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AcclIunting fur Serl'icillg oj } 'inancial Assets an {J1IlendllU'l1t of F...-1SR S;atclfwnt ,Yo. J 40 

Dear Mr. Smith: 

E1TISt & Young is pj~as~d to offer the feHowing comments on the above-mentioned Exposure 
.[ "( 'h "P ~ 11 " " ..... , d d") 4 . ;; S· .. f' - . . I )rail t e :xposurc ura t or 'proposeD. ;::,tan aT ,. c{:ountrng Jor erVlCltJ.,g i~ rlnanCla 
Assets, an amendment of FASB Statement No. 140. Ovt:rall, we SUpp011 thc amendments in the 
proposed Standard. We believe the proposed amendments would simplify the accounting in this 
area and provide a practical solution to a complex issue. 

We have the followin.g comments conceming th", proposed Standard . 

Expand the Ability to Elect Fair Value for Subsequent Measurement 

ln paragraph 3(b) of thc Exposure Draft, we believe the FASB should consider expanding and 
clar ifying the criteria upon which to base and apply the fair value election (which is later 
described as based on the major asset type). Entities may have different policies/risk 
management approaches associated wit'J subcategories within major asset types that would make 
consi stent accounting across major asset types impractical if the major asset type category is too 
broadly defined. Credit quali ty, asset type (c.g., residential mortgage loan. vs. commercial 
mortgage loan), loan features, and other factors all play an important part in how or whether an 
entity will choose to risk manage itg exposure. 

For example, an entity may hedge mortgage servicing rights related to fixed rate conforming 
mortgage loans differently from those for floating rate nonconforming mortgage loans or home 
equity lines of credit. Also, servicing rights related to commercial mortgage loans may react 
differently to interest rate changes than those related to residential loans. Additionally, inputs 
needed to fa ir value servicing rights related to conforming residential mortgage loans may be 
more readily obtainable or such rights may be more interest rate sensitive than those related to 
non-confonni ng or sub-prime res idential mortgage loans. 

The availabili ty of market observable inputs may also impact an entity' s decision as to how or i f 
they risk manage the assets. In paragrapb A 10, the Board acknowledged that entities hedge the 
risks in.herent in only certain classes of servicing rights. While we understand the Board's 
preliminary decision, we believe entities should have the flexibility tor a more focused election 
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to allow them to identifY the categories at Ii more detailed level than major asset type to more 
closely align with their specific risk management objectives. 

More Clearly Define When a Separate Asset or Liability Exists 

Uncertainty exists in practice as to when servicing rights should be separately recognized. As is 
the case cUlTcntly, we believe COl'f'l~:ion will continue to a.;se <1.5 entities apply the first sentence 
of the amended paragraph 13 of SF AS \4(1 as well .... tbe second to last ~entence of the amended 
paragraph 61 of SFAS 140, where reference is made to sen.;cing becoming a distinct asset or 
liability upon the sale or securitization of asscts as wdl as in other circwustanees. These 
sections conld both be read to imply a servicing asset or liability exists at any time an agreement 
to servict> financial assets for others is entertd inlo, includiug whcu no transfer \ak;;s pla~e, IVhen 
a securitization is completed th~t does not mert the rcquir~ment~ to be Tt'.cordcd 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 I in paragraph 2 of the Exposure Draft. 
We suggest this language be revised as follows: 

• Separately 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 Pllfchasigg pre-existing rights that had 
been previously recognized in cQllDcctiQn with an agreement to pcrfonn the servicing on financial assets held by 
others (purchased) or from the retention of servicing on tinancial.:lSsets previously held by the servicer iliat are 
; old tu uthor.;. 

We understand the FASB does not belie\'e servicing cOlltracts that arise from situations other 
tban a financial asset transfer accOlmted for as a sale ereate servicing assets or liabilities, even 
thougb the contractual rights and obligations could be the same as a transaction that did acbieve 
sales treatment. Given the signific~.nco of this amendment to the accounting for servicing assets 
and liabilities, we believe the FASB should consider clarilYing this view. 

D"!finition of Servicing Asset or Liability 

Whether a servicing asset or liability exists is the function of the relationship of servicing income 
to adequate compensation, as stated in the amended paragmph 62 of SF AS 140. However, tbe 
language in the amended paragrapb 63(t) of SFAS 140 and in paragraph 2(b) of the Exposure 
Draft could be misinterpreted to imply that a servicing asset exists anytime servicing revenues 
exceed servicing costs, thereby ignoring the concept of a nonnal profit margin expectoo in the 
marketplace tbat would be required before adequate compensation is acJlieved. Further, 
"servicing costs," a.s used in these paragraphs, could be interpreted a.s pemlitting internal costs to 
be used in the determination of whether a servicing assd or liability exists. We believe the 
Board should clarifY these sections to be consistent with the definition provided in the glossary. 
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