














-4 APPENDIX
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that the L ansferor confingcs 10 conivol 2 portion of the cash Hows ,";‘ﬁm the orignal fAnancial
seseis. in that case, with rospect io the portion of tha cash flows over which the {ransferor Lias
cffectively ﬁamthr‘.&c conircl, we do not belicve that the ..F_'."‘",J: ;}"(EC“*:‘: '1 :eon compieted

that the cost basis of these controlied cash fiows cshould be restaied (o farr ’*"']‘*_1":':.; resulfing in
r_r-.:v::-'_f-_;_mt cn of 2 gain or loss on the instrament the Exposurs ,lfﬁ reiers to a5 the transferor’s
:}r-ri.f::::z-i inlerest.
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LIUE, WE gr:;,f: with the views of the dissenting Beard member that are expressed in
;}araﬁ*f,-' 54 of the Exposure Draft. In particuiar, we Jlrﬁ.:r.: the concem of this Beard member

heileves that the DIGTOST = remeasurement of reigined benoiicial inferests af fair value
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'11: duces discreticnary tmng of guins and 105505 on enfire assets for nonsubstantive economic
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-...;iangaz.; {such as the use of a qualifving 5PE {o seli 2 small disproporiionate idorest 1n the cash

flows of an asset, v-'h'*"- would frigger reco _:*: f1ion of the cam or a’;:: on the whois assei, even
4-1 - e -

though the transferor retaing control over m f ’fha, cash fiows ¢ asset).” Such
discretionary timing of gaius and Josses o f': G863 YRiSEs 83 E::;:*can: SEPCTYISCTY CONCEINS

anoul carnings and Lﬁmﬁ-.ai management aud the 1o a]'i""_".' :m of the fransacilon. In essence,
ailowing the fransforer’s beneficial inferest fo bz micasurad iniislly af fair value encourages the
.;;"ea of s_rm:.aaciie,!- structuring ihal the Securiiies and Exchange CUomimission suggesied should
eirninated in 1is “Eeport and Recomnendaiions Pursuant to Section 4G1{c} csf the Sarbanes-
ey Act of 2002 on Arrangements with Off-Balance Sheet Implhicaiions, ‘-_rafa_z.h Purnose
Fniitizeg, and Transparency of Filings by Issuers” Thercfore, we nrge the Beard ic climinaie the
oreposcd requirement for inifial fair value messurement of a fanstercer’e beneficial inlerest,

Exposure Drafi, Proposed nznt of Pm.ﬁ.f“fi Accounting Standards,

Accounting 1 f:r':‘f'“-’{f;’?_l of Fiaanciai Assets,
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an amendment of FASE Si&*ﬂ,‘.}.&"‘i Mg, 149
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inifa! Measurement of Servicineg Asseis

The Board has }}l"*-:}"i“}EEJ to amend paragraphs 10 and 11 of F&‘é 140 to also reguire that
tranzferors recozuize and mtially measu '?. -':‘:ﬁ’;ﬂﬂg assels af fair value in all fransfers of
ﬁ"lﬂ"t]zi assets ‘i.}laﬁ mt:cF the conditions {o be accounted taz- 25 & § ]a.. Under FAS 140 at
nresent, simitlar to the treatment of a imr.sr eror’s beneficial interesis, these servicing assets are
nui measursd at their allocated previcus Lzrrymg amnount based on relative fair values.
Paragraph 61 of FAS 149 siates thai “{siervicing 15 inherent in 2li financial assets; it becomes a
d:,.:ﬂ:.::‘ asset or liability only when contraciually Sﬁ})&!‘a‘-‘{i from the underlying éssets by sale or
securitization of the assets with servicing retained or separeis purchase or assumpiion of the
servicing.” Because of the inherent natore of cr'u;{:mb, and congistent with the views 2xpressed
AHoVE COnceming ]‘ﬂ transioror’s beneficial interest, we 6o nct believe that, in 3 bs&:ﬂ:@ the
a:::;*-:b Hows reprﬁ enicd by the contraciually spec aat.ad servicing fees when servicing is retained by
the transferor 1 an asset sale or sebz_raua.,;_am_ agether with the other benefiis of servicing that
airsady Eee]ﬂnged tf} the fransferor prior 1o the sale or securnitization, represcnt a new assel. In
addifion, consistent with the preceding comments, we have similar supervisery concerns abeut
earnings and capiial management and the fransparency of the fransaction. Accordingly, we
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5. APPENDIX
reconuncnd that the fransferor’s inifial measwienent of seivicing assets re T,'T-IT] lin asaleor

