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Students of Master of Professional Accountancy Program . 
Indiana University Kelley School of Business Indianapolis 

80 I W. Michigan Street 
Indianapolis, IN 46202-515 i 

October 12,2005 

Ms. Suzanne Q. Bielsiein 
Director of Major Projects and Technical Activities 
Financial Accounting Standards Board 
401 Merritt 7 
P.O. Box 511 2 
Norwalk, CT 06856-511 6 

Letter of Comment No: J3 
File Reference: 1220-001 

. Reference: Proposed Statement of Financial Accolmting Standards, Accoltl1.tillgfor Servicing 
of Financial Assets all Amendment ofFASS Statemem No. 140 

Dear Ms. B ielstein: 

On August 11,2005, the Financial Accounting Standards Board ("FASB") issued the 
exposure dran for Accountingfor Servicing of Financial Assets an Amendment o f FASS 
Statem ent No. 140. The Board has requested commentary on thi s exposure draft. We 
appreciate the opportunity to offer our support and opinions to the ED. We arc 
responding as a group of cun'ent and future accollnting professionals in the Indiana 
University Master of Pro fessional Accoun tancy Program at the Kelley Schoo! of 
Business Indianapolis . 

. We have observed the comments and suggestions from constituents with in the financial 
investment industry and appreciate the steps taken by the Board to promote fair value 
reporting for servicing assetslJiabilities without having (o mcet the effectiveness 
requirements required by FASB Statement No. 133, Accountingfor D erivative 
InstrumelllS and HerJging Activities. Within the constructs of the CUITcnt ED, entities will 
have the opportunity to choose either fair value accounting or the amortization method 
with respect to separately recognized SCI vicing assets/liabilities. We would like to Sec 

more principles-based guidance ahout how an entity should make that determination. We 
recommend that entities review the FASB Exposure Draft, Fair Value A1:easurements, for 
fiJrthcr guidance in detemlining whether to subsequently measure fair value for 
separately recognized servicing assets/liahilities. The fair value determinants in the fair . 
value ED could provide a threshold for when to elect the amortization method in 
instances when a fair value determination can only be made with limi ted market data or 
indexes that would result in a more biased, internally-derived market value. 

We support the Board ' s proposal to aHow fair value measurement for servic ing 
assets/liab ilities, while maintaining the amortization method as an alternative when the 
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assets/liabili ties are not realistically indicative of a fai r value detemlination. We believe 
fair value measurement will have a positive impact on comp arability ofllnancial 
reporting within the industry. The advantages of using the option for faif value 
measurement for servicing assets/liabilities will prove an efiective incentive to drive the 
industry toward a more consistent valuation methodologv. These advantages include . '-"-" ..... 
simplification of accmmting and disclosure requirements Jor hedging instruments that are 
curren tly quite complex under SFAS 133. 

We believe the fair valuc measurement can increase reliabiiity of financial reporting as it 
relates to the underlying economic substance oftl,c transaction, when there is a readi ly 
obtainahle and objective market for the instruments. In addition, fair value measurement 
offers the possibility ofincluuing on the incomt: statement both the c.uITcn! market 
adjustments for servicing assets/liahilities and any related bedge to improve the CUtrent 
s tandards that often refl ect artificial volatility in reported camings that is not consistent 
with the underlying economic event. However, the major discrepancy that is im perative 
to address is the accounting standards for available-tor-sale securities used as hedges as 
they cWTentIy exist under SFAS 115. 

Tbe Board has requested comments specifically related to transfer provisions aliowing 
entities to transfer securities class ified as availab!e-{(1f-sale to the trading category 
without calling into question an ent ity's treatment of such secnri ties under FASB 
Statement No.1 15, AccountingJor Certain In vestments in Deht and Equily SeC1lrit ies. 
The reluctance to indude such a provision came from the Board 's concem over how to 
identify the securities fe)r which this transaction would apply. We are concernen tbal 
these transition provisions will create an inconsistent motivHtion by entities that shou ld be 
addressed in the interest of clear and consisten t princ iples j,x quality financial reporting. 
For example, if an entity exercises the l;lir value option to measure separately recognized 
servici ng i1sscts!liahilities and the re lated ilnanciai 1nstnUJlt:;nts to offset the risks of those 
servicing assets/ liabilities arc classified as available-for-salc, gains and losses will not _ c 

offset in the income statement. In this situation, an entity is encouraged to elect the 
amorti7:ation mcthod in reporting separately recognized servicing assets/liabilities to 
minimize income statement vo latility, Because the Board has specifically concluded that 
f"lir value is the most relevant attrihute for initially rccognizing all service rights, it seems .. '--- - ~ 

that GAAP ShOlIld reflect principles that encourage fair value reporting throughout the 
term of those service rights. 

