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paragraph 5 of SFAS No. 149. Any permanent solution should be principles-based,
simplify existing guidance, be reflective of advancements in the securitization market
and address convergence with JAS No. 39. We believe the Board should pay closer
attention to the cost-benefit equation for this (and ali) proposed standard, and should
better articulate the results of this analysis as a part of the basis of conclusion. The
Board should also attemipt fc anticipate obvious instances wherg the lack of clear
guidance or definition will create friction between the user community and auditors, and
to the extent possible, inchude clarifyving language io avoid confusion and the potential
resulting diversify in application.

In semmary, we support the timely issuance of the Servicing ED and the Hybrids ED
(modified to include the changes to paragraphs 35 and 40 of SFAS No. 140), but do not
support the issuance of the Transfers of Financial Assets ED. We believe the Board
should direct their efforis fc developing a permanent solution for securitization
accounting and should not focus on additicnal incremental measures fo address specific
perceived abuses.
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special purpose entities ((38PEs) will net change their basic sconemucs {other than to

make them more costly to execuie), will reguire significant incremental invesiment of
time and resocurces and most jikely will not change or improve financial reporting.

Further, we belisve the definition of a parficipation inferest will require additional
3 1

interpretive guidance.
Farapgraph 84 — Iscladion
The proposed changes te paragraph 9A that require agreements or arrangements of a

transferor’s consolidated affiliates be mmputed o the transferor for purposes of the legal

|,w

<

isclation test are inconsistent with legal standards. Proposed paragraphs 9D and 9E

creaic yot additional requirsments currenily not mcluded in the legal assessment of
isolation. We do not understand the Board’s inteation to create an isclation standard
for accounting purposes that goes far bevond the legal standard, nor do we believe it is
nscessary.  wWe believe the cwrrent requirements of paragraph @ provide reasonable
assurance that the transferred financial assets are beyond the reach of credifors or other
receivers in the case of bankruptey. We are not aware of situations where actual clavms
in bankruptcy differed from aitorney’s conclusions in “True-Saie” and “Substantive
Non-Consolidation™ opiniens. We also beliesve the proposed gindance couid iead to

ng io execute basic

untenable requireiments by auditors ic obta:n multiple legal opiruon

asset transiers.
Paragrapk 95 - Transferability Reguirerzrls

The proposad transferability regquirements in p&ragrap?‘j Gb would resuilt in almost all
muliti-step sccuritization transactions being accouied for as secured borrowings., The
hasis of conclusion is silent as o the rationale for this new requirement. Multi-step
transactions isclate transferred financial assefs beyond the reach of the transteror and its

creditors in bankruptcy. The ultimate transferee in a mulii-step fransaction can scll or
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pledge the assets or beneficial interest. Accordingly, we fail to understand the logic
supporiiag Has proposed change.

The proposed transferability requirements alse extend the fransferability requirements
of paragraph 9b ic bensficial interests retained by the trapsferor.  In ceriain

trancaciions, the transferer plays two roles: transferor aand transferse.  Ofien,

transferors that retain beneficiat interests gre constramed from transierring that interest

a bsx L. ,_

due 1o tax rules, regulators or rating agency concerns, This new guidance creates a

“Catch-22” sitmation in that an entity in its role as transferor has given up control of the

h'l-‘

-

financial asset, but in ifs role as transferse 18 constrained from fransferring iis beneficial

interest.  Going back fo the financial components approach thai underlies SFAS No

W)

ok

140, we believe a principles-based analvsis of these two conflisting positions would
lead to the conclusion that an entity’s role as transferor is the determinant relationship
since the entity is giving up conirol of the underlying financial asset, and thersfore
shouid be able to derscognize these assats. The entity’s position as transferes and the
reiated restrzints on transfer de not substantially impact the control analysis, and

therefore should be a subordinate factor it the analysis.
Rallever of Benzficial Infzzest

We believe the Boazd’s inteni iz to pravent fransferors from effectively retaining
conirol ¢ver assets by having the ability to disproporticnately benefit from the
reisstance of hisbilities of 2 QSPE. The propesal requires Q3SPEs that roil-over their
beneficial interest to have no party with a combination of involvements that gives the
single party the ability tc obfain a more-than-trivial benefit as compared to the sum of
the benefits that could be cbiained by hypotheiical third parties. We are unclear what 1s

meant by a “mors-than-iriviai benefif”. For sxample, if such involvements are at arms-

: thiz constitute a more-than trivial benefit? We balieve

length and at market raes,

further clarification of the meaning of this phrase is necessary to avoid diversity m
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application of thix principle and the creation of numercus practice issues. An approach
that limits the QSPE’s decision-making abilities for lizhilifise similar t¢ the limitations
on the decizsion-making abilities for asseis mav be a more consistent and practical

soiution 1or the effeciive contro] issue 1n oil-over struchares,
Faragraph iid — Initic]l FV Measurement

