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3 APPENDIX 

loan. Because the SBA imposes this premium refimd obligation on the transferor, we believe 
that it should be cxclthied. frotn the scope of the Hno �r�C�C�(�)�l�l�r�3�e�~� characteristic in paragraph 8.A(c) 
and that its existing 2C'.c.cHtntjng treatInent under [./\5140 should be retained, 

As a practical matter, i f the guaranteGd and unguaranteed portions of a U.S. Govemment
guaranteed loan such as an SBA loan fail to qualify as participating interests, the lender would be 
required to transfer the entire loan to a QSPR to a"hieve sale accounting. Th QSP£ would then 
issue· separate beneficial interests in the gl1arant6e.j and unguaranteed portions of the loan.. 
Rased on the feedback "\i./C havt: re.ceived. it \¥ouid not be cost e.fiectjve tor stnal1er institutions, 
"j 1 th· - - d 1 . • •. W.j)1C 1 Dlf1V iC · e only source lor U"0vernnlcrlt -i.:.UfLfli.ntce �~�o�a�:�n�s� ITl certmIl COnUUllrr..lUes. 
r' �~� -

stnlcture tran5fcrs of the. gu:-:.rantectl portions of sueh �l�Q�~�t�l�s� ti'1rc:ugh. C!SPEs. 

C' L d 1-. t· h' J" b'" .' t' ,. 'd' �~� .turtdennOff:, \Ve 0 not l::C leve· t at tnc \-""Ie i esta. ,nsilOO practlce: 0 nnrJ Ulg Govemmcnt-
3llarante.ed loans into their guaranteed rmd unguaranteed portions for purposes of transferring tho 
guaranteea portion t.o a.nother pal1.y shouid di:;;qnaii(v these transactions from sale aCi,.xamting. 
,\ ... - .. , 'tl . '., , . .... .. ...... . v:e ,:ttC not ;.l\vare ot aCC(Hmnng anuses tna Hlve anti-en Iil tne Hlarr:et Lor tne voverrlihcnl--
guaranteed Donions �;�:�)�f�j�o�a�n�~� that \,"ouldJ·ustifv a cil3Ilge in the �e�x�i �s�t�i�n�~�~� accounting treatnlent of '-'. _.... c .... 
these transfers under �f�A�~�S� 140. \·vhich takes the Government gUilrantGf: in to �~�{�:�c �o�u�n�t� in the 

. -
�"�f�h�~�r�r�"�~�0�r �:�·� \l-'e ;l':'fl' f> tl1"': k',. �,�.�' �\ �~�B� te· ............ ' .. ... �~� .". �'�-�f�.�~�_� .... __ 'J 

t .. ' , I • • • • I; .. I �~� -... ..... • " 'd • . c ann: rnar �~�v �.�n�e�n� a wan �p�·�~�r�i�.�! �a� IV �g�u�~�-�i�f�a�n�t�e�e�u� OV;} U.J. VOc,,:errunc.nt �a�g�·�~ �n�c�\�:�'�} �$� (U"VJ �~�u� lnto 
�~� . .. ., .. 

�~�l�.�!�.�a�n�t�n�t�e�.�c�d� and ungf"uaranteed portions. the �t�r�~�.�n�3 �f�e�r� of the f! uarantct:d I)ortion \vould be eligjbte '-, - ..... ..... 
for sale accounting �\�~�/�j �t�h�D�u�t� halling tu n:soli to the use of a OSPE .. \l:,:hicn '\vouid avoid a .. .... - ' 

!.} otenl!aEv signi ficant disruDtion to �t�h�.�~� r:.redit ? .. vl:l11ahiHtv �j�t�H�t�~�a�t�l�v�e�s� adrnirustered by l.t1e SBA • -' _ _ ..J • 

and other U.S. Govennn.::-nt 

Pardgraph ] 1 ofFfo .... '; 140, �~�s� it is prupoBed 
beneficia! interest" be initiall y nleasnred. at 
tn!sed on �r�e�!�a�r�i�v �~� fair values. In 
",-van-anted bcc.aus.;; the '-lh (\1· 1 .e 

�~�- , 
�~� �~� fl '.. . : ';'-'1,)C1I'l"" A : .'l""<:; .-: Jt" �.�'�:�;�~�~� �~� .. �t�'�l�·�'�~� n .... �~�\�n �·�~�i�: �.�:� �'�)�:�s�' �~�~� d the .' . tr":lnsreror h:lS _.-' .... : .,;:. .. , ,. "J........ ...::o.J ...... �~� ..... . . .. �,�l�'�~�'� ... �~� .... 

un , ·'onh'.)' ..... .. l' .. ' : 

