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�B�o�~�[�(�l� (the Boarli) on the 

support the Board's efforts '0· , llnprove existing ae-countInz 
�~� 

g'Jidancc. 
�~� , 

especially \vhen 

such actions simplify • compKX �a�r�e�a�.�.�~� of �a�c�c�o�n�n�t�i�n�g�~� ", ali;m 
�~� 

Quidancc 
�~�,� 

to Tefl, �,�>�~�t� 
�~� "'- .... ...., the 

econonuc substance of trfuJ.sactions" encourage consistency of appl1cation • across tne user 

conlnlunityand improve financial statement corrqiarabHity. 

Inodificatlons a.<:; discussed belo'\v_ \Ve believe both the Hybrids ED and the Servicing 
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instrulllcnts, betier align the accounting treatment of hybrid instnlulcnts. and servicing 

rights \vith various economic risk mitigation strategies, and improve the overall 

transparency and understandability of tInancial statements. Furthc-r we support the 

d ,~~ '-r '-«r'«- ' "0'" .,. d " T Ii anlen-- rnent-; to paragtapns .):)c and qU or .... rI\'-_"' f\o. 14' tnat are inClUde in h'1e fans ers 

of Financial j\ssets ED and reconLTnend that they be moved into the :Hybrids ED. 

\Ve do not support the issuance of the Transfers of Financial Assets ED at ttJs tilne 

b b I, , 'J ' ... l' - " , , ' -ecausc -we -e lcve 1t .. vom:· Increase tHe como eXIlV ot an alreaav oveny com-Olex rUies-
-'-.- ~ --'-

based accounting fll0del [Uld inc lease the potentia! for inconsistent application and lack of 

comparability across the user cornn1unity. \Ve do not believe the proposal is a conceptual 

or practical improvement to existing guidance, We believe many of the proposals in the 

Transfers of Financial Assets ED will either: 

Not be able to be implemented without significant further guidance, 

., Require difterent accounting for many common transactions that do not appear 

to be controversial or subject to abuse under existing guidance, or 

.. Produce accounting results that are inconsistent with the economics of the 

underlying transaction, 

We believe the cost to implement the Transfers of Financial Assets ED would be 

substantial, and would exceed any tangible benefit from reduced abuses or problems in 
- , . 
t'n"I1~'a' 1.1", ( .. --' ..... --' 1. 

,_ T ~ 

nnnn"'a' .i. '- a \..-.1: 1 

r ;:o.O('rt l'no-.... y . .. e ' The Board has not n1ade clear in the basis of conclusion the 

reportlllg abuses or problems in current practice that Vlarrant these 

mnendnlents. Accordingly, it is equally unciear hOVI certain of the soiutions proposed 

In the ED \vould address these abuses and problenls. 

Instead \ve \-vould strongly support efforts to reach a peunanent solution for 

securitization accounting under the financial components approach set forth in 
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paragraph <; of SFAS No. 140. Any pelllJanent solution should be principles-based, 

simplify existing guidance, be reflective of advancenlents in the securitization market 

and address convergence with IAS No. 39. We believe the Board should pay closer 

attention to the cost-benefit equation for this (and all) proposed standard, and should 

better articulate the results of this analysis as a part of the basis of conclusion. The 

Board should also atten1pt to anticipate obvious instances where the lack of clear 

guidance or definition wiIl create friction between the user community and auditors, and 

to the extent possible, include clarifying language to avoid confusion and the potential 

resulting diversity in application. 

In summary, we support the timely issuance of the Servicing ED and the Hybrids ED 

(modified to include the changes to paragraphs 35 and 40 of SF AS No. 140), but do not 

support the issuance of the Transfers of Financial Assets ED. We believe the Board 

should direct t!leir efforts to developing a permanent solution for securitization 

accounting and should not focus on additional incremental measures to address specific 

perceived abuses. 

* .. * * * 
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special purpose entities (QSPEs) wiII not change their basic economics (other than to 

make them more costly to execute), wiIJ require significant incremental investment of 

time and resources and most likely will not change or improve financial reporting. 

Further, we believe the definition of a participation interest will require additional 

interpretive l;'Uidance. 

Paragraph 9A -Isolation 

Thc projXlse<i changes to paragraph 9A that require agreements or arrangenlents of a 

transferor's consolidated affiliates be imputed to the transferor for purposes of the legal 

isolation test are inconsistent with legal standards. Proposed paragraphs 9D and <)E 

create yet additional requirements currently not included i" the legal assessment of 

isolation. We do not understand the Board's intention to create an isolation standard 

tor accounting purposes that goes far beyond the legal standard, nor do we believe it is 

necessary. We believe the current requirements of paragraph <) provide reasonable 

assurance "'lat tJle transfelTed financial assets are beyond the reach of creditors or other 

receivers in the case ofhankruptcy. We are not aWru-e of situations where actual claims 

in bankruptcy differed from attorney's oonclu~ions in "True-Sale" and "Substantive 

Non-Consolidation" opinions. We also believe the proposed guidance could lead to 

untenable requi,ements by auditors to ontain multiple legal opinions to execute basic 

asset transfers. 