securiiization should centinue (0 bf,‘ dctermined on an ailocated carryever basis and shouid not be
changed to fair value.

Classes of Sarviciag Assels and Lisbiiities
The FASE has propos sed to amend paragra ph 3 of EAS 148 to permit, for each ciass of

s*par ately recognized serviging assets and dabiisi: &s a11 eniity o choose 10 apply onc of two
subsequent messureraent methods, either Hhe mnoriizaticn mothed or the fair value measurement
mf.:-.hﬁd. An entity would be rr’q=1*red apply ,h‘* mée sithscgusnt mecasurement method to each
servicing assei or izaﬁ*i;ty in & ciass. The s::é ass of servicing asseis and liabilities must be
det._;.rl r. d baszd o the maser asset type being serviced. “Major asset type” is described in the

sting FAS 149 di: -cl'_r"w rﬁ"].rra:r,e:rf T par dﬁ?pu 17 that apply fo sccuritized financial
<seis as, for example, “nicrigage loans, cradii card recgivablos, and automobile oans.”

While these major asset types may be appropnate for disclosure purposes, requiring their use for
purposes of identi{ying classes of servicing asseis and Habilities to which a subseguent
ineasureinent method 1s o be applied 1s problematic, particularly for morigage loans, A wide
v;riﬁty of loans with differing risk charactoristics falls within the broad category of ® ﬁmﬂgagﬂ
icans.” For exampls, morigage loans can be closed-end or open-cnd {e.g., home 2quuty hnes of
credit) and can be secured by ditferent types of properiy (e.g., singic r_am;i_;; residences,
multifamily residentizl property, and commerc: iz} real cstate}. Pr?p&}-‘ﬂ}:’-rt risk and defauif rates
also differ across morigage icans {2.g., 3G-year fixed-rate amortizing morizages and option
adp Jsmblc—ratﬁ- mortgages). Alt hongh morizage servicing righis are mmmﬁni}f Efranf;i'%-:—n‘ed, Hele
depth ané hiquidity of the market for different "_,t_bcizf.ssas"" of morigage loans can vary
significantly. In addition, the oxtent of market miomation and the corresponding reliability of
market assumptions and valuations can vary greatly by ubcl sses of morigage serviciag asseis
and liabilities,

As z conscguence, we understand that servicers cfien ﬂmp?‘-ev different ﬂi?at'#gias for matigating
the risks mherent in Gifferent subcissses of mort gdgrs servicing asseis and habilities. Some
servicers may choose to ecenomicaily hedge only certain subclasses of morigage servicing and
not others. Thas, the pmpase& reguirement that an enitly apply & single subsequent measurement
method for its entire class of morigage servicing assets and liabilitics may add o income
statement volatility for certain subciasses of servicing while feﬁu::mg it for other subclasses.
This may als0 be tme for th-': servicing Of other “mgjor assei ivpes.” We therelore recommend
that the FASB revise iis servicing rights 9ff1pcs”a§ ¢ permit the cholce of subsequent
mecasuremsant mathod 6 be made for each mb::a:.:‘ rather than ciass, of separately recognized
servicing asseis and Habilities. In LE?EH,}_ ay guidence on subclasses, it may be useful to look to
the exisling npairment reguirements in FAS 130, which will be refained for the amortization
method, Under these requirements, an enfily must stratify servicing based on one or more of the
predominant risk characteristics of the underlyving financial assets.