.). , ..:0: • .- . t t;-o;>o , �~�"�;� -:- • "; , -. .-. Jf] 
�·�"�, �~� .. S"·. �~�\� en 1. '-..... (.a:::. .... 0,':::. come 

" ..,.. r. , 
'-l t ...... :. ... �~�_ �· �a�n� 

' r··' .. <j.:'.. .. r· ... ·· �~�:�.�t�~�~� ... • • .... .l. .·t·c.:>· .. �· �"�"�~� .l. ... ..... �~ �"� .... :... fetuln 15 :1. n:>n. • ,",.y 

" . �~� , ".- , l ' tJ . f . 1- ." " . , 1 ,.. d ;vIlO Ole �i�'�.�"�-�\�~�.�H �_�i� s ::.onC!Uf:lOn • -:at a lraDS �~�~ �r �o�r� s ,.-"E:nt:!JGtHl 111t'cn;st �s�n�0�l�~� .. \.1 be treate- as a ne ... v 
... ec:: ...... ih,'r""L.\,· i • ...: o':!O' ....... j·· ·,· .. �;�n�i �~�j�·�·�.�, �'� I"a;,- "all'" 1·),",0.:;::.',,'(-";(:"', :..., ......... :, �~� . . ... l; , �. �~� .• �_�~�"�"�,� . ,,- .. �"�~�"� . y • �~� __ ... �· �I�~�.�.�,�.� .... _ •.• _ .... - "': '.. '-

" "'J'" " �"�'�~ �J�·�t� '''J·tJ" , ... • . .!> .:-...... ., • 

tnmsad ion. 

il'· ' UI ,;-; """ �'�U�" �~� a ·'n-'u ... : .... n !. v ' . . �'�!�~� ,,. .. �~� • ..... !I �t�:�-�'�-�'�~� ' .... ! �,�,�! �'�-�'�~� 

�t �;�l�~� tr·-::J·l"D'lI:-,.:.!·· .. ,/ �~� ....... '-'.! �~ �.� '.:I. 'V _ .... . • • 

is no')t 

Although the transferor nUI :::t s:.Inender controj over the ent.ire �t�r�a�n �~ �f�e�r�r�e�d� tndividua1 finill"'1cial 
�~� 

. - ... . 
�~�;�a �t�l�s �.�:�y� tne �·�-�O �· �·�;�,�'�J�'�~�O�·�l�<�:� :1-.7'" �:�;�:�: �.�~�J�~� '"' .... �~�1� • , . . ......... _ '" 

"'a··,,-t:'I··--.r- n'l'S' do. -'''''n ... ' .. ... �.�.�,�~� �~� . ... ,,,,. ," : • �~� �~� .. ·4 I"" , 1 • : . -. "J' '" ro-t ,·a.' .. . ( .. .. , .. ), .. '1 .' •• , .• _. ' ._' �C�~� .. • _ ... . �-�~ �. �,� _, _ _ • _u. -
," " , �~�c� ........... zor""> ·r · ,-" 
�t�.�' �~� . �~ �~� �'�H�!�~�I�"�' �l�~� ... ..: 

• • 
'-QO_ 'c -.. �~�·�'�·�,�"�D�l�·�I �· �·� �~� . . '. . . , ' . .. . ' ..... .. 
_ .. - . . �.�-�~�- �~�j� - .'. 

the steps tn(! tranf.fe.rGY 
, 
11a: • "' r:o. .... �,�~� ............ �~� 

":h', ·L. .... ,. ,10 
"

1 ')"'I · l":.rU" o!!l' . . ,... " .... ' - . . 
j inanCtai asset "1- .... ·-. .. �~ �t�-.... �a �~�.�:�:�.� ... · ;:. .,' ! ! 

�.�:�;�. �, �,�.�.�.�~�~� 
• .. ".!> ..... 

• 
�r�e�~�"�u�l�:�r�e�c� '.' , . ' 

" . �~�. �" �~�'�~� c ... �,�~� '-c' t· . •. , ....... '.' . . .. .,.. - . ' - .' 

