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to allow them to identify the categories al a more detfailed level than major asset type to more
closely align with their specific risk mnanagemeit objectives.

More Clearly Define When a Separate Asset or Linbility Exists

Uncertainty exists in practice as to when servicing rights shovld be separately recognized. As is
the casc currently, we believe confiusion will continue to aise as entities apply the first sentence
of the amended paragraph 13 of SFAS 140 as well as the second to last sentence of the amended
paragraph 61 of SFAS 140, where refcrence is made to servicing becoming a distinct asset or
Hability upon the sale or securitization of asscts as well as in other circumstances. These
sections could both be read to imply a servicing asset or liability cxists at any time an agreement
to service financial assets for others 1s entered inio, mcluding when no transfer takes place, when
a securitization is completed that does not meet the requirements to be recorded as a sale under
SFAS 140, or when an entity has completed a securitization, and yet retains all of the interests.

We believe this confusion is compounded by footnote 1 in paragraph 2 of the Exposure Draft.
We suggest this language be revised as follows:

1Separately recognized servicing rights are recognized as assets or liabilities and are not reported as part of the
financial assets being serviced. Such rights are recognized either through purchasing pre-existing rights that had
been previousty recognized in connection with an agreement to perform the servicing on financial assets held by
others (purchased) or from the retention of servicing on financial assets previously held by the servicer that are
sold to others,

We understand the FASB does not belicve servicing contracts that anse from situations other
than a financial asset transfer accounted for as a sale create servicing assets or liabilities, even
though the contractual rights and obligations could be the same as a transaction that did achieve
sales treatment. Given the significance of this amendment to the accounting for servicing assets
and liabilities, we believe the FASB should consider clartfying this view.

Definition of Servicing Asset or Liability

Whether a servicing asset or liability exists ts the function of the relationship of servicing income
to adequate compensation, as stated in the amended paragraph 62 of SFAS 140. However, the
language in the amended paragraph 63(f) of SFAS 140 and in paragraph 2(b) of the Exposure
Draft could be misinterpreted to imply that a scrvicing assct exisis anytime servicing revenues
exceed servicing costs, thereby ignoring the concept of a normal profit margin expected in the
marketptace that would be required before adequate compensation is achieved. Further,
“servicing costs,” as used in these paragraphs, could be intcrpreted as permitting internal costs to
be used in the determination of whether a servicing asset or habtlity exists. We believe the
Board should clarify these sections to be counsistent with the defimtion provided 1n the glossary.
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