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Exposure Draft on Consolidation of Certain Special-Purpiose Entities, o
Proposed Interpretation of ARB No. 51

Dear Ms, Bielstein:

Fidelity Management & Research Company (“FMR™) thanks the Financial Accounting,
Standards Board for this opportunity 1o comument upon the above-referenced Exposare
Draft. FMR and its affiliates {"The Fixed Income Division of Fidelity Investments™)
currently have approximately $330 billion of fixed income assets under management,
with substantial holdings in assel-backed sceuritics, includinig asset-backed commercial
paper (“ABCP™). In its taxable peneral-purpoise maney market funds {currently 132
hiltion in assets), the exposure to ABCP has, over the last sevoral yoars, ranged from 3%
to 8% of afl ABCP outstanding in the marketplace. As one of the leading managers of
mutual funds and other fiduciary accounts, FMR is @ major “consumer” of financial
statement infarmation aod has & vested interest in the quality and transparency of that
information.

We are concerned that adoption of the various provisions of the Exposure Draft could
inadveriently complicate the financial statements of operating entities that ane subject to
it, thereby reducing the level of comparability across such operating entitics.
Additionally, the ABCP market has provided a variety of very highly rated, high-guality
securities that-have met the investment needs of our money market funds, We are
concemed that the rules set forih in the Exposure Draft may significanily decrease the
supply o ABUP, if consalidation ultimately rediices the econamic viability of ABCP
programs sponsered by domestic commereial banks. We therefore hope that the FASE
would carcfully asscss the potentially harmful market impacts of the rules it ultimately
adopts, while: pursuing the overall objective of improved disclosyre by the sperating
entities that sponsor ABCP programs.



While we ane major vsers of Timancial statement information, we sre not experts in the
technical sspects of accounting principles. Rather than suggesting specific modifications
o the Exposure Draft, we will confing our remarks to maore general concerns: shout the
impact on imvestment menagers who rely vpon the ¢larity, unifermity, and completeness
of financial statements when analyzing eperating entities (including the sponsors of
ABCP programs) and the potential negalive market impict of the Exposure Draft us
currently writlen. We hope that our views prove useful in assessing the specific
sugypestions of other commentators.

We understand and support the Exposure Draft’'s overall goal of improved disclosure. In
fact, for over ton years, FMR has actively advocated that the Secuntiss Exchange
Commission (the *Commission™) adopt a comprelensive disclosure regime tor all
publicly issued ssset-backed securities, and has worked with others an thetindustry 1o
provide the Commission staff with specific suggestions as to how to construct such a
regime. However, our interest in improved disclosire notwithstanding, we trust that the
FASB would deliberate carefully before finalizing the various provisiens of the Exposune
Drafi. Of special note, we urge the FASB 1o consider the Congressional and Camnnission
initiatives pertaining to disclosure, such thar the FASB's final guidance complements
these initiatives, and does not conflict with them. -Forexample, the Commission’s
proposed amendments ta Form 8-K may adklress muny of the FASR s concerns reganbing
agsel-backed securities related disclosure.

Impact on Findneigl Staerments of Operating Entities Sponsoring ABCP Progtams. As
we understand the provisions of the Exposuse Draft, an operating entity that has a
controfling financial interest in a speeial-purpose eatity (*SPE"} would be required to
consolidate the assets, liabilities, and results of operation of the SPE o the financial
stitements of the operating entity. Through an elaborate series of complicated tests; the
Exposure Draft explains how to identify an SPE which requires consolidation, but which
is not subject 1o the traditional voting control 1est. T sumenary, an operating enlity would
be required to consolidate an SPE if it provides significant financial support to the SPE,
which may avige from financial instrments, service contracts, nonvotitig ownership
interests, or otherarrangements. 1 the aperiling éntity holds (1) a majority of the
variahie interests in the SPE, or (2) variable interests that are {a) 4 stgnificant portion of
the tots] variable interests, and {bh significantly more thar any other parly’s variable
interests, that operating entity would be deemed a primary beneficiary of the SPE,
riggering mandalory consolidation, The Exposus: Diaft would also require the pimary
beneficiary o disclose additional information about the assets, liabilities, and activities of
the consolidated SPE, Other operating entities that provide significant admimistrative
services to an SPE, but which are nol the primary beneficiaries of the SPE. would have
tower disclosure requirements.

