











Application to entities that issue both rollover and non-rollover interests

We note that paragraph 35(e) and the opening of paragraph 45A discuss rollovers in a manner that
distinguishes between entities that roll over beneficial interests from entities that do not. In contrast,
the closing of paragraph 45A and the definition of rollovers of beneficial interests in Appendix E
refer to rollovers in a manner that distinguishes between the types of beneficial interests.
Specifically, the Board states: “Beneficial interests issued by a revolving-period master trust are not
considered rollovers if the proceeds are applied to reduce the transferor’s interest.”

This raises the question of how to apply the proposed guidance to a master trust structure that has the
ability to issue both types of beneficial interests. As noted earlier, it is not uncommon for master
trust structures to issue both term securities (the proceeds of which are used to reduce the transferor’s
interest, and thus are not considered rollovers under paragraph 45A) and short-termm notes (the
proceeds of which are used to retire maturing short-term notes, and thus are considered rollovers by
definition). It is unclear whether master trust structures of this type should be viewed as “rollover
entities” in their entirety or whether the short-term note program should be evaluated separately from
the “non-rollover” activity. While we believe adoption of the amended definition of rollover
specified above would generally resolve this question, we would appreciate clarification on this
point, particularly for structures that would still be considered “rollover” under the amended
definition.

In addition to the question noted above concerning the application of the transition provisions to this
type of master trust, there is another implication to this point. In considering the various forms of
involvement and whether a more-than-trivial economic benefit 1s achieved by virtue of any party
having more than one type of involvement, there is uncertainty as to whether we must consider the
decision-making ability related to the term issuances (which do not relate to the rollover issuances) as
well as to beneficial interests that are rolled over.

D. A transferee’s (or beneficial interest holder’s) ability to pledge or exchange under
paragraph 9(b)

Application to transferors

The proposed additions to paragraph 9(b) will require that if a transferee is a qualifying SPE, each
holder of beneficial interests issued by that qualifying SPE (including the transferor itself if it holds a
beneficial interest) has the right to pledge or exchange its beneficial interests, and no condition both
constrains the holder from taking advantage of its right to pledge or exchange and provides more
than a trivial benefit to the transferor.

This imposes a new requirement that does not apply currently to transferors. In most credit card and
other master trusts, the transferor is required to maintain some minimum ownership interest in the
trust for tax purposes as well as for the basic purpose of absorbing the daily fluctuations in receivable
balances. This (required minimum) restriction on the transferor’s beneficial interest, which is
inherent in many master trust structures in place today, will presumably invalidate sale accounting
under the proposed amendment.



This requirement is unnecessary since the intent of 9(b) is to ensure the transferor has surrendered
control of the transferred financial assets such that a transferee is free to pledge or exchange them.
The extent to which a transferor itself is constrained from pledging or exchanging the transferred
assets, we believe, should be viewed as a further indication that the transferor has in fact surrendered
control. As a result, we recommend that the parenthetical text “(including the transferor itself if it
holds a beneficial interest)” be removed from the proposed additions to paragraph 9(b).

Multi-step transactions

Another proposed amendment to paragraph 9(b) will require that if a transaction involves a series of
steps designed to isolate the transferred financial assets, each entity that receives the transferred
financial assets is a transferee, and each transferee must be able to pledge or exchange the assets (or
its beneficial interest).

Given the opening sentences of amended paragraph 9(b), it could be interpreted that this requirement
is not intended to apply to an intermediate transferee in a multi-step transfer where that transferee is a
QSPE. However, misinterpretation of the Board’s intent on this point would have significant adverse
consequences for issuers, so clarification 1s needed.

If it is the Board’s intent to require an intermediate transferee that is a QSPE to satisfy the 9(b)
criterion, we oppose such a change because it is not needed for the purpose of ensuring that a
transferor has surrendered control, and it will be unnecessarily problematic for many existing
transactions. Moreover, if this is the Board’s mtent, it is unclear how to reconcile this new
requirement with the notion in Statement 140 that as long as the ultimate beneficial interest holders
can pledge or exchange their beneficial interests without constraint, the criterion in paragraph 9(b)
has been satisfied. If the Board is departing from its previous position of accepting that a QSPE is,
by design, constrained from pledging or exchanging the assets transferred to it (due to limitations on
its permitted activities), then no multi-step transaction involving QSPE-to-QSPE transfers could

satisfy 9(b).

Further, clarification is needed as to whether the requirement that “each transfer must meet this
condition” applies only where a multi-step transfer is used expressly for the purpose of achieving
legal isolation of transferred assets. Certain QSPE-to-QSPE arrangements exist today for reasons
altogether unrelated to legal isolation. For example, some securitizations involve placing a collateral
interest in a certificate-issuing QSPE into a second qualifying SPE, which in turn issues beneficial
interests - in the form of notes - in the collateral interest. This structure commonly exists to attract
institutional investors that are subject to ERISA requirements. Because this second transfer is not
needed for the purpose of achieving legal isolation, it should not be subject to the proposed multi-
step transfer provisions of paragraph 9(b). We recommend the inclusion of clarifying language to
specifically exclude from the scope of this requirement any transfer that is not required for the
purpose of achieving legal isolation of the transferred assets.

Conclusion
We appreciate the opportunity to offer our views on the Board’s proposals concerning transfers of

financial assets. As we have pointed out in our comments, we believe that certain provisions of the
proposed amendment will have the unintended consequence of precluding the derecognition of assets



where the transferor does not retain effective control of the transferred assets and where legal -
isolation — as evaluated under established legal and auditing standards — has been achieved. In
addition, we believe that the proposed rules for entities that reissue beneficial interests need greater
clarification and, as currently written, will invalidate QSPE status in situations that do not provide the
opportunity for a party to obtain a more-than-trivial imcremental benefit from having multiple
involvements with the entity.

We were pleased to leam that the Board has decided to host an education session with industry
representatives scheduled for October 17, 2005, and we look forward to hearing further dialog
concerning the Board’s proposals 1n that forum. _

We urge the Board to consider these comments in finahzing the proposed amendment. If you have
any questions on any of the comments contained in this letter, please contact me at (302) 432-1103 or
Randy Black, Chief Accounting Officer, MBNA America Bank, N.A. at (302) 453-6766.

Sipcerely,

Kenneth A. Vecchione
Chief Financial Officer
MBNA Corporation



