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Liquidity Asset Purchase Agreement (LAPA): Under the LAPA form of liquidity agreement, the liquidity 
provider will be obligated to purchase the assets held by the Conduit and thus take the Assets out of the 
Conduit and onto its own balance sheet. The LAPA will contain a funding formula which will be relied 
upon to determine the purchase price of the assets. DBRS will review the funding formula before the 
LAPA is entered by the Conduit to ensure that the purchase price will be adequate to retire all outstanding 
ABCP in whole and on time. 

Note Purchase Agreement (NPA): Under the NPA form of liquidity agreement, the liquidity provider will 
be obligated to purchase outstanding notes of the Conduit. The notes will have been issued at a discount 
and the purchase price will be their face value.

Liquidity Loan Agreement (LLA): Under an LLA, the provider agrees to lend the Conduit an amount 
determined by a funding formula and accept a proportionate amount of Assets held by the Conduit as 
collateral for the loan. DBRS will review the funding formula before the LLA is entered by the Conduit 
to ensure that the purchase price will be adequate to retire outstanding ABCP in whole and on time. The 
Conduit must pay the liquidity provider back for this loan from either issuance of ABCP or the cash fl ows 
produced by the Assets held as collateral for the loan. Any outstanding liquidity loans should be properly 
counted as a liability of the Conduit. An LLA is essentially a revolving credit facility.

Regardless of the form of liquidity agreement used, the standards outlined above remain the same. For 
more information on liquidity support for ABCP, please see the press release on Global Liquidity Standard 
Criteria issued by DBRS on September 12, 2007.

Rating Liquidity
In a manner similar to the one in which DBRS provides ratings to PWCE providers, DBRS can also 
provide a liquidity rating to liquidity providers. Again, the rating is not a refl ection of the liquidity provid-
ers’ creditworthiness, but is rather a refl ection of DBRS’s opinion as to the probability that the liquidity 
provider will incur a loss when called upon to fund its commitment. These ratings are useful to liquidity 
providers for risk-weighting and capital allocation purposes. 

Interest Rate, Foreign Exchange and Counterparty Risk 
The Conduit, and by extension noteholders, may be exposed to interest rate risk. Interest rate risk arises 
when there is a term rate (fi xed/fl oating or basis) mismatch between the Conduit’s assets and its liabilities. 
This generally occurs when the Assets in the Conduit’s portfolio pay a fi xed rate of interest while the 
Conduit has issued floating-rate notes. It may also occur when the basis of the rate (bankers’ acceptances/
prime/commercial paper/ABCP) for the Conduit’s assets differs from the liabilities. 

Foreign exchange risk arises when a Conduit has assets that pay in a currency other than the currency in 
which the ABCP is issued. If the currency in which the assets are denominated were to weaken relative to 
the ABCP currency, the cash fl ow from those assets would lose value and could be insuffi cient to service 
the interest and/or principal payment due holders of the ABCP. 

Swap agreements are often used to hedge interest rate and foreign exchange risk. However, a swap agree-
ment simply substitutes counterparty risk for the risk being mitigated. DBRS will therefore require that 
the swap counterparty and the swap documentation comply with DBRS’s swap criteria. 
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At all times that ABCP remains outstanding, the swap counterparty must maintain a credit rating of at 
least A (high) or R-1 (middle). If the counterparty is downgraded and fails to maintain a rating of A (high) 
or R-1 (middle), it must take one of the following remedial actions within 30 days:
•  Post additional acceptable collateral covering one payment period in advance, to be rebalanced each 

payment period (for a total return swap, the amount to be posted must be subject to the satisfaction of 
the Rating Agency Condition); this option is only available if there is a second downgrade trigger.

•  Provide a guarantee acceptable to DBRS from a guarantor rated at least A (high) or R-1 (middle) that 
satisfi es the Rating Agency Condition.

•  Assign its obligations under the swap to a counterparty that holds a rating of at least A (high) or R-1 
(middle) and satisfi es the Rating Agency Condition.

•  Take such other action that satisfi es the Rating Agency Condition. 

If none of the above actions have been taken by the end of the 30th day, the swap must terminate at par 
for the Conduit.8

If the swap documentation contains a second ratings threshold and the counterparty is subsequently 
downgraded and fails to maintain a rating of at least BBB (high) or R-2 (high), one of the following 
actions must be taken within 30 days (unless otherwise indicated below):
•  Assign the downgraded counterparty’s obligations to another counterparty that holds a rating of at least 

A (high) or R-1 (middle) and that satisfi es the Rating Agency Condition. 
•  Post additional acceptable collateral covering all future payment obligations of the downgraded coun-

terparty under the swap.
•  Take such other action that satisfi es the Rating Agency Condition. 

If none of the above actions have been taken by the end of the 30th day, the swap must terminate at par 
for the Conduit.

Swaps will only be acceptable if they are based on the International Swaps and Derivatives Association 
(ISDA) Master Agreement and other ISDA standard agreements (including the Confi rmation, Schedule 
and Credit Support Annex).