While the deliberations surrounding the Bxposure Draft highlight the existing problems
pertaining 10 SPE disclosure, we believe that, It adopted in its current form, the Exposuce
Drafl rouy have precisely the opposite of s intended effect — that is, 1t may fesult in less,
rather than more, transparency. Specifically, our paramount concern regarding SPE



disclosure is that the level of comparabitity across the various operating cntitics that
sponsor ABCP programs may not be maintained. Without these meaningful
comparisons, one's ability to assess creditworthiness could be compromised.” To'its
current form, the Bxposure Dreaft would make such levels of comparabifity moce difficult
(o attain than is necessary. As noted in Paragraph 24 of the Exposure Draft:

“24. In addition to any disclosures that may be required by other standards, a
primary beneficiary of an SPE shalt disclose, either in the notes to the finunciul
statemeiits or on the face of the statement of financial position, the carrying
amount and classification of assets of & consolidated SPE thal are collineral {or
the SPE's obligations. I the creditors (or beneficial interest holders) of a
consolidated SPE have no recourse (o the general credit of the primary
beneficiary, that Jack of recourse shalf be disclosed cither in the notes to the
financial statements or on hé face of the statement of financial position,”

The discretion afforded the sponsors of ABCP programs 1o disclose certain types of
information “either in the notes o the financial statcments or on the face of the statement
of financial position” may lead fo disparate disclosure practices, unnecessarily
complicating the analytical process. Accordingly, we urge the FASB 10 provide
additional guidance on this matter. One alternative that may be suitable is the universal
adoption of “Matchced Presentation™, as promulgated in Appendix € of the American
Securitization Foram's comment letter to the FASB regarding the Bxposire Draft.
Beyond prometing comparability, an additional benefit of the “Matched Presentation”
approach (as. mentioned in the Americsn Sceuriization Forum’s comment lenter) is that
its-adoption should not affect the regulatory capital requirements of the operwing eotitics
sponsoring ABCP conduits. We note in the fellowing section of this fetter that- we have
stgnificant voncems regyrding the potentially adverse impact of the Exposure Dralt on
the ABCP marketplace. To the extent that adoption of the “Matched Presentation”
approach mainting current regufatory capital requirements, our concems regarding the
adverse market implications of the Exposure Draft would be largely negated.

As noted gbove, our paramount concerh regarding SPE disclosure is that the level of
comparability across the various operating entitiés that sponsor ABCP programs may not
be muintained. We urge the FASB to provide additional guidance regarding Paragraph
24-of the Exposure Draft. with the objective of promoting ready comparability.

" Undar Rute 2a-7 of this Investment Coumpany’ Aet of 1940 (the 21940 Acr™) the managers of money

mmarket routual fumsds aee prectuded from retying upon che credit ratings assigned by the éredis g

agensies whet ceviewing a secunty”s suitshality for investment, Rasher, o money market fund manager

st make anomdependent detesmination of “minimal ceedit aisk” prior b approving asecurity for
urchase, . )

 FRIR 3 nt 3 nemsber of the American Seeritization Borum, The comment fetier (dated Augusi 22,

200507 15 wvailable at wwweanedeansecuritization.com.



