
 

 

 

 

 

 

Who’s Afraid of a Big Bad Wolf? 

May 9, 2008 Newsletter 
 
 
The other day I opined (Level 3 article) that 
there were an exorbitant amount of Level 3 
assets on the books of dealers and banks. I 
actually wouldn’t be surprised if the Federal 
Reserve owns some after they took a load of 
stuff off the hands of the broker/dealer buddies. 
My comments, frankly, were greeted by some 
cheers and some jeers. Either is OK by me, 
because my opinion remains the same. If there 
are no observable inputs to even mark your 
bonds to a model, good luck selling them. In 
fact, I saw a huge, $50 billion bid list a few 
weeks ago out for the bid. Want to know how 
many traded? Zip. Zero. Why? Because the 
bonds were marked at 35 and bids came in at 
25. So, this SIV that was being TOLD to sell 
couldn’t sell, because if they had, the result 
would have been a negative equity situation. I 
have been trading mortgage backed securities 
for the better part of 25 years and I had no clue  
 
 

 
what levels to place on the bonds. So, yes, that 
is the Big Bad Wolf that I am afraid of.                          
 
The bigger issue, however, is the speed at 
which level 2 assets are growing. Level 2 
assets, according to Bloomberg are ‘ assets 
that have quoted market prices for similar 
instruments in active markets, quoted prices for 
identical or similar instruments in markets that 
are not active, and model derived valuations in 
which all significant inputs and significant value 
drivers in active markets’. This is otherwise 
known as ‘mark to model’. And without further 
ado, below I will rank companies by their 
absolute level of level 2 assets and by ratio to 
total shareholder equity. Now I realize that I 
may sound like a ‘scaredy cat’, but hey, in this 
business, discretion is the better part of value. 
As absolute return investors, I have to pay 
attention to something I think could be a 
problem, even if it never develops, all I have 
lost is opportunity, not capital. 

 
 

Level 2 Assets Ranked by Dollar Amount 
 

1. Citigroup $1.15 trillion 
2. J.P. Morgan $1.09 trillion 
3. Merrill Lynch $1.02 trillion 
4. Bank of America $781 billion 
5. Goldman Sachs $620 billion 
6. Bear Stearns $332 billion 
7. Fannie Mae $321 billion 
8. Morgan Stanley $304 billion 
9. Prudential $276 billion 
10. Lehman $200 billion 
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Level 2 Assets Ranked by Ratio to Total Shareholder Equity 
 

1. Merrill Lynch 28x 
2. Bear Stearns 28x 
3. Goldman Sachs 12x 
4. Prudential 12x 
5. Amerprise Financial 9x 
6. Citigroup 9x 
7.          American Electric Power 9x 
8. Genworth Financial 9x 
9. Hartford Insurance 9x 
10. Lehman Brothers 9x 
11. Suntrust 8.7x 
12. J.P. Morgan 8.7x 
13. Anadarko Petroleum 8.7x 
14. Travelers 8.5x 
15. Lowes Corp. 8.5x 

 

 
Should we be afraid of this Big Bad Wolf? As I 
said in my piece that was a forecast for 2008 (I 
Don't Know Piece, 12-17-07). 

Lastly, what bothers me the most is that each 

quarter, more assets get moved from Level 1 
(mark to market) to Level 2 &3. This is not a 
good trend and keeps us cautious.              

Bennet Sedacca 
President 

 

 
 
LEGAL AND OTHER INFORMATION.     Any information, data, statements, opinions, or 
projections made in this Newsletter may contain certain forward looking statements, 
projections and information that are based on the beliefs of Atlantic Advisors as well as 
assumptions made by, and information currently available to, Atlantic Advisors.     Such 
statements in this Newsletter reflect the view of Atlantic Advisors with respect to future events 
and are subject to certain risks, uncertainties and assumptions (including, but not limited to, 
changes in general economic and business conditions, interest rate and securities market 
fluctuations, competition from within and without the investment industry, new products and 
services in the investment industry, changes in customer profiles, and changes in laws and 
regulations applicable to Atlantic Advisors).     Should one or more of these or other risks or 
uncertainties materialize, or should underlying assumptions prove incorrect, actual results 
may vary materially from those described in this Newsletter.     Furthermore, although 
carefully verified, data is not guaranteed as to accuracy or completeness.     Any quotations of 
individuals other than the authors or providers of this Newsletter are provided for informational 
purposes only and their accuracy and veracity are not guaranteed.     The statements, 
opinions, and/or data expressed in this Newsletter are subject to change without notice based 
on market and other conditions.     This Newsletter is based on information available as of the 
time it was written, provided, or communicated and Atlantic Advisors disclaims any duty to 
update this Newsletter and any content, research or information contained therein.     
Accordingly, neither Atlantic Advisors nor its principals or affiliates make any representation 
as to the timeliness of any information in this Newsletter.     As a result of all of the foregoing, 
inter alia, neither Atlantic Advisors nor its principals can be held responsible for trades 
executed by the recipients or viewers of this Newsletter based on the statements, projections, 
research, or any other information of any other kind included therein.     Investments in 

securities are speculative and involve a high degree of risk; you should be aware that 
you could lose all or a substantial amount of your investment if you attempt to apply 
any of the information in this Newsletter.     
 