�, �~� . ; 
"1'''n'-'3' .!, . ,c! '-'.' �~� 

, .. 1 ;":.r . • :;:: t-J-or 
,.. 0.( ........... 
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that the transferor continues to control ~ p:)rtloI1 ofti.lf.: cash £lov.'s frora the ori::rinai financial . ' .. 
.. r.,,~~,.., -~..., ~I" " ~ c"'e -o1':.;-h r":-'p --": •... t'l~ tJ..--,-r",·~, ... -.-.: ..-·fth ;:. .... ~\.:~ fl( ... ·~:<: ..-.,\: "~ ~~ :I 'J' -h "h~ j .. r.'r> .. :-:'pr· ... l· 1"0 q~~..",:.;:). Ul (, :\:1. , ... ~ " Ii'::":'.!. ..... .:; ' ''''-..:, t.1... ' 1"_ ~ ....,:.~.!. .... :.. _ _ .' ~J'.' .... . ,~·lJ ~ .\.". ~"""'~ n . ..... . _ 1 ..... · .;~~;;:-,J""., ...... :""":. 

cffcctiveiy Inaintained contrct \Ve do not udieve that the; ea.rnings proce:s~ has been completed 
, . , \..... .. "".- h' 1 • . ·1 t ,. . I I " nor tnar tne cost l~a.:;iS 01 tIlCSe com.roi:eG ca.:=.ll ri0\.I,.'S S. :JUit.. t:c resta:::.!u 0 l?:Ji -;~'3 Ue., reSH rIng m 

, . . .... ,' . ! 'E -.,e>" .,. r' lnc n ... ':.:':Oj2f'..ltlon (jt a. gam Dr 105S on tne lJ:.saUD.:enr t 1e ' ):PO;:;UH~ u'laH rclers to as tne trallsJeror' s 
~.. . 

Thus, \ve agree with the vIC\vs oftne diss0:nting Board men:ber that are cxpresst:d in 
• A ''< f"~ D nT" b' f ,. r- • b DaragraDn _ ... .).., 0 , tne ~~XDOSl!re lr:tH. !.H i)BltlC,uiar. we s .!?..re Ihc concenl o~ t[11S DonI<1 melT. er . '-~ . - ' 

• ". - ; ~ - •• .I' '1.. .-~" ', .~ • I 
~vnD bell eves tha1 toe Dr{ini)S~~(! ren iea."iurenH:nt 01 relameG. IJenellClai Interests at falr VRlue . , 
~ ~introdllC(:S discretionary ti lning of gainR ~nd losses on ontire asset..; for nonsubst.~ntive economic 

, • I '" r l'f ' ~ - r- 1] '1 ,. (. , " h ciH:mges \SU\.:.il as hie usc O~ it qua.L)'1ng ~P.c to Se. a Snu )l 01spIopor liJw1t~ interest 10 tne cas 
tlo1.vs Df an a~5ct. \vhich 1.VOu]U trig£er n:cognition of the f::z,in Oi" lOSS on the 'Nhnie asset, even . ~ .... .- .... 
though the transferor retaLt-"s con1ro1 over most of the cash t1(n,v~ of the asset).'~ Such 
d1scretionary timing of gains ftnd losses un entire ~ssets t';1i~es s1gnitlcant ~upervisoI")r concerns 
about earnings and capjtal managentent =-=Hd the tranSparc,11cy nfthe tnlJ1Saction. In essence. 
a iit-1Uf~r:!.7 tll" tra'lOfi'-,nr ' .:;;: t..""ll F-tt," ]· .... i J· l..,t'~i·P ·.:t tn -n' ? nl" ',"','I'ed ~l'l·'il··..:;!iv at j'air \,'all'~ "":;[O')'·<1'a' g'" th" ~ . _., ,-, , _. .... , ;-. ..,.. __ ~ .... t: .. _ ~ ... "' _ '~_""'_'---' __ _ ... ,~ . _. "- ~ '- '---", • . ~ ~ ~ .... ~ .•. _"". ..•• ....,... .... 

~ -
t~ypes of transactiuti structuring that the Se-,.::·urj ties and Excha:"1ge Connnission suggested should 
be e liminated in its "Report and Recommendations PursuOlnt to Section 401(c) ofthe Sarbanes
OXley }-\ct of 2002 on Arrangenlents \vith ()ff-Balance Sheet Implications, Spec.ial Purpose 
Entities, and 'fransparenGY of Filings by Issuers." Therefore~ \ve urge the Board to d inllnate the 
proposed requirement fbI' initial fair value- measurement of a transferor's bene1ic.lal interc·st . 

h'ill0sure Draft, Proposed Statement of Financial Acc9!!cPting Standards, 
AccOu!Jlill~e,.vicing o[Financia! Assets, 
~Ul ,unendment ofFASB Statement NQ"j40 

