ﬁymg-descnbed in thls

met— that change would bring-the-transferred-assets-held-in require th
enterprise to rea consolidation of the SPEback-underthe-contrel-of

(4) It may hold only:

(a) Financial assets {(gxcluding derivatives) transferred to it that are
passive in nature, (pafagsaph%Q)—A financial assct-er-derivative
financial instrusent is passive only if holding the asset of
instrament-does not involve its holder in making decisions other
than the decisions inherent in servicing (see guidance in paragraph
61_of Statement 140). An equity instrument is not passive if the
gualifiing SPE can exercise the voting rights and is permitted to
choose how to vote. Investments are not passive if through them,
either in themselves or in combination with other investments or
rights, the SPE or any related entity, such as the transferer the
enterprise considering consolidation, its affiliates, or its agents, is
able to exercise control or significant influence (as defined in
generally accepted accounting principles for consolidation policy
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and for the equlty method respectlvely) over the investee. A

is-not F for Ja—it
P

Passwe d Derivative fmanc1al mstruments that

agents-(paragraphs39-and49) have characteristics that serve to
allocate cash flows of the SPE in order to provide for risks and
cash flows to the beneficial interest holders that are consistent with
the substantive terms of the beneficial interests.

) Financial assets (for example, guarantees or rights to collateral)
that would reimburse it if others were to fail to adequately service
financial assets &ransferred-to held by it or to timely pay
obligations due to it and that it entered into when it was
established, when assets were transferred to it, when beneficial
interests (eﬂaer—ﬂaaﬂ-deﬂaﬁaﬁveﬁamal—mstrameﬂ&s) were issued
by the SPE gr which were amended in connection with the
adoption of this paragraph 22 b,

@(d) Servicing rights related to financial assets that it holds

)(e) Temporarily, nonfinancial assets obtained in connection with the
collection of financial assets that it holds (see guidance in

paragraph 41 _of Statement 140)

€)(f) Cash collected from assets that it holds and investments purchased
with that cash pending distribution to holders of beneficial interests
that are appropriate for that purpose (that is, money market or
other relatively risk-free instruments without options and with
maturities no later than the expected distribution date).

23.  An enterprise involved with an SPE of the type described in paragraph 22 is
considered to provide significant financial support through a variable interest only

if it {a) holds a majority of the variable interests in the SPE!? and (b) meets at

least two of the following three conditions:

12 See Part I11,B, of the ASF Letter.

13 1f FASB does not accept our proposal to adopt a majority approach, then we believe that the initial
threshold test should incorporate a general requirement that the enterprise hold a significant portion of the
variable interests that is significantly more than the portions held by others

8938816.9 99529463
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C.

It has authority to purchase and sell assets for the SPE and has sufficient
discretion in exercising that authority to significantly affect the revenues,
expenses, gains, and losses of the SPE in a manner that benefits the
enterprise to a significant extent, This condition is not met, for example, if
provisions of the governing documents significantly limit the amounts and
types of assets eligible for purchase, and the enterprise cannot unilaterally
change such provisions. Similarly, this provision is not met if the
enterprise is only permitted to direct dispositions of assets for the purpose

f protecting beneficial interest holders from losses, preserving the SPE’s
ordinary course.

(i) It provides a guaranty, a back-up lending arrangement, or other form of
liquidity, credit or asset support, in any case, that is subordinate to the

interests of other parties and (i) the possibility of incurring significant
losses on that subordinated position is more than remote.

It receives a fee that is not market based (refer to paragraph 19).

If no enterprise holds a majority of the variable interests in the SPE_and meets at least
two of those three conditions, that SPE has no pnmary beneﬁcmry Axn-enterprise-that
meets-at-least-two-of these-conditions provides-significant fi pport-threugh-a

!4 I1f FASB retain

s the “significant and significantly more” test, then this last sentence should be retained

but modified to apply to enterprises that meet the significant and significantly more test, as well as two out
of three of the conditions in (b).a. through (b).c.

8938816.9 99529463
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Appendix D

Structure Examples
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Example 2:

Transferor Transferor
@ $100 $100 Receivables ® $100 $100 Receivables
SPE1
(retains $5
SPEL subordinated
interest)

$95
$5+RI $100 Receivables . $95 $95 senior interest

Multi-seller SPE .

