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SUMMARY OF ISSUE

1. The purpose of this issue paper is to retain for historical purposes the statutory guidance
superseded with the issuance of SSAP No. 43R Loan-Backed and Structured Securities Rev(S8&AP
No. 43R):

a. SSAP No.
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beneficial interests from the sale of loan-backed securities and structured securities are
accounted for in accordance with this statement. In this statement loan-backed securities and
structured securities are col lectivelyreferred to as loan-backed securities.

SUMMARY CONCLUSION

2. Loan-backed securities are defined as pass-throuf certificates, col lateralied mortgge
obligtion s (CMOs), and other securitied loans not included in structured securities, as defined
below, for which €the pagyent of interest and/or prinipal is directlyproportional to the intdre
and/or principal received bythe issuer from themortgg pool or other underlingecurities.

3. Structured securities are defined as loan-backed securities which have been dividlénto
two or more classes for which £the pagent of inte rest and/or principal of anylass of secu rities
has been allocated in a manner which is not proportional to interest and/or principal redebye
the issuer fm the mortgg pool  or other under lingecurities.

4, Loan-backed securities are issued byspecial-purpose corporations or trusts (issue)
estabdhed bya sponsoringparent orgniation. Mortgg loans or other securities securingthe
loan-backed obligtion are acquired bythe issuer and pledgd to an independent trustee urttid
issuers obligtion has been ful lysatisfied. The investor can look onlyto the issuers asets
(primarilythe trusteed assets or third partieasinsurers or garantors) for repgent of the
obligtion. As a result, the sppor and its other affiliates mayhae no financial obligtion under
the instruent, althoul one of those entities mayretain the responsibilityfor servicingthe
under lingnortgg loans or other securities. Some sponsors do garantee the performance of

the underlindoans.

5. Loan-backed securities meet the definition of assets as defined in SSAP No. 4Assets
and Nonadmitted Assets and are admitted assets to the exent theyonform to the regirements
of this stateant.

6. The scope of this statement encompasses all tpes of loan-backed and structured
securities, includingbut not limited toetitl lowing

a. Loan-backed and structured securities acquired at orignation,

b. Loan-backed and structured securities auired subsequent to origh ation for
whi ch it is probable, at acuisition, that the reportingentitywibbleto col let
all contactually reqired payents receivable, and are acounted for at
ac quis ition under SSAP No. 91R,

C. Loan-backed and structured securities for which it is probable, either knoat
acg uisition or identified duringthe holdingeriod!, that the reportingntitybd I
unable tocol ket all contractual lyeqired payents receivableda

d. Beneficial interests thattinue to be held bya reportingentity(transferon) i
securitiation transactions that are
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affiliated goups. Since each reportingentitymayhave a unigue method for determiningthe
prepagpent assumptions, it is impractical to s& standard assumptions for the industryRelevant
sources and rationale used to determine each prepayent assumption shall be documented by
the reportingntity

14. Loan-backed securities shall be revalued usingthe currentlyestimated cash flows,
includingnew prepayent assumptions, usingeit  her the prospective oretrospective ad justment
methodologes, consistentlyapplied bytge of se curities. However, if at angtime duringthe
holdingperiod, the reportingentitydetermines it is no longr probable that thewill collect all
contractual cashflows, the reportingentitysiid applythe acountingreuirements in paragaphs

17-19.

15. The prospective approach recogies, throug h the recalculation of the effective ield to
be applied to future periods, the effects of all cash flows whose amounts differ from those
estimated earlier and the effects and changs in projected cash flows. Under the prospective
method, the recalculated effective ield wil l eguathe carringamount of the investment to the
present value of the anticipated future cash Holhe recalculated ield is then used to accrue
income on the investment balance for subsejuent acountingperiods. There are no accounting
changs in the current period unless the secuttiyis determined to be other than temporarily
impaired.

16. The retrospective methodologchangs bot h the ield and the asset balance so that
egected future cash flows produce a return on the investment equal to the return now egected
over the life of the investment as measured frotthe date of acuisition. Under the retrospective
method, the recalculated effective ield wil | equatke present value of the actual and anticipated
cash flows with the origal cost of the investment. The current balance is then increased or
decreased to the amount that would have rdstied had the revised ield been applied since
inception, and investment income is correspondindydecreased or increased.

Collection of All Contractual