Paragraph 90 - Transferability Requirements 

The proposed transferability r(~uiremenrs in paragraph 9b would result in almost all 

multi-step secluitiz.ation transactions being ac{:oullted tor as secured borrov,ings. Tne 

basis of conclu~ion is silent as to the rationale for this new requirement J\.fulti-step 

tnmsactions isolate transferre-d financial assets beyond the reach of the frlUlsferor and its 

"reditors ill banis.-ruptcy. The uitimate transferee in Ii multi-step transaction can sell or 
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'ed" et b <=. I . . Pi ge de ass . s or enelicta firerest. Acc{)rdingiy, we fail to urtderstand thc logic 

supporting this proposed change. 

The proposed transferability requirements also extend tho transferability requirements 

- '''b' b .-.,.. ··..1b h -of paragrapn 7<. to FeneI1Clai Hlterests retruneu .y t~ C transferor. In certain 

transactions, the transfeior plays t'wo roles: transferor and transferee. Often, 

transferors that retain bGneficial interests are constrained from transferring that interest 

due to tax nIles, reguiators or rating agency conCCfliS. -1 'ilis nev; guidance creates a 

,,~ • 22" '.. . . h ... I ~,,' If' Ca.tCil- Shuauon ill t.. at an cntlrj ll11tS ro e as transferor Has gIven up contro 0 tne 

financial asset, but in its role as t~ansferee is constrained Iron): traru;;fell!ng its beneficial 

interest. Going back to the financial comp-:}nent<;; approach that underlies SF. .. ;\S -No. 

140, we believe a prlJlciples-based analysis of these two conflicting positions would 

lead to the conclusion that ru~ entity's role as transferor is lhe determinant relationship 

since the entity is giving up control of ihe underlying fjna..*1cial asset, and therefore 

should be able to derecognize these assets. The entity's position as transferee and the 

related restraints on transfer do not substa..,tially impact the control analysis, and 

t.~erefore shouid be a 5Ubordi.'late factor in the a.'lalysis. 

Rollover of Beneficial Interest 

We believe the Board's intent is to prevent transferors from effectively retaining 

control over assets by having the ability to disproportionately benefit from the 

reissuance of liabilities of a QSPE. The proposal rC<luires QSPEs that roll-over their 

beneficial interest to have no party with it combination of L'lvolvements that gives the 

single party the ability to obtain a more-than-trivial benefit as compare-d to the sum of 

the benefits that could be obtained by hypothetical L'lird pluties. We are unclear what is 

me.ant by a "more-than-triviai benefit". For example, jf such involvements are at arms­

length and at market rates, can this constitute a more-than trivial benefit? We believe 

further clarification of the meaIung of this phrase is necessary to avoid diversity in 



:~-, 

---- -

Technical Director 
October 28, 2005 
Page 7 

application of this principle and the creation of numerOus practice issues. An approach 

that limits the QSPE's decision-making abilities for liabilities similar to the limitations 

on the decision-making abilities tor assets may be a more consistent and practical 

solution for the eficctive control issue in roll-over structures. 

Paragraph 11 d - Initig/ FV 111easurement 

The Transfers of Financial Assets ED requires assets trallsterred to a QSPE or a VIE 

but not sold to third parties be measured at fair value with a resulting gain or loss 

recognized on the cntire transferred balance, inciuding any transferor's beneficial 

interest. We generally support efforts to move toward a fair value accounting model, 

however, we are collceme.d that this proposal will provide opportunities for earnings 

management related to unrealized gains embedde.d in retained positions. Acceh,rated 

issuance and adoption of the fair value option may alleviate OUT concerns as presumably 

the assets to be transferred would already be marked. to fair value prior to und up to the 

time of transfer. 

* *' * * *' 
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H. Uvbrids F.D ---
'He support the issnance of the Hybrids ED on ? timely basis because it will simplify 

CUITent acco'Jntmg for hybrid im:tn!ment$, ?Jign the al"co'lnling treatma\t for hybrid 

iGstrmnents ~Nith the accounting for aGsets :lad !iabiJiti~5 used in carresponding risk 

lnitigations strategies and improve \lverall financirJ repoiJng. \Ve al~(\ cnC".ournge the 

r .... neJy ;s;:,uance cf t.~c Fair Valoe Opt!cn Standard. '~vhlch \ve believe '.vil1 hove sirniIar 

bt:nefits 'JU a bro£llier scf.Je 

Issue J: ... 1)0 you sUJ1ptJ~~ flu? Beard:s decision !(! pertl!i!juir value t'cmeasl!rement.ft'/or 

wauid require bifurcation '? 