Multi-selier SPE
Notes:
Example 1.
h for $100 of ideration, which may be

A. The transferor transfers the receivables to SPE1 in
in the form of a cash purchase price paid by SPE! oran increase in equity investment through a capital

contribution by the transferor or both. Legal isolation of the assets from the transferor occurs at this level.

B. SPE| transfers $100 in receivables in exchange for $95 from the multi-seller SPE and the issuance by
the multi-seller SPE to SPE1 of a §5 residual interest in the receivables that is fully subordinated to

the interest of the multi-seller SPE in the receivables.

Example 2.
h for $100 of ideration, which may be

A. The transferor transfers the receivables to SPE1 in
in the form of a cash purchase price paid by SPE1 or an increase in equity investment through a capital

contribution by the transferor or both, Legal isolation of the assets from the transferor occurs at this level.

B. SPE! transfers a $95 senior interest in the receivables and retains (or finds another buyer for) a $5 subordinated
interest that is fully subordinated to the senior irterest held by the multi-seller SPE.

The only difference between examples 1 and 2 is one of form, not substance. In both cases, the multi-seller SPE
has the benefit of the subordinated interest, regardless of whether it resides in the multi-seller SPE or the

intermediate SPE
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Appendix E
Matched Presentation

Matched presentation is a display alternative to traditional consolidation for SPEs
related to the transfer of financial assets.

Under the matched presentation (similar to the linked presentation in the UK), a
separate section of the assets side of the balance sheet would be devoted to display of
SPEs. The SPEs gross assets would be shown on a separate line, immediately followed
by a deduction for any non-recourse debt and third party equity interests issued by the
SPE, arriving at a net interest in the SPE.

Example of a multiseller SPE:

Net investment in Special-Purpose Entities (see Note X):

Gross assets under administration agreement...... 100,000,000
Commercial paper and third party equity interests...... 100,000,000
Net investment in special-purpose entities............ -0

Similarly, a separate section of the income statement would be devoted to the
interest and other income of the SPE, followed by the interest and other expenses and
third party equity interests in the income of the SPE.

One of the difficulties with the SPE consolidation issue is that it ends up with an
all or nothing solution. One could argue that it is just as misleading to consolidate the
whole as it is to consolidate nothing when the transferor retains rights only to certain
portions of the cash flows of a financial asset.

A matched presentation adds transparency to the financial statements since the
information is on the face of the balance sheet, supplemented by additional disclosure in
the footnotes to the financial statements. Traditional balance sheet ratios and debt
covenants are not disturbed like they would by adding liabilities which are not legal
obligations of the consolidating enterprise. Similarly, regulatory capital requirements
would not be increased like they would by adding assets which are not legally owned by
the consolidating enterprise.
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Appendix F

Overview of the Size and Growth Multi-Seller SPE Market

Multi-seller SPEs occupy a very important and visible position in the U.S. capital
markets, providing value to a number of constituencies:

8938816.9 99529463

Businesses that finance their operations in part through this market or
through the term securitization market, since multiseller SPEs are
important investors in mezzanine ABS and provide a low cost funding
alternative that might not otherwise be available to some businesses.

Consumers, who benefit from lower interest rates that result from:

o efficient financing for consumer lenders through the securitization
markets; and

o competition among consumer lenders, which is increased by
securitization, since securitization tnds to level the playing field
between very large and smaller lenders.

Investors, who appreciate the transparency of ABCP, including its credit
quality and relative freedom from event risk. The growing reliance of
investors upon ABCP as a high quality liquid asset is illustrated the tables
on the next page, which show that ABCP has grown to represent a
majority of the overall commercial paper market. The importance of
multi-seller SPEs in particular is shown by the large share of ABCP
outstandings that are issued by multi-sellers.
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The following table '* breaks out outstanding ABCP as of March 31, 2002 by
program type. As the table shows, multi-seller SPEs are the largest type of ABCP
program, making up just under 60% of ABCP outstandings at the measurement date.

Outstandings
Program Type (billions)
Multiseller $418.83
Securities Arbitrage 161.40
Single-Seller 85.28

'3 Source: Moody’s Investors Service.
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Hybrid 30.24
Loan-Backed 19.77
Other 8.61

Total: $724.13




