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not a qualified special-purpose entity. A special-purpose entity that has distinct standing
at law may still be an affiliate of the transferor.

Investments in Special-Purpose Entities

10. Reporting entities that have qualifying special-purpose entities as affiliates shall carry their
investment in such entity at its underlying statutory book value in accordance with SSAP No. 88—
Investments in Subsidiary, Controlled, and Affiliated Entities, A Replacement of SSAP No. 46.
Additionally, transactions entered involving affiliated qualifying special-purpose entities are subject to
the provisions of SSAP No. 25—Accounting for and Disclosures about Transactions with Affiliates and
Other Related Parties.

Secured Obligations and Collateral

11. Securitizations of financial assets that do not meet the criteria for sale treatment set forth in
paragraph 5 shall be presumed to be secured borrowings and shall be recorded as follows. Financial assets
shall remain on the reporting entity’s books and a liability shall be recorded to reflect the proceeds from
the issuance of any type of certificate. Non-cash proceeds shall be recorded as a contra liability and netted
against the liability. The liability shall be reduced as the obligation to holders of beneficial interests is
repaid. Financial assets pledged as collateral shall not be offset against the liability reflecting the proceeds
of the transaction.

Recognition of Servicing Rights

12. Servicing rights become a distinct asset or liability only when contractually separated from the
underlying assets by sale or securitization of the assets with servicing retained or separate purchase or
assumption of the servicing. If distinct servicing rights to transferred assets exist and are retained by the
reporting entity, the reporting entity shall recognize a servicing asset or liability. When the servicing fees
to be received exceed the cost of servicing the transferred assets, a servicing asset is recognized and
nonadmitted. When the cost of servicing the transferred assets is greater than the servicing fees to be
received, a liability shall be recorded for the excess to recognize this obligation. A corresponding loss
shall be recorded through the Summary of Operations. The servicing asset or liability shall be amortized
into income in proportion to, and over the period of estimated servicing income (if an asset) or estimated
servicing loss (if a liability). The servicing asset or liability shall be measured in a manner consistent with
paragraphs 13 and 35-38 of FASB Statement No. 125, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities (FAS 125).

Sales of Future Revenues

13. In addition to securitization of assets, some reporting entities have entered into transactions
characterized as a sale of future revenues. These transactions are sometimes referred to as securitizations
and are sometimes characterized as selling deferred acquisition costs. A sale of future revenues by a
reporting entity shall not result in the immediate recognition of income or surplus. The proceeds of any
such sale shall be established as a liability and shall be reduced as the proceeds are repaid.
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