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National City Corporation appreciates the opportunity to comment on the FASB’s exposure draft
on Accounting for the Servicing of Financial Assets. National City is one of the nafion’s largest
loan servicers with over §175 billion of icans serviced for others and servicing assets of
approximately 51.8 billion as of August 31, 2005, We wholcheartedly support the FASB's
proposed changes in accouniing for servicing assets o allow fair value as the measurement
methed for servicing assets.

Measunng servicing assets at fair value is the most relevant measurement aitribute, consistent
with how we manags these aszets. CON 6 defines assets as probable future econemic bensfits
cbiained or coniroiled by a particular entity as a result of past fransactions or events, In this
instance, fair value i3 the best available measure of prebable future ecenomic benefits, Fair
value can be obiectively determined by either market data, as serviciag assets can be bought and
soid, or by assessing the discounted cash flows associated with servicing activities.

Measuring certain classes of servicing righis at fair vaiue would greatly simplify the accounting
for servicing assets hedged with derivatives, Natioanal City protects the economic value of iis
conforming residential mortgage ican servicing assets by entenng into derivative msfruments
that are expected to increase in value as the vaiue of the related servicing assets fails, and vice
versa. The effectiveness tests that must be perfored on these designated hedging relationships
to achieve special hedge accounting under SFAS 133 ars extremely complex and onercus, with s
wide diversify of practice among mortgage bankers, based on diffening interpretstions of the
guidance. We engaged stafisticians io assist us in cur development of our methodology to assess
effectiveness. We parform our affectiveness tests on a weekly basis consistent with the hedge
designation periocd. This exercise Is very imne-consuming due tc the size of our portfolic and
complexity of the computations. The proposed accounting will allew us to eliminate these tests,
and aliow us to simply report the economic resuits; i.¢,, the total change in vaiue of both the
hedge and the hedped item.

Under existing GAAP, when an effectiveness test fails, the associated groap of servicing asseis

rmust be recorded at lower of cost or fair vaive while the associated derivative is always recorded
at fair vaiue. This dichotomy in the valuation of the derivative and the hadged item can give rise
to imnecessary volatility in reported sarnings noi associated with any economic or market events.
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