










types to fair value accounting at dates earlier than if more broad categories were used. 
For example, if a broad mortgage loan category were required, a company that has a 
comprehensive hedging program for its residential servicing rights but not its commercial 
servicing rights may defer changing to fair value accounting. However, if more granular 
categories are allowed, the company may change to fair value accounting for the 
residential servicing rights at an earlier date. 

Disclosures 

Paragraphs 17( e )(3) and 17(f)(3) describe the content to include in the disclosure of 
activity in the balance of each class of servicing assets and liabilities. One of the 
requirements is to disclose "the amount of contractual servicing fees earned for each 
period for which results of operations are presented, including a description of where 
each source of activity is reported in the statement of income." Because the contractual 
amount of servicing rights would not be part of the activity in the balance of the servicing 
assetslliabilities, we recommend that this disclosure be removed from paragraphs 
17(e)(3) and \7(f)(3) and be included as a separate disclosure within paragraphs 17(e) 
and 17(f). 

Implementation and Transition Guidance 

The transition guidance in paragraph 4 states that the requirement to initially "measure all 
separately recognized servicing rights at fair value shall be applied prospectively for 
transactions occurring in the earlier ofthe first fiscal year that begins after December 15, 
2005, or fiscal years beginning during the fiscal quarter in which the Statement is issued" 
If the statement is issued subsequent to the first quarter of 2005, it is unclear whether 
previous quarters of that year would have to be restated for servicing rights recognized 
during those quarters. For example, if a company has a December 31 year end and the 
statement became effective on April 30, 2006, would servicing rights initially recognized 
during the first quarter 2006 be required to be restated? We recommend that the transition 
language be clarified. Alternative language that would clarify the transition guidance 
would be to have the initial recognition of servicing rights be applied in a specified 
quarter subsequent to the Statement being issued. Paragraph 5 also requires the same 
clarification. 

F ASB Questions 

Question 1 

Do you believe that transition provisions permitting the transfer of securities classified as 
available-for-sale to the trading category without calling into question an entity's 
treatment of such securities under Statement 115 are necessary? If so, do you believe 
there should be restrictions on the ability to make such transfers? 

Countrywide Response 

We believe that transition provisions permitting the transfer of securities classified as 
available-for-sale to the trading category should be allowed without calling into question 
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an entity's treatment of such securities under Statement 115. As is indicated in the 
Exposure Draft, companies may currently use securities classified as available-for-sale to 
offset the income statement impact of changes in fair value of servicing rights. We 
believe that a one-time election permitting the transfer should be allowed only at the 
effective date of the amended Statement 140. If a company does not elect to change to the 
fair value measurement method, transfers should not be allowed. This treatment would be 
consistent with previous statements, such as Statement 133, that allowed a one-time 
transfer without restriction. 

Question 2 

If you currently use securities classified as available-for-sale to offset the income 
statement effect of changes in fair value of servicing assets or liabilities, is there a 
company-specific mechanism to designate certain securities classified as available-for
sale for this purpose? 

Countrywide Response 

We currently do not use securities classified as available-for-sale to offset the income 
statement effect of changes in fair value of servicing assets or liabilities. However, in the 
past, when available-for-sale securities were used in our interest rate risk management 
activities related to mortgage servicing rights, these securities were specifically identified 
for that purpose and the amount of such securities was disclosed in the financial 
statements. 

Accounting for Certain Hybrid Financial Instruments 

Effective Date and Transition Guidance 

The effective date and transition guidance in paragraph 5 states that "This Statement shall 
be effective for all instruments obtained or issued after the beginning of the earlier of an 
entity's first fiscal year beginning after December 15, 2005, or the entity's fiscal year that 
begins during the fiscal quarter in which the Statement is issued, if applicable. Provisions 
of this Statement shall not be applied to instruments that an entity holds at the effective 
date." If the Statement is issued subsequent to the first quarter of 2005, it is unclear 
whether the Statement can be applied to hybrid financial instruments obtained or issued 
during thc previous quarters of that year. For example, if a company has a December 31 
year end and the Statement became effective on April 31, 2006, would the Statement be 
applicable to hybrid financial instruments obtained or issued during the first quarter 
2006? If so, would the first quarter require restatement? We recommend that the 
transition language be clarified. Alternative language that would clarify' the transition 
guidance would be to have the Statement apply to hybrid financial instruments obtained 
or issued in a specified quarter subsequent to the Statement being issued. 