I f the Board chooses to include transi tion provisiMs relating to reclassifying available­
for-sale sCClui ties to the trading category, certain changes or amendments IUllst he 
addressed. According to SFAS 115, "debt and equity securities that are bought and held 
principally for the purpose of seHing them in the near tern] are classified as trading 
securities.,." If an entity is allowed to transfer seculities classifIed as available-for-sale 
to the trading category, more than likciy it will no t meet this "near tern]" cl~terion and 
most cert.ainly not in all cases. The Board could address whether to add a separate 
subcornponcnt to the avajlabJc .. tor-sale cater,ory \vhich ai1o\,vs lTlark to nlarket 
adjustmen ts to be reflected in iIlcome or 10 provide certain criteria for which this type of 

.... <_ .. transfer to the trading category is allowed. 
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\Ve have determi ned that some specifieity should apply \vith respect 10 the transitioIl of 
<::·"<'· ·I~I·t· I··" -;:: ilIn(}G~~ the "'~t, .. ·.,.£),...; ,.,,~ (-1 ,-..fi n,-,.{i 1". ~1~A S II" P·l',c;t t"-"n' cers f l-' .... "" 'l,~.,.rn{ller ................ ..... ... . . ~_ ~Ji . '\...·L' · v .. , ~ l ' ·.· .... • 1_1 .... "'."-_. __ ._.:.. ~j _ ~ ... J . . c"'. '-'-"-I .~J ' , ....... L .... ::...- • .:. ~ ,\-., l 

- ,. '-" . - ." 

(.ah~gotY other than avaijable-for-sale !lre cntsjut: rhe scope 01 [hjs COlilOl.::ll lletier. 
" d - - ·1 " -, , ! " . -' . ,.:lee-on !~ trmlstt.:fs iron) llYn! aOlc-iof-s,a.!e to any other t;~tt.:gorv ot JeI' ulan tra.tllng or some . ~ '" '--

snbcoTnponent of available-for-sale at(: outside the scope ofthjs C-Oln.n1{~nt letter. Th.inl .. 
only the transfers of securities Hlitigating the risks of ;-;e.i',:king assets/Ji.ubi litjes aTe \vithin 
the scope· of this conn-Dent letter. 1'0 SnI11flli.1l'jze, \VC encourage the board. to speci.ficany 

, . I , . - " . - j . '1 b' - I . . 1 d· aGtiress t 10 pnnCJpieS unnen Ylng trarrsicrs o . uvm a- i(:-lor-sa e secuntH::s to !lv .. : tra . Jug 
C-~,_,t· ~_ .. POf\! 10, n'l' 1-i 'Fit' ... "'-1 ...... ,..; ,k' ;:: ·1 -J' Jl'fP :..,i- i-.~ ·~·"'r"'lr" j.1.' I' · r·::.·"·, '-'-~l"·'" "",1 ·.Oe~ ' l· c-·l· '.1 if ·,,_._,_-.::-_·,t.~/. 1 ;,al)1·ll·1 I' ··s. o ,J , "~6<..! v ld::... -I., ~. oJ l I ...... .t.lc· .:.ll :::O ... · t ! <,.; ! H ... ·. i ~"-"''- I... · bL> .. ; -,-, , J" ;;;> ~ L .... 

if a transition 
. 
I e , . 

trans1cr should be restricted to a one-ti-rne ejection to lTliITor the rules that apply to fair 
value accounting f)t servh::ing :"issets/Eabihties_ In other words~ when <m entity II1akcs the. 
irrevocable election to appJy fair value accounting fora class of existjng or Tle\V s(:T\I!cing 
assetsiliabilit.ies, the transfer of the available-.for~, saie· derivatives that Initigate the rjsks of 
- 1 1 ". ' h . . - . _. :l . ' 'd . hJ 1!10se re,ate-a StTVlung rIg. Js snonld l1G appllel snllu1tanl,:ollS!yan In-evoca.] y. 
, ,. . :l:l. . . ~. . . - h . .. ·'1' 

~-HJuthon. al \. itionai ulSt:!osure rel1l11 r.::rnenis tor Lese one-rUTH:.: rranste.rs \V11. Dt: . , 
~ ~c ."'CO .• " [.). U1...· ....... ,~:::. .. . .. , 

In 

\Ve recognize. that convergence \vith internatiOlwl accountinrr stanuurds is cInoodieu -- ..... , ~. 