Yes. 'Wcsupport 'th~ Bonrd"s (kci~ion to p.:nnit i:!ir value rejn~urcments for hybrid 

finoncial in$tn.:ment:: that contain an. embedded dt!rivative that Ot.1,a-V\1$e would require 

hifnrcation for ti.e: reasons notc.(t ahove. 

lssue 2: Should the pl'oposed Statemmt provide i;npleIlU'11l<ltiIJTI guidance on hmv to 

evaluate whether an instrument contaills all embedded derivativE that would require 

bijurclltion? /.fso, what type of /<uidtmce do you bt!tiel'e tht! Board should con.~ider? 

Yes, provided a-,at such g-uidallce simplifies the analysis and allows the use of 

reasonable judg!l;ent in assessing complex hybrid fmanciai instruments. One such 

approach would be 10 speci~y that entitie$ only look to the assets and liahilities of the 

vehicle where the exi~ience or non-existence of an embedded derivative Crunlot be 

determined ibm examining the contractual te.!!l3 of the hybrid financial instrument. 
. 

The Bnanl may also wallt to consider the IAS No. 39 approach which would pennit fair 

value dedion for any hybrirl insb'ument unles.~ it is clear "wiL'1 little or no analysis" 

that the emhedded derivative would not re,=!uirc bifurcation. 
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Issues 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 interest 

issued by a qualifYing SPE clear and understandable? If not, what additional 

clarifying guidance should the Board consider? 

We support dIe deletions to pa.ragraph 35c of SFAS No. 140 that remove certain 

restrictions around t.lte uses of derivatives in QSPEs. However, the Board should 

consider deleting paragraph 40 from SFAS No. 140 in its entirety. With the rescission 

of DIG Issue Dl and the proposed amend..-nent of SF AS No. 133 to require bifhrcatioll 

of derivatives embedded in interests iss-tied by a QSPE, the remaining purpose of 

paragraph 40 is not clear. If the Board does not wish to delete paragraph 40, then we 

recommend the deletions to paragraph 40 as proposed be approved. We also beJieve 

these changes should be moved to the Hybrids ED. 

Issue 4: The proposed Statement would be applicable to all instruments obtained or 

issued after the earlier of fiscal years beginning after Decemher 15, 1005, or fiscal 

years that begin during the fiscal quarter in which the Statement in issued, if 

applicable. Do you belie-"e that the effective date provides sufficient time for 

implementation by calendar year reporting enterprises? 

Yes, we agree with the proposed effective date. 

*' :;. * * *' 
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fit 6ervicing ED 

We 3trongl~1 support the prcp~)se<i :lccO!I."lting !r: me Servicing ED. Requiring ,he illitial 

:r:ea:::ureme:>.! of ser\icing a:::sets at fair vaJue ~Tld albwing hr til" Sllbsc<]l1ent 

me't..'up:!me!l! aT either her '!ahte or lowe,.-()f-co~t-or1Jl"rk"t will sirnpiify loan ~11h: 

accmmting and eliminate either the asymmetrical accounting when economically 

ill,oging servicing right~ llsi,h'; an on-ul1lau<;e she<lt iJ<'t1ftoHo "1 inv~sti1lent 3cc..uritieJ or 

the c..pe:l:(1Gna1 b.m!en cI;<!e: SFAS :>I:>, 13~ :>f:lJi!lg a dcr:vative h~giTlg stntegy. W~ 

are rl~0 in acveemt"IJt vlith thl' :rcrosrxl disC10SU'l'S ~iTlr:t' they 'vi!1 iIll:>rcve finencial 

st:ttement tr-L"lJpllTency ;lI'd l'rcvlde insigh~ h~t') aT} entity's risk m<'l~ag"me'lt activities . 

Issue 1: Do you heliCl'e that transitions provi,sions permittillg the transfer of 

leCU"ltic~' classified Cl~) a)"uiluble for stite to the tr4ditzg category a.;i,'hout calling inttJ 

qllestion all entities treatnaem of slIf!hsecurities wIder Statement I 15 are necessary? 

'!,>.;;. Wt· ;",Fne lh~ Bt'~T,i s.~,),Iid itl~;ud~ t"t1~:tGn provi&iol'& pt'T.'T.iiting t~,~ tra!\3ler 

of securities classified as available for sale to the trading category without calling into 

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

transfers? 

YI)f., 'nl<:traJ1sfer 3houl1 be limttJd to a on.J·tinw 'J'rert coinciding with the adopti'JJ1 of 

the finai ::ilatc..1'nellt. 
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Issue 3: If you currently use securities classified as available-for-sale to offset the 

income effects of changes in fair value of servicing assets or liabilities, is there a 

company-specific mechanism to desigllate certain securities classified as available­

for-sale for this purpose? 

Not applicable. 

* * .. * * 

We would be pleased to address any questions you may have regarding the comments 

in this letter or to discuss our position in more detail, at your convenience. I can be 

reached at 704-383-6101 or by email atdavid.julial1@wachovia.com. 

Sincerely, 

David M. Julian 
Executive Vice President and Controller 

cc: Robert P. Kelly, Senior Executive Vice President and Cbief Financial Officer 


