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the proposed amendment to FAS 133, which ",ill require that beneficiai interests issued by a 
QSPE be subject to FAS 133. If a beneficial interest contains an embedded derivative that is not 
clearlyalld closely related to the host, the holder will have the option of bifurcating the 
derivative alld accounting for it at fair value or accounting for the entire benefici al interest at fair 
value, in either case with changes in fair value recorded in income. As a result, a transferor will 
not be able to avoid recognition of the volatili ty associated ·with holding derivatives by 
transferring thetn into a QSPE and holding a beneficial interest. 

We agree that derivatives held in a QSPE should be passive and that a QSPE should not be 
permitted 10 actively manage a portfolio of derivatives. However, we see no conceptual basis for 
continuing to require that the notional 8DIounl of derivatives in a QSPE be limited to the 8DIounl 
ofbet1eficial interests issued or that they be designed to counteract "but not excessively 
counteract" some risk associated with those bet1eficial interests or other assets held by the QSPE. 
Accordingly, we recommend that the Board modify the current restrictions in paragraphs 40(b) 
and 40( c) to eliminate the referet1ce to the notional anlount of beneficial issued and 
require only that the derivatives be designed to counteract some ri sk associated with the assets 
held or beneficial interests issued by the QSPE. 

Effective Date and Transitiop 

We have a number of concerns with regard to the proposed effective date and transition 
. . 

proVlSIOns. 

.. We believe that the use of multiple effective dates will complicate application of the 
final Statetnent. If a final Statetnent is issued in the first quarter of 2006, public entities 
with calendar year ends will apply the measUIetnent provisions of amended paragraphs 
10 and 1 J as of January 1, 2006 but will apply most of the derecognition provisions as of 
July 1, 2006. Restrictions on roliovers ofbet1eficial interests will not be effective until at 
leastJanuarj 1, 2007. We acknowiedge that the Januarj 1, 2006 date was selected to 
coincide wi t.i. the effective date of two other exposure drafts, including one that is 
discussed earlier in this letter, t.i}at would 8DIend F AS 133 and F AS 140 by permitting 
preparers to adopt fair value accounting for servicing rights and cer'..run hybrid f.nancial 
instrumet1ts. In additi on, we appreciate the FASB's wiliingness to provide an el\.tended 
transition period for entities that roll over beneficial interests. However, we beli eve that 
the use of multiple effective dates will compli cate the application of new standards 
proposed in 1.1;is Exposure Draft. We also beiieve that mid-year adoption would lead to a 
lack of oomparabi1it'j between quarters L\at would confuse readers of the financial 
statements. We therefore recommend that all of t.lt.e provisions of this Exposure Draft be 
effective as of January 1, 2007, wit.,. early adoption permitted as of january 1,2006. 

• If t.'Ie above suggestion is not adopted, we note that the revised provisions of parag; aph 
9(a) would be effective immediately upon issuance of the revised Statetnent, but other 
pa..'1lglaphs impacting t.1;e legal isolation anaiysis, notably 9( d), 9( e), 27, 27 A and 278, 
wouid not be effective unti l July 1 �~� 2006 for public entities \vith a calendar year end. As 
noted in paragraph 27B,. the true sale opinion should consider �t�.�~�e� provisions of 
paragraphs 9(d) and �9�(�e�)�~� a..qd it is �u�n�c�l�~� �h�o�\�"�~� a �t�r�~�i�1�S�f�e�r�o�r� \vould be able to apply 
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pa.-agraph 9(a) v.ithout also apr-lying these other p&agraphs, 
reason for parag.raph 9(a) to have an effective date 

I; H .. ega...-.o(Jess of i.;;'e effective date, \ve ful.d it probl~illatic th.at t'1e revise:J provisioIl3 of 
paragraph 9(a) \\'011~d he applicable to tiansfers that had VCCUll~.d prior to the er;e.cuve 
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