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SEC Issues Letter Clarifying Accounting Ramifications of Accelerated Effortsto Mitigate
Subprime Crisis

Financial Reporting Alert 08-1
January 9, 2007

This week, SEC Chief Accountant Conrad Hewitt issued a letter addressing the Statement 1401 accounting implications of the American Securitization
Forum’s Streamlined Foreclosure and Loss Avoidance Framework2 (ASF Framework). The ASF, coordinating with the Department of the Treasury, developed
the Framework to encourage mortgage loan servicers to refinance or modify classes of adjustable-rate subprime mortgage loans with certain risk

characteristics that make them susceptible to default. However, a potential hurdle has been whether the modifications of mortgage loans violate qualifying
special-purpose entity (QSPE) status under Statement 140 (see Deloitte & Touche LLP’s August 29, 2007, Heads Up for further background).

The SEC’s letter, addressed to both the Financial Executive International’s Committee on Corporate Reporting and the Center for Audit Quality’s Professional
Practice Executive Committee, indicates that the Office of the Chief Accountant (OCA) “will not object to continued status as a QSPE if Segment 2 subprime
ARM loans are modified pursuant to the specific screening criteria in the ASF Framework.” The letter also states that the “OCA believes that it would be
reasonable to conclude that Segment 2 subprime ARM loans are ‘reasonably foreseeable’ of default in absence of a modification based upon a qualitative
consideration of the expectation of defaults.”3 Appendix A to the letter sets forth disclosures that the SEC staff generally expects will be included in
registrants’ Management’s Discussion and Analysis and notes to the financial statements.

The ASF Framework was designed to “fast-track into loan modifications only those borrowers who have demonstrated the ability to pay their starter rates, are
unable to refinance, and are unable to afford their reset rates.”

The letter notes that, as staff guidance, it has not been approved by the Commission and its application should not be extended by analogy or relied upon for
any mortgage modification not occurring pursuant to the screening criteria of Segment 2 of the ASF Framework.

The OCA believes that the letter is an interim step and has requested that the FASB “immediately address the issues that have arisen in the application of the
QSPE guidance in Statement 140.” The letter also notes that the OCA has requested that the FASB complete its project such that any amendments to
Statement 140 would be effective no later than years beginning after December 31, 2008.

1 FASB Statement No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.
2 “Streamlined Foreclosure and Loss Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans.”
3 The letter describes limitations on the availability of representative quantitative data for these types of loans.

back to top

Contact us for more information

http://www.del oitte.com/dit/al ert/0,1001,si d%253D2002%2526¢i d%253D185811,00.html (1 of 2)11/01/2008 09:20:06


http://www.deloitte.com/dtt/login/0,1056,stc%253DLOGIN%2526lid%253D2,00.html?r=1&rsid=2002&rcid=185811
http://www.deloitte.com/dtt/user_profile/0,1056,stc%253DREGISTER%2526lid%253D2,00.html?r=1&rsid=2002&rcid=185811
http://www.deloitte.com/dtt/home/0,1044,stc%253DHOME%2526lid%253D2,00.html
http://www.deloitte.com/dtt/home/0,1044,sid%253D2000,00.html
http://www.deloitte.com/dtt/home/0,1044,sid%253D1000,00.html
http://www.deloitte.com/us/en
http://www.deloitte.com/dtt/section_home/0,1041,sid%253D2001,00.html
http://www.deloitte.com/dtt/section_node/0,1042,sid%253D2002,00.html
http://www.sec.gov/info/accountants/staffletters/hanish010808.pdf
http://www.americansecuritization.com/uploadedFiles/FinalASFStatementonStreamlinedServicingProcedures.pdf
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D169135,00.html
https://cms.deloitte.com/dtt/cma/asp/content/cma_alert/#Top
http://www.deloitte.com/dtt/email_us/0,1036,stc%253DEMAIL%255FUS%2526lid%253D2,00.html?subj=CI&src=185811

Financial Reporting Alert 08-1, SEC Issues Letter Clarifying Accounting Ramifications of Accelerated Efforts to Mitigate Subprime Crisis - Deloitte & Touche USA LLP

Last Updated: January 10, 2008
Source: Deloitte & Touche USA LLP - United States (English)

Print this page Email to a colleague
Security | Legal | Privacy
Audit.Tax.Consulting . Financial Advisory, Member af
* * = rys Deloitte Touche Tohmatsu
Copyright © 2008 Deloitte Development LLC. All rights reserved. About Deloitte.

_F_;" Deloitte RSS Feeds | What's RSS?

http://www.del oitte.com/dit/al ert/0,1001,si d%253D2002%2526¢i d%253D185811,00.html (2 of 2)11/01/2008 09:20:06


javascript:open_window('/dtt/alert/0,1001,cid%253D185811%2526pv%253DY,00.html','width=660,height=600,resizable=no,scrollbars=yes,toolbar=no,location=no,directories=no,status=no,menubar=no,copyhistory=no')
http://www.deloitte.com/dtt/email_this/0,1035,stc%253DEMAIL%255FTHIS%2526lid%253D2,00.html?cid=185811
http://www.deloitte.com/dtt/notices/0,1026,stc%253DSECURITY%2526lid%253D2,00.html
http://www.deloitte.com/dtt/notices/0,1026,stc%253DLEGAL%2526lid%253D2,00.html
http://www.deloitte.com/dtt/notices/0,1026,stc%253DPRIVACY%2526lid%253D2,00.html
http://www.deloitte.com/dtt/section_home/0,1041,sid%253D2250,00.html
http://www.deloitte.com/dtt/leadership/0,1045,sid%253D107704,00.html#Feeds
http://www.deloitte.com/dtt/leadership/0,1045,sid%253D107704,00.html#RSS

	deloitte.com
	Financial Reporting Alert 08-1, SEC Issues Letter Clarifying Accounting Ramifications of Accelerated Efforts to Mitigate Subprime Crisis - Deloitte & Touche USA LLP


	OFHDENPKGLONAEPILPBHBKNBIFJLJNCC: 
	form2: 
	x: 
	f1: [Global Site Selector]


	form1: 
	x: 
	f1: 1
	f2: 10
	f3: N
	f4: Search

	f5: 