Impagt oo the ABCP Markeiplace.. Money market motual funds are designest to maintain
a constant $1.00 net asset value per share, As manager of such funds, the Fixed Income
Division of Fidelity Investments is obligated to follow the asset diversification, credit
quality, and maturity restrictions of Rule 2a-7 of the 1940 Act: Additionally, under the
1990 Act, money market mustual funds must observe certain indistey concentration
restrictions that are designed to further reduce portfolio risk.  Assembling uud
wiaintaining a diversified portfolic of eligible securities that meet all quantitative
regulatory requirermnents and which sepresent “minimal credit visk™ can be very
challenging, particularly in today’s uncertain cconomic climate: If an asset class having
spproprisely high credil quality and shoit duration i withdrawis from the money markets
or is significantly reduced in size, it beeomes more difficall for monei markat funds to
stay fully invesied and prudently diversified. Additionally, if one asset ¢lass becomes
relutively less available, fund managers must invest-more heavily in other assel classes,
and may be compelled to make sub-optimal credit choices because of the reduced supply
of cligible investments. Moncover, because ABCP is un important component of the
universe of eligible money market fand investments, it influences the forces of supply
and demund that determine the yislds of oher eligible securities. To the extent that
aduption of the Exposure Draft provisions reducces the supply of ABCP, we would cxpect
that the investment returns of money market funds would be adversely affected.

Accordingly, we aré concerned about the potential effects of the Exposture Draft on the
future supply of ABCP, It appears a8 if o sigmificant percentage of the current ABCP
programs may run afoul of the "two-sit-ofsthrec” test” contained in Paragraph 23 of the
Exposure Drall, and wousld thersfore require their sponsors to congalidate those
programs. Most significantly, if consolidation feads to increased regulatory capital
requirements for the domestic commercial banks that sponsor ABCP programs, the
economic viability of those programs may decline, If the economic viability of an ABCP
program is diminished, its sponsor may choose to eliminate it, with the assets formerly
funded by the program migrating (0 other, more economically viable alternatives. Not all
such alternatives may be eligible for purchase by money market funds.

Although we cannot predict with certainty how the ABCP market would adupt to the
implermentation of the Bxposure Dvaft provisions in their cument Torm, we have read and
heard about the potential adverse effects on the marketplace and on the sponsors of
ABCP programs.  As noted above, consolidation may reduce the economic viability of
ABCP programs sponsorcd by domestie commersial banks, if consolidation Teads 1o
incteased regidatory capital mquirements. Additionally, some of the operating entities
that sell receivables o the ABCP conduits (and which are not affiliated with the sponseris
of the conduits) may find their consolidation of the SPEs used in these individual

* Anenticy that is involed with an SPE will be considered to have providad “stenilicant financial Suppos’”
through a variable interest {und theeefne be idered o “primary beneficiury™y if at leust b of the
toltowing theee conditions are.mets (11 the ontity minages the SPE's assety on-a discretionary bisis; (2) the
entity provides @ guarsntee, back-up lending support. o some sther form el Beidity or credit suppart K
the SPLor (31 the entity receives 3 foe Trom the SPE that i pot market taved,




transactions to be problematic, Either of these effects may wltimately redisce the supply
of ABCP avaifablé for purchase by money market funds.

Given (1) the importance of ABCP te money market Tunds, and {2) the potential
reduclion in supply if conselidation Jeads 1o inCreased regilatory capital tequirements for
the domestic commercial banks that sponser ABCP programs, we urge that, priorio
foreaulating its final guidelines, the FASB give due consideration to the potentis)
problems fir ABCP supply presemed by the Exposure Deafl. As noted on page 3 of this
letter, one benefit of the “Matched Presentation” ipproach promulgated in the American
Secyritization Foruny's comment letter is that its adoption should not affect the reaulatory
capital requirements of the apérating entities sponsoring ABCP conduits. - Accordingly,
universal adoption of the "Matched Presentation” approach may be a warkable solution
to this potential problem.