The Transfers of Financial Assets ED requires assets transferred i:& a Q5PE ¢r a VIE
bat not soid ic thizd parties be measured at fair value with a resuliing gain or loss
vecognized on the entire fransferred balance, including any iransferor’s beneficial
mterest. We generally support efforts to move toward a fair value accounting model,
however, we are concemed that this proposal will provide opportunities for earnings

management related tc uarealized gains embedded in retained positions.  Accelerated

issuance and adoption of the fair value optict may alleviate cur concerns as presumably
the assets {o be transferred would afready be marked o fair value prior to and up to the

fime of transfer

I T T T
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il Hvbrids__!'ﬂg

We support the issuance of the tHybrids EIY on a timely basis because it will simplify
currert accounting for hybrid instruments, align the accounting treaiment for bybnd

instruments with the accounting for assets and ftabilitics used in corresponding sk

initigations sirategies and improve overall financial reperting. We alse encourage the

timely issuance of the Fair Value Cpticn Standard, which we believe will have stmilar

benehts ou a broader scale

Issuc 1: Do you support the Ecard’s decisicn to permit fair velue remeasurements for

avbrid financial insiruments tnel contain an embedded derivative thot otherwise
wauid require bifurcction?

Yes. We support the Board’s decision to perpt fair vajue remeasurersents for hybrd

financial instruments that contain an crobedded derivative that ctherwise wouid requure

kifurcation for the reasons noted above.

Issize 2: Should the proposed Statement provide implementation guiderce on how fo
evaluate whether an instrument conicins an embedded derivafive thut would require

Lifizrcation? If so, whal type of gutdance do you believe the Ecard shouid consider?

Yes, provided that such guiduance sunpiifies the apalysis and allows the use of
reasonable judgment in assessing complex hybrid financial instruments. Oane such
approach would be to specify that entities only lock to the assets and Uabilities of the
vehicle where the existence or non-exisicnce of an embedded derivalive cannot be
deterinined from exemicing the coniractual terms of the hybrid financial instrument.
Tke Board may also want tc consider the IAS No. 39 approach which weould permt futr
value election for any hybrid mstrument unless it is clear “with litile or no analysis”

that the embadded derivative wouild not reguire bifircation.
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Issues 3: This proposed Sictzment requires evelaation af instrumienis for
identification of embedded derivatives and permits but does not require fair value
measurement for instricrienis that centaini embedded derivatives that otherwise would
require difurcation. Are the requirements for evaluzating and acceunting for interest
issued Gy a guaiifying SPE clear and understandabie? If not, what additional

clerifying guidance sheuld the Board consider?

We suppoit the deletions to paragraph 35¢ of SFAS No. 140 that remove ceriain
restrictions arcund fthe uses of denvatives in QSPEs. However, the Board should
consider deleting paragraph 40 from SFAS No. 140 in its entirety, With the rescission
ot DIG Issue D1 and the proposed amendment of SFAS No. 133 to reguire bifurcation
of derivatives smbedded in inferests izsued by a (SPE, the remaining purpose of
paragraph 40 is not clear. I the Beard does not wish to delete paragraph 490, then we
recommend the deletions fc paragraph 4C as proposed be approved. We also believe

these changes should be moved o the Hybrids ED.

Issue 4: The proposed Statement would be applicable to all instruments odtained or
issued after the earlier ef fiscal years beginning after Decerber 15, 26G5, or fiscai
years thai begin during the fiscal quarier in whick the Statemernt ir issued, if
applicable. Do yoeu EBelieve that the effective date prevides sufficient tfime for

implemeniation by caleadar year reperfing enterpriszs?

Yes, we agree with the proposed effective date.

= % & ¥
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{1l Servicing €D

We strongly support the proposed accounting in the Servicing 59 Requiring ibe putral
measursment of servicing assets at tawr valve and allowing for the sobsequent
meastrement av either farr vahie ov lower-of-cost-or—narkst will sinpivy loan sale
accounting and elirninate cither the asymmetrical accounting when economically
hedging serviciug rights usiog ain on-balauce sheet portivlio of investinent secunties or
the operational barden vnder SFAS No. 132 of noing a derivative hedging strategy. We
are 2lso in agreement with the nrerosed disclosures since they will imnreve finencial

staterpent francparency and previde fnsight into an euntity’s tisk maragement activihes.

Issue 1: Do you believe that transitions provisions permitting the transfer of
securities classified as availuble for sdle to the trading category withoud cailing inte
question an entities treatment of such securities under Statement 115 are necessary?
Vac. We aclieve ths Bowrd shoald inzuds teansiticn provisions periiting the transier
of securities classified as available for sale to the trading category without calling into
question an eutity’s treatment of such secoities vader SEAS No. 1135,

Issues 2: If so, do you believe there should be restrictions on the ability to make such

transfers?

Yes. The transfer should be lira ted to a one-time 2vert coinciding with the adoption of

the final diateroent.
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se securities classifizd as evailadle-for-sale ¢ ajffs=t the

ot

LT}

Issue 2: If you currertiy
income effects of changes in fair vaiue of servicing assets er Habilities, is there a

company-specific meckanism to designate certain securifies classified as avatlable-

Fer-scle for this purpose?

Not applicable.

We would be pieased to address any questions you may have regarding the comments
in this letter or to discuss our position in more detail, at your convenience. [ can be
reached at 704-383-6101 or by email at david julian@wachovia.com.

Simcerely,

David M. julis
Execuiive Vice President and Confioiler

ce: Robert P Kelly, Senior Executive Vice President and Chief Frnancial Gfficer