Atlantic Advisors is not registered as a securities broker-dealer either with the U.S.    
Securities and Exchange Commission or with any state securities regulatory authority or with 
any foreign country.     This Newsletter should not be construed by anyone as Atlantic 
Advisor's solicitation or offer to effect or attempt to effect transactions in securities or the 
rendering of personalized investment advice (or an offer thereof) for compensation.     This 
Newsletter, and any information and research contained herein, do not represent 
recommendations of investment advice to buy or sell securities or any financial instrument nor 
are they intended as an endorsement of any security or investment.     This Newsletter is for 
informational purposes only and any watch list, portfolio, trading signal or information 
contained in this Newsletter represents the writer’s or provider's own investment 
opinions, and should not be construed as personalized investment advice.     Atlantic 
Advisors has not assessed, verified, or guaranteed the suitability of any particular 
investment to any personal situation and the reader of this Newsletter bears complete 
responsibility for its own investment research and should seek personalized advice 
from a qualified investment and/or tax professional prior to making any investment 
decisions.     Atlantic Advisors may only transact business or render personalized advice, 
and offers of service can only be made, in those states, countries, and/or international 
jurisdictions where Atlantic Advisors is registered or where an exemption or exclusion from 
registration is available.     Nothing herein is an offer of any service that is not legal for offer 
into any particular jurisdiction with Atlantic Advisor's current licensure (if any). 
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Atlantic Advisors and its respective officers, directors, employees, clients, and/or associated 
persons may have positions in, and may from time to time make purchases or sales of, the 
securities discussed or mentioned in this Newsletter.     Furthermore, Atlantic Advisors and 
their respective officers, directors, employees, clients and/or associated persons may 
implement any strategies discussed in this Newsletter before or after such strategies are 
disclosed to recipients of this Newsletter.     The profitability of any strategies communicated 
through this Newsletter may depend upon a limited number of persons implementing and 
knowing about the strategies.     As a result of Atlantic Advisors and their respective officers, 
directors, employees, clients and/or associated persons trading and implementing the 
securities and strategies, respectively, discussed in this Newsletter, before or after such 
securities or strategies are discussed or disclosed to recipients of this Newsletter, such 
recipients may face decreased or no profitability and increased competition in the 
marketplace when seeking to implement such strategies or trade such securities.     The 
principals of Atlantic Advisors might not purchase or utilize in this Newsletter, or make any 
reference therein to, the securities or strategies, respectively, used for any client affiliated with 
Atlantic Advisors or its principals. 
 
NO WARRANTY.     ATLANTIC ADVISORS, ITS AFFILIATES, AND THEIR OFFICERS, 
DIRECTORS, PRINCIPALS, AGENTS AND EMPLOYEES MAKE NO REPRESENTATIONS 
OR WARRANTIES, EXPRESS OR IMPLIED, REGARDING THE SUITABILITY OR OTHER 

CHARACTERISTICS OF THE INFORMATION AND MATERIALS CONTAINED IN OR 
PRESENTED THROUGH THIS NEWSLETTER.     ALL SUCH INFORMATION AND 
MATERIALS ARE PROVIDED "AS IS", WITHOUT ANY WARRANTY OF ANY KIND.     
ATLANTIC ADVISORS HEREBY FURTHER DISCLAIMS ALL WARRANTIES AND 
CONDITIONS WITH REGARD TO SUCH INFORMATION AND MATERIALS, INCLUDING 
ALL IMPLIED WARRANTIES AND CONDITIONS OF MERCHANTABILITY, FITNESS FOR A 
PARTICULAR PURPOSE TITLE, NON-INFRINGEMENT AND AVAILABILITY. 
 
LIMITATION OF LIABILITY.     IN NO EVENT SHALL ATLANTIC ADVISORS, ITS 
AFFILIATES, OR THEIR OFFICERS, DIRECTORS, PRINCIPALS, AGENTS AND 
EMPLOYEES BE LIABLE FOR ANY CLAIMS, LIABILITIES, LOSSES, COSTS OR 
DAMAGES, INCLUDING DIRECT, INDIRECT, PUNITIVE, INCIDENTAL, SPECIAL, 
CONSEQUENTIAL DAMAGES (INCLUDING BUT NOT LIMITED TO, LOST PROFITS OR 
TRADING LOSSES), OR DAMAGES OF ANY KIND WHATSOEVER ARISING OUT OF OR 
IN ANY WAY CONNECTED WITH THIS NEWSLETTER (INCLUDING WITHOUT 
LIMITATION, THE CONTENT, INFORMATION, RESEARCH OR SERVICES INCLUDED 
THEREIN) WHETHER BASED ON THEORIES ARISING IN CONTRACT, TORT, STRICT 
LIABILITY OR OTHERWISE.     SUCH LIMITATIONS APPLY EVEN IF ATLANTIC 
ADVISORS, ITS AFFILIATES, OR ANY OF THEIR OFFICERS, DIRECTORS, PRINCIPALS, 
AGENTS OR EMPLOYEES HAVE BEEN ADVISED OF THE POSSIBILITY OF DAMAGES.     

 
 
 
 
 
 
 
 
 