Recent Developments Affecting SPE-relured Disclosure, Congress and the Commission
have taken some initial steps toward improving operating entity disclosure. The
rulemaking process.envisioned by the Sarbaries-Oxley Act af 2002 (“Sarbanes-Oxley™)
has not yet begun. Howcver, Sarbanes-Oxley mandates Commission Tulemaking with
respect 1o atl material off-balance sheet transactions, among many other migjor
modifications (o current operating entity disclosure. Independently, on June 17, 2002, the
Commission proposed a $eries of amendments to the rules and formis governing periodic
reporting by operating entities thal are required 10 report undes the federal securities laws.
As praposed, Form 8-K would be amended to add cleven new events that would compel &
filmg with the Commission, Included.in the events are the requirements that an operaling
entity disclose {1).the creation of a direct or indirect contingent financial obligation that is
material 16 the operating entity, aad (2) the oscurvence of events triggering 4 direct or
contingent financial obligation that is material o the operating entity, incloding any
defaultor acceleration of an obligation. We believe that these amendments would
directly address the conegras abowt transparency that underpin the Exposure Draft, Given
that the fabsic of the disclosure regimes applicable to off-balance shieet transaciions and
tor contingent lisbilities is undergoing rapid and dramatic change; we wanld be concerned
if the FASB wese to take action o the Exposure Draft before all of these related
regulatory iniliatives are finalized. Accordingly, we urge the FASE to carefulty consider

* “The decling in cutstanding ABCP, fnm $743.3 billion i year-cnd 2001 10 57009 bilbomn on July 31,2002
{-6.0%), may be partially anributable to e uncertainly in the marketpliave creied by thie consolidation
project. A review of Federl Reserve Board dots beginning n 1993 indicates thid o sraly one uther your
(1993; -3.15) did vutstanding ABCP decling duriog Lhe Rsowary ~ July period, Conceivibly, sume of the
reduction in outstanding ABCP could reflect décelerdting econumic activity, or Lhe preference that some
asser seeuritizers may huve for obsaining fong-term Tunding in the current fow-interest T envirohment,
Even s, anecdotat pemarks support the sontention that ancerlainty regarding the sonsolidation project has
weighed upon the ABUP murket. atfecting the behuvior of doth progrem sponsors und the operating entities
that sell seceivables to the programs,

Additionally, we ure concerned that f domestic commmrcial banks withdrew friom the market as ABCP
spensors, ather ABCP spensors that are not subject 10,1748 94 ar which do nit care-about its application
may seek 1o take the place of the domestic commercial banks,. We wuuld anticipite thut more foreign
banks wod more nun-baok “boutigues™ would Aempt 1 eapand their sotivities s ABCE sponisors, which
may mat b positive developsient For highly rskgverse emvestars, such a5 money market funds;




the impact of impending Commission action affecting SPEs and off-balance sheet
finanding prior 10 Gnalicing the various provisions of the Expostsre Draft,

Fidelity’s Continnin

For over ten years, the Fixed Income Division of Fideliny Invcatm&.ms hixs been a m-..al
advocate for improved disclosure for asset-bucked seeurities.® In response 1o the
pmpusal of Rule 34-7 by the Commission in June 1992, FMR, the Investment Company
Institute® and others wrote comment ketters abjecting to the inndeyuate controls-on asset-
bucked securities contained in the proposed rule. In July 1996, the [nvestment Company
Institute and FMR met with the staff of the Commission t express our growing concermn
about the lack of a primary and secondary disclosure regime for asset-backed securities.
In September 1996, » Task Foree on Disclosures for As&chm:kcd Securites formed by
the Association for Investment Management and Research (the “AIMR Task Foroe™y
furnished the staff of the Division of Corporation Finance with an extenstve set of
detailed recommendations for both primary and secondary market disclosure, incloding
fingneaal disclosure for asset-backed SPEs, FMR played an active tole in developin & and
presenting the Investment Comipany Institute and AIME position statements.