For a more comprehensive review of DBRS swap criteria, please see Swap Criteria for Canadian Structured 
Finance Transaction at www.dbrs.com. 

8.   In this context, “at par for the Conduit” means: (a) each party must make all fi nal exchanges and/or payments re-
quired to be made on termination of the swap, (b) the downgraded counterparty must pay all amounts determined to 
be payable by it to the Conduit in connection with such early termination, and (c) no amount should be payable by the 
Conduit in connection with such early termination.

http://www.dbrs.com/research/229734
http://www.dbrs.com/research/229734
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THE TRANSACTION LEVEL
A wide range of assets can be securitized. In Canada, four asset classes support more than 80% of 
ABCP issuance. Residential mortgage, automotive loans and lease, credit card transactions and equip-
ment fi nancing dominate the Canadian ABCP landscape. 

An ABCP Conduit typically acquires Assets via an Asset Purchase Agreement (sometimes called a secu-
ritization agreement) with a Seller. DBRS will conduct an in-depth analysis of the credit aspects of the 
Assets purchased by the Conduit and will assign a rating to each Transaction. In rating the Transaction, 
DBRS will apply its applicable asset class-specifi c methodology. All DBRS asset class methodologies are 
available at www.dbrs.com. As an appendix to the rating report published for each DBRS-rated Conduit, 
DBRS will list each Transaction funded by the Conduit and the Transaction’s rating (please see below). 
DBRS monitors the Transactions on an ongoing basis and publishes each Transaction’s rating as part 
of its monthly ABCP report available at www.dbrs.com. DBRS believes that this level of transparency 
provides investors with meaningful insight into the Assets backing their investment.  

Seller CE / Loss Deal
Deal Asset Class Seller Industry Rating Funded Amount Total CE Coverage Delinquency Default Loss Yield Other* Rating

3 Auto Fleet Fin. Svc. - Other Inv 23,548,691              16.74% 120.71 0.43% 0.15% R-1 (H)
4 Trade Rec. Communications Inv 165,000,000            15.00% 12.40 14.54% 1.21% 0.58% R-1 (H)
5 Auto Leases Cptv. Auto Non Inv 12,735,090              >100% 231.54 0.24% 0.41% 27.11% R-1 (H)
9 Auto Loans Cptv. Auto Non Inv 2,737,208                >100% 190.51 0.66% 1.96% R-1 (H)

14 Auto Leases Cptv. Auto Non Inv 207,086,170            44.27% 65.48 0.79% 0.34% 14.37% R-1 (H)
15 Eqpt. Finance Fin. Svc. - Other Inv 459,721,800            13.02% 55.17 0.21% 0.24% R-1 (H)
16 Eqpt. Finance Fin. Svc. - Other Inv 144,308,653            10.77% 45.60 0.21% 0.24% R-1 (H)
17 Floorplan Cptv. Auto Non Inv 431,000,000            25.70% 907.00 0.03% 22.90% R-1 (H)
18 CLO Fin. Svc. - Other Not Rated 71,663,200              >100% n/a 543.95% R-1 (H)
19 Auto Leases Fin. Svc. - Other Not Rated 39,486,811              12.46% Inf 0.20% R-1 (H)
21 Conv. Mtg. Fin. Svc. - Bank Inv 80,795,356              4.50% Inf 0.50% 0.00% 5.29% 0.14% R-1 (H)
28 Auto Rental Fin. Svc. - Other Non Inv 0                              0.00% n/a 1.71               R-1 (H)

Total 1,638,082,979         

Performance Ratios

 Seller CE / Loss Deal
Deal Asset Class Seller Industry Rating Funded Amount Total CE Coverage Delinquency Default Loss Yield Other* Rating

22 Eqpt. Finance Fin. Svc. - Other Not Rated 114,274,276            17.65% n/a R-1 (M)
Total 114,274,276            

Performance Ratios

This table is for illustrative purposes only and reproduces information contained in the May 26, 2009, Rating Report of Bay Street Fund-
ing Trust. For further and current information on Bay Street Funding Trust, please see www.dbrs.com.

http://www.dbrs.com/research/228769
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DBRS will generally rate a Series of ABCP issued by a Conduit at the rating level that is refl ective of the 
weakest underlying Transaction funded by that Series. In other words, the lowest-rated Transaction acts 
as a ceiling on the rating. This ensures that all Transactions funded by a particular Series are of a credit 
quality commensurate with the rating of that Series. This “weakest link” approach is a key element that 
differentiates a DBRS ABCP rating. The provision of liquidity or PWCE will not elevate a rating to a level 
unobtainable purely on the strength of the underlying Transactions.  

The DBRS emphasis on asset quality is further refl ected by the DBRS requirement that all Asset Purchase 
Agreements entered into by the Conduit be subject to satisfaction of the Rating Agency Condition. A 
Rating Agency Condition is a requirement that, prior to a certain action being taken, DBRS confi rm in 
writing that no negative rating action will result from that action. Through this mechanism DBRS has an 
ability to monitor new Transactions entered into by the Conduit and to ensure that the credit quality of 
the Conduit’s Transactions remain appropriate for the rating of the ABCP.