Jnitial Me\lsur~ment of Servicing Assets 

The Board has proposed to amend paragraphs 10 and 11 ofFAS 140 to also require that 
transferors recognize and initially Ineasure servicing assets at fair value in all transfers of 
finaneial assets that satisfy the conditions to be accolUlted tor as a sale, Under FAS 140 at 
present, similar to the trcatment of a trans feror's beneficial interests, these servicing assets are 
initially measured at their allocated previous carrying amolmi based on relative fair values. 
Paragraph lil ofFAS 140 states that "[s]ervicing is inherent in all financial assets; i t hecomes a 
distinct asset or liabi lity only wht:lI contractually separated from tbe underlying assets by sale or 
securitization of the assets with servicing retOl;ned or separate purchase or assumption of the 
servicing," Because of the inherent nature of servicing, and consistent with the views expressed 
above concenung the transferor's beneficial interest, we do not believe that, in substance, the 
cash !lows represented by the contractualiy specified servicing tees when servicing is retained by 
the transferor in an asset sale or securitization, together with the other benefits of servicing that 
already belonged to the transferor prior to the sale or securitization, represent a new asset. In 

,. addition, consistent with the preceding connnenls, we have similar supen ' isory concerns about 
earnings and capital management and the transparency of the transaction. Accordingly, we 
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recoouncnd that the transferor' ~ iniriai rne3!'urement of s~rviciJ!g assets retnincd in a saie or 
sccuritizati(J}l :,hould coatirru~· to be dctennined f'~n an aUocatcd canyover hasis a..l1d should not be 
changed to fair value. 

The FA.SB has proposed to ar:l~nd paragraph 13 ofFAS 140 to perrrul, ~)r eftcr: class of 
seoarat=;l\·i l'ec:)g111Zed servicing asset~ and liabilities" an cntitv to choose to ann!y one of hvo • J __ ..~. _ 

subsequent fileasurement methods, either tll~ atncrtizatien rndhod or the frur value flleasurernent 
lncthorl. An entity \'vould be required to apply the sanle snnsc-quent measurement method to each 
servicing asset Of liahility in a class. The class of servicing assets and liabilities must be 
d . , h ..1 ". " • • 1 "U' ". J .. d' . eterI1.1lncu ase·:"l on tue: tnajor asset type v;:!l.ng senf1.ccc!. \VLajOr asset type' 18 ue~cnt:e~ In t'1e 
existing FA.S 140 ctisdostue requirements in paragrftph 17 tha.t app ly to sL~uritize.d financial 

. - ,,,. I d't l . '-. .1 "J I ,. ;?!Ssets as,. tor ex.ampie, n10ngage oans, ere l carc rCCerVUlJICS, an.U autom.obl e oans . . 

\Vhile these nlajor asset types may be appropriate for disclosure pUl!'OSCS~ rt:quiring their use for 
purposes of identifying clao;;;ses of servicing assets flnd liahiljties to \vhich a suhseqnent 
rncasurClnent method is to be appHed is probJemctic~ pw-ticuh!rly for Inc:rtgage 1o:m~ . A 'vide 
variety of loans with differing risk charactoristics falls within the broad category of "mongage 
loans. H For cxmrlple, mortgage loans can be ciosed~end Of npe:n~t!l!.d (e.g., honle equity lines of 
credit) and can be secured by different types of property (e.g., single ullnily residences, 
multifamily resjdenti~j property, and comhlercial real estate). Prtpayu1ent risk and default rates 
aiso differ across n1ortgag(.~ loans (~.g., 30··ycar iixed-rate fJilorti;r.ing ntortgages and option 
adjustahle-rate lnortgagcs). AJthougb lTIortgage ,genricing ri~~ts are c:olnmonly tran~fened, the 
depth and liquidity of the Gutrkct for difK~ent ·~subc.lassesH of Dlortgage loans can vary 
significnntiy. In addition; the exten1 of market infonnalion and the corresponding reliabil.it.y of 
market assumptions and valuations can vary greatly by subclasses of mortgage servicing assets 
and liabilities. 

As a consequence, we understand that servicers oftl.-'ll employ different strategies for mitigating 
the risks inhenmt in difierent sub-.:lasses of mortgage servicing assets and 1iahilities. Some 
serviccrs may choose to ecoTIomicalJy hedge only certain subclasses ofulortgage seriicing and 
not othe:rs. Thus, the proposed re{llllwm!Ont tbat an entity apply a single subsequent measllTement 
method f:Jf its entire class of mortgage servicing assets alld liabilities rnay add to income 
statement volatiiity for certain subclasses of servicing while re{]ucing it for other subclasses. 
This may also be true fur the servicing of other "major a5Sei types" We therefore recommend 
that the F ASH revise its servicing right,; proposal to pennit the choice of subsequent 
measurement methou to be made for each suhclass, raUKT than class, of separateiy recognized 
servicing assets and I.iabilities. In deveioping guidance on subclasses, it may he useful to look to 
th(~ existing irnpairment requireou:-rHs in F?~S j 40~ which \viH be retained. .for the amortization 
method. Uuder these requirements, an eniity must stratify servicing based on one or more ofthe 
predominant risk charactetisticg orthe uDderlyi.'g financial assel~ . 