On October 29; 1996, in response to » Commission imitiative, the Tovestment Company
Institute provided the Division of Corporation Finance with detailed recommendations
for primary and sceondary marked distlosore related (o asset-backed securities. FMR
played an active tole in preparing the vestment Company Instititte's submission and
met with the Comimission staff on several oceasions, In December 1997, the Director of
the Division of Corporation Finance announced that the Commission was creating a
special Office o review Tilings and write rules for the assel-backed securities market. The

¥ tn May 1992, the staff of the Division of Investment Management relessed this results of 08 bwo-year fong
study of the 1930 Act, Promecdng Investors: & Half Comtary-of f Company Regilation (the 1941
Act Study™) which laid the foundation for sdoption of Rule 3a-7 under the 1940 &t and the amerdimient of
the shelf registration rales to permit asset-backed sceurities 1o come th market without the customary
protections of the Securities Aet of 1933: The staff met frequently with representatives of $ie investment
company comeinity, including FMR’S investmeat professionals, to gather informal inpur concerning
virious topies tat savebd phimarely be ireleded in the firal 1940 Sct Stady. Attt time, PMR
highlighied some of the ditficulties that it had encoumseeed with asser-hacked securitios diselsisre. The
shelf regisiration amendments were adapted in Octobir 1992, and Rule 3a-7 was adapted in November
1992, When the Comnission adopted Rule 3.7, it als colled for a stisly of the secwsitizatinn murkerplace
withis one year. NO stutly wies ever eondieted.
¥ The Investent {'*ompanv Institute is the nasionad associationof the investment company industry: Tis
iembership cureently includes 8,900 open-end investment companies {“motuat fusids™ and 504 closed-end
foads, Tts mutual fand members correnily have zssets of shaur $6.615 trillion, adaium ing for
Approxnmtely 25 peacent of wmal industry sssers, and over 88,6 reiTion individual shaseholders.

T AIMR 35 3 globil not-for profit membership orgamuzation comprised of investment smbysis, portioko
T and atber inv levision-makers employed by iovestrent memagenient frms, bk,
broker-desters, i w6 plexes, and insurance companizs.  AIMIS mission is 16 serve
invesiens theough irg n:gmbcr;.}up hy prowading ginhat feadership o edicanon oo ivestment knowledgy,
susadining high stadards of profession] comduct, and administering the Charrered Finariial Aval 51
dezignation progeam. The AIMR Task Force was chaited by Alan chbcm:k & s gnafyst with the
Fixed Income Division of Fidelity Trvestments, and inctaded ATMR raembers cmployed by Bank of
Boston, Bankers Trust Company, Allstate Life Inswrance Company, and Mursal of Omaha Companies. As
with all AIMR positinn pagers, the views sxpressed were thase of the AIMR Task Faree merahess and st
of their employers.




new office became operational in March 1998, FMR and other industry participants met
informally with representatives of the staff assigned to the new unit'in 1998 and 1999,
No formal rulemaking or other action conceming asset-backed securitics disclosure wag
cver instituted, We would hope that recent interest in securitization discloscre would
result in a renewed focus on the need 1o develop a primary and secondary market
disclasure regime for asset-backed securities.

Conglusion, While PMR supports the Exposure Diraft's overall goals of improved
disclosure, we are concerned that jts adoption coulid inadvertently complicate the
financial statements of operating entitics, thereby reducing the level of comparabitity.
Additionally, the rules set forth in the Exposure Draft may sianificantly decrease the
supply of ABCP, by reducing the cconomic viability of ABCP programs sponsored by
domestic commercial banks. Finally, we are conceried that, unless thers is duc
cansideration given ta'the regulatory initistives mandated by Sarbunes-Oxley. future
accounting standards could be inconsistent with disclosure rules that the Compiission will
adopt during the next several months. As such, we urge the FASE tor carefully consider
ways of avoiding these potential adverse results.  Specifically, it may be advisable o
defer finalization of the Expasure Draft provisions until the Commission jssues the
disclosure rules mimdated by Sarbanes-Oxley.

We hope that you find the information contained in this letter usefis, I you would tike
further information, please do not hesitate to contact me 2t 603-791-7796 or Cynthia
Strauss; Director of Money Market Research at 603-791-7746,

V% teuly you 2 ; E
David I, Murphy /

¢ Alan L Beller; Director
Division'of Corporation Finance
United States Securities and Exchange Commission