Dilution risk 
Most relevant in trade receivable and credit-card transactions, dilutions are non-cash adjustments to the 
receivables. These include, but are not limited to, discount incentives to customers for early payment, 
errors in invoice amounts and returned goods. The Conduit will normally have recourse back to the Seller 
to compensate for dilutions. If the Seller were to become bankrupt, however, the amounts owed to the 
Conduit by the Seller would be in jeopardy. To mitigate this risk, DBRS requires Transactions to contain 
a dilution reserve. The required level of dilution reserve is based on historical performance levels and may 
be adjusted monthly to refl ect recent performance. 
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Transaction Surveillance and Reporting 

Assigning a Conduit ABCP rating is not a one-time event. DBRS ratings are monitored for so long as rated 
securities remain outstanding to ensure that the credit quality of the underlying Transactions remains 
commensurate with the rating of the ABCP. 

DBRS monitors each Conduit on a monthly basis, based on reports submitted by the respective Conduit 
administrators detailing the performance of each underlying Transaction. These reports are designed to 
identify any weaknesses within a Conduit’s portfolio in order to ascertain whether rating action is appro-
priate. Key elements addressed in the reports may include, but are not limited to, the following: 
•  A summary of the Conduit’s assets.
•  Each Transaction’s name.
•  The outstanding funded amount of each Transaction.
•  Relevant performance ratios for each Transaction.
•  Transaction-specifi c credit enhancement levels. 
•  Program-wide credit enhancement levels, if applicable. 
•  Liquidity provider commitments and ratings. 
•  The ratings of counterparties, if applicable. 
•  Portfolio performance as related to Transaction-specifi c amortization triggers. 
•  Conduit performance as related to Conduit-wide amortization triggers.

If a Sponsor refuses to forward this information, or refuses to permit DBRS to disclose the information 
provided, DBRS may withdraw its rating on the Conduit. 

Based on the information provided to DBRS in the Conduit Reports, DBRS publishes the Monthly 
Canadian ABCP Report (the Report). The Report provides market level data for total outstanding ABCP 
issued by all DBRS rated Canadian ABCP Conduits. In addition, the Report is broken down by Conduit 
and gives detailed information as to the performance of each Transaction engaged in by the Conduit, and 
includes the Transaction’s rating.  
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Appendix: Glossary

Assets: The underlying assets held by the Conduit, including all credit enhancement supporting the notes 
issued by the Conduit.

Asset Purchase Agreement: Contractual agreement between a Seller and a Conduit whereby assets are 
transferred to the Conduit and consideration is paid by the Conduit to the Seller in return for said 
assets.

Conduit: The special purpose vehicle which is bankruptcy remote from all Sellers of assets to it and which 
purchases assets from Sellers through funding provided by the issuance of debt securities.

Obligor: Underlying debtor, contractually bound to pay the Seller under the terms of the contract giving 
rise to the asset. 

Rating Agency Condition: A requirement that prior to a certain action being taken, DBRS confi rm in 
writing that no negative rating action will result from that action.

Seller: The entity, usually a corporation, that securitizes the assets to raise funds. 
 
Servicer: The entity responsible for administering, maintaining and performing collections on the assets 
that have been transferred to the Conduit. It is common in structured fi nance transactions for the Seller 
to act as Servicer.

Special Purpose Vehicle (SPV): Also referred to as a special purpose entity (SPE). An entity created for the 
purpose of separating asset risk from Seller risk in a structured fi nance transaction. In a typical Canadian 
structured fi nance transaction, the SPV acquires assets from the Seller and advances funds to the Seller 
in consideration for the assets. The SPV subsequently issues securities backed by the transferred assets. 
The activities, assets and powers of an SPV are carefully circumscribed to those necessary for the struc-
tured fi nance transaction. Trusts are the most common form of SPV in Canada, although corporations or 
limited partnerships may also be used. 

Sponsor: Entity that establishes a Conduit. The Sponsor will often contract with the Conduit to act as an 
administrator or other service provider to the Conduit. 

Transaction: An agreement between the Conduit and a Seller whereby the Conduit agrees to  purchase 
or lease certain assets (which may include tangible assets, loans and/or receivables) based on an agreed-
upon structure (including eligibility criteria and pre-determined enhancements and Trigger Events, among 
other things).

Trigger Event: An event, as defi ned or prescribed in transaction documentation, the occurrence of 
which  may result, subject to applicable notice and cure periods, in certain consequences that have been 
included in the transaction for the protection of noteholders, such as the termination and replacement of 
the Servicer, a lock-up of cash that may no longer be released to the Seller, an early amortization of the 
Transaction, the immediate acceleration of a Transaction and repayment of any ABCP outstanding, or an 
involuntary wind-down of a Conduit, Series or Transaction, as applicable. 
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