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National City Corporation appreciates the opportunity to comment on the FASB's exposure draft 
on Accounting for the Servicing ofFina'lciai Assets. N ationa! City is one of the nation's largest 
loan servicers v,ith over $ t 75 billion oflo2.J-~ serviced for others and servicing assets of 
approxilr.ateiy $1.8 biilion as of August 31, 2005. We v.nolehea.rtedly SLippert the FASB's 
proposed changes in accounting for sen-icing assets to allow fair value as the measurement 
metllOd for servicing assets. 

Measuring servicing assets at fair value is t.he most relevant measurement attribute, consistent 
\villi how we manage these assets. COl~ 6 defilles a..'iSets as probable f.lture economic benefits 
obtained or controlled by a pa:.-ticuiar entity as a result of past transactions or events. 1~ frJs 
in....~ce, faj-r'value is the best available mea5fu-e of probable future econonric benefits. Fair 
value can be objectively deteHllined by either market data. as servicing assets can be bought and 
soid, or by assessing tlle discoullted cash flows associated ",ith servicing activities. 

Ivleasuring certain classes of servicing rights at fair value would greatly simplify the accounting 
for servicing assets hedged "lith derivatives. National City protects the economic value of its 
confonning residential mortgage loan servicing assets by entering into derivative instnunents 
t,lJat are expe.:ted to increase in value as the value of the related servicing "-<sets falls, al1d vice 
versa. The effectiveness tests that must be pertbnned on u;'ese-designated hedging relationships 
to achieve special hedge accounting under SFAS 133 are ex1:remeiy ccOmplex and onerous, with a 
wide diversity of practice among mortgage banke, s, based on differing interpretations of the 
guidance. We engaged Statistici~1S to assist us in our development of our methodology to assess 
effectiveness. We p..-nOUl, our effectiveness tests on a weekly ba;;is consistent wim the hedge 
designation period. This exet'zise is velY time-consuming due to the size of our portfolio and 
complexity of the computations. The proposed accounting "till allow us to eliminate these tests, 
and allow us to simply report me economic results; Le., the total change in value of both the 
),·edge and the hedged item. 

Under existing GAM, when an effectiveness test fails, the associated group of servicing assets 
must be recorded at lower of cost or fair vaiue while the associate-d derivative is always recorded 
at fuir value. This dichotomy in the valuation of the derivative and the hedge-4 item can give rise 
to unnecessary volatilir.r in reported earnings nOi associated with any economic or market events. 
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method by asset diiS:i . \V~ ~ntend to elect the 3..rnijffizea c.o~t h:1.~is e=f v?Jwng our 5-'!rvic.ing assefs 
, .. . . .. . ' ' . _. ' h'b' US:W:i::latea Wii n cornrnerCH,!i real e5tate i{:3.:'1s. As c[:m..:.-nerCl~h re.::u e~~te i(::fITiS do not eX! 1 1t 

sig.nifkw.l pn:..'Pa)'Tnents~ t'1e urnurtiZbG cost 0fthes-:; loans dQ~..eiy appn)x.irnates (h.e-ir fair value. 
\Ve do Dot hedge these ser'iicing rights as they do flot experience volatility in fair value. 
• d" db" • . ," .,. .. , . /"\ccor mg1y, we 0 not e:l !GVe tnat the tall vatue m;::th.co{i provHles 
readers of the fmandai statements for 1i~is particular asset class. 

We would ask the FASB tn include in the iL'1ai statement more guidance 0 .0. how to define a 
major as~t cla;:;:s being serviced. For inst.:mce, could a noncon:forming residentiaJ mortgage ]oan 
be deemed a separate asset class from a conforming residential mortgage loan? Likeviise~ \vould 
residential mortgages be considered a separate asset class from coITunercial mortgages? 

We appreciate the FASB addressing this issue which is of utmost importance to National Cit'j 
and our peers in the mortgage banking industry. We would encourage the FASB to finalize this 
standard as soon as pssibJe so that it Gil) be implemented effective January 1,2006, 

Officer 