The transition guidance states that the Statement shall not be applied to instruments held 
as of the effective date. FASB should consider allowing a one-time election permitting 
the transfer of hybrid financial instruments classified as available-for-sale to the trading 
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category without calling into question a company's treatment of such securities under 
Statement liS. This would allow Companies to bring instruments already held in line 
with the new guidance in the Statement. We believe that a one-time election permitting 
the transfer should be allowed only at the effective date of the Statement. This treatment 
would be consistent with previous statements, such as Statement 133, that allowed a one
time transfer without restriction. 

FASB Questions 

Question 1 

Do you support the Board's decision to permit fair value remeasurement for hybrid 
financial instruments that contain an embedded derivative that otherwise would require 
bifurcation? 

Countrywide Response 

Yes, we support the Board decision as it results in the hybrid financial instruments to 
being measured at fair value, which is consistent with F ASB 's direction on other 
financial instruments projects. 

Question 2 

Should this proposed Statement provide implementation guidance on how to evaluate 
whether an instrument contains an embedded derivative that would require bifurcation? If 
so, what type of guidance do you believe the Board should consider? 

Countrywide Response 

We believe that the guidance included in Statement 133 and related Derivatives 
Implementation Group issues provide sufficient guidance 011 how to evaluate an 
instrument containing an embedded derivative that would require bifurcation. 

Question 3 

This proposed Statement requires evaluation of instruments for identification of 
embedded derivatives and permits but does not require fair value measurement for 
instruments that contain embedded derivatives that otherwise would require bifurcation. 
Are the requirements for evaluating and accounting for interests issued by qualifying 
SPEs clear and understandable? Is the guidance for evaluating how the existence of 
embedded derivatives would affect whether an entity is a qualifying SPE clear and 
lmderstandable? If not, what additional clarifying guidance should the Board consider? 

Countrywide Response 

We believe that the information included in paragraphs 12 and 13 of Statement 133 
provide sufficient guidance on how to evaluate and account for instruments containing 
embedded derivatives that are issued by qualifying SPEs. 

We believe that the guidance for evaluating how the existence of embedded derivatives 
would affect whether an entity is a qualifying SPE is not clear. The Board should clarify 
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if liabilities with embedded derivatives (i.e., beneficial interests issued with embedded 
derivatives) should be evaluated to determine whether an entity is a qualifying SPE. 
Paragraph 35(c) addresses what a qualifying SPE may hold. If the liabilities should be 
evaluated, additional clarifying guidance would be required. 

Question 4 

This proposed Statement would be applicable to all instruments obtained or issued after 
the earlier of fiscal years beginning after December 15, 2005, or fiscal years that begin 
during the fiscal quarter in which the Statement is issued, if applicable. Do you believe 
that the effective date provides sufficient time for implementation by calendar-year 
reporting enterprises? 

Countrywide Response 

For larger institutions, with the systems and personnel required to evaluate whether an 
instrument contains an embedded derivative and to value those derivatives, the effective 
date should not pose an issue. However, for less sophisticated entities, it may take 
additional time, greater than the currently prescribed effective date, to ensure that the 
systems and personnel are in place to meet the requirements. 

Effective Dates 

We strongly recommend that if the Exposure Draft for Certain Hybrid Financial 
Instruments is issued prior to the Exposure Draft for Transfers of Financial Assets the 
changes proposed to paragraph 40 in the Exposure Draft for Transfers of Financial Assets 
should be moved to the Exposure Draft for Certain Hybrid Financial Instruments . 

****++ 

Countrywide appreciates the opportunity to provide connnents on the exposure drafts. If 
you have any questions concerning our comment letter, please contact me at (818) 871-
4269. 

Sincerely, 

, 

Laura K. Milleman 
Senior Managing Director, Chief Accounting Officer 
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