\vithin the lan~uage ofrnorc recent authoritative acc.onnting lite.rature. • • • • • \"H'l ""·''' '·ct to . , ,, ~-<_ • " "1--''''' , 
. }-DJ . " . J ··j · ·' ··h Hie c,nrrent. ~ , t leI':::: are somc rnte:fIlat!OILH dt:ve.: 01J!11ents \vnJC 1 C'OlnC~l1(; '>.vlth t e 

:l .1 .- . . .- . - ·1 .. '3-" R J . - , -c-re-eOHlnl CDl (:u tranSft.T pn) ',J1SJOUS . SPEf..:ltlcal y~ l ... \ .S· 's t t ess. .... e ease Ul June L.Ut.Jj 

amending the .fairvclut: ol,Hion in IJ\S 39_ .. F'inuncia/ ir: .. strumerUs; Rec(Jf!t!itio!i. a.nd .... . -" 

A.J!:Y1S?1re1?li":m[, aHo\:vs entiti es to in-c'locar.dy designate flEi,nciaJ assf..:ts/1iabjjjtjes that .meet 
. . . , ,- . ' ·1 ' . 1-} . , . certum c.ntcna to 5;6 rneaSlirC!.l at tair \'8.iW.:: t ltOUg,l Cl;rrcnt lncOlue .. . l1S an1ennn1ent JS _. 

[ '''el' 'I'·'" d1 t'1" n'rre'l' .~ . ~ • ,1....t.,__ _ .... ' ~·u. . .. 
c. 

" ',n "D'·Gl l:O·ll t -,·0 D. ",rf' l-P::':!'! 1~. ; ; V-," Hl -"" t-h f - ? {j' {n r' .... ,. '~ S! qT''''' "f 1" Ii S -_~ 0, O\'a.,· I,01-.;,; p- t~_·,.,_ - .'-'.J l.r,: u ... ....... u ... ..... ~ ___ ~_. _,_ .. ..... " v ._~~ .. ~,. >~_·~ ... _· ..... y. ,~ .... __ ;:;._._-"" .. _ _ 7 <-I <.I. _ , __ 

--'''''~' ' ,..!I I·l'" II<-.. d tp JD;t' ; gcl'p "';Sk" t~ ,~ "' ... ·r-;: ... ; C·'·'l<y "'S~ f·tsi I 1qhl1,-tl· ''':':; -:1,-;.0 ,"'11· ,Tl· hI,''''' tl', 1),:>. n .. ' ... ·:. ~ul·("i· .""> ... • ... t • • -:,} 0 .... . '-'" ' . • _ ..... "" .... '-, '-.- ..... ,."' ." ....., 4," ",_, ~ " ~<-i ._'_'-< . , . ,,",,-. {u .... V ~~ •.. : _ _ .. ..., l . '...... .... .' -' -- -
at t~!ir value through Gl...HT~nt incorne. \Ve i.!IH..:ourag<.: the Board to con.::ider thi:; Drov jS!on 

.... - .l-. d · .. } JJ. . . 1· .} ' I - , . . • I d 1n: elennuung 10\V to a" .' ress lnt: ira.llSlilcn {) aV~i1 ~tiJ c -tor-S3.it: S(:Cll ntJ t.:s useu 10 !t; ge 
'''''"''t'' ·.::ra!'··[" re'-c' ,"Tn i .,. "",-! <:" ""j" I· C J. ~I" a" "e!~ n; ,.., :,·-,i ',' J. i I' ( . <. -""> ...... :~.... ...."t ...... '~.l. ._,,-,,-. ,.:. o.!" ...... , • 1 '"- (-.J~ . __ " ~~...:. _.. _ . .. C'. ...... --
in conclusioD, favor of [he Board ~s direction io\vard fhir,value nlec..surcrnent for 

l.3. _,.,.~,.c ... ~ .. -." .··"··,,.... ..... '-t"l· Jl ~ ...... C~l·"'""("": :·he ""] , \ .. \.. ~.' - ' ...... ,, ~ .. I' " " .\: ' , -," t , • - • .. ~. ~ ., . . ......... !. ....... . ~ ' .~' ,;---~" 

. . d ' d ·· ··' , .. ,.... ·-1 4 • prO\·T:;JOnS an tne sugge:o;rel restnctH.,;ns \Vit'n tne. ::.:onv1Cilon tna{ tu (8 WIJ pr;.)£lHc(: ciearer 
, '. . .., ' " i ·- D j' <:Ult1 Dlore GCmslstent 2.C-Colmtnlg p-DnCH)ieS_ .\1 e. connnen~ tile .... ~oar: . t> convt:rgence .... ~ ---

etlo rts \vi to intcrnario.!1;J.i acc{Juntin~ siandanJs and COHGiude. thai. the tra.nsfe.r provi:;ions .- . 
\viD serve to tnove us clns\: r to the g(}fil of con\:ergcnce 
provisions aik'\i.lcd under the anlenclcd u\S 39_ 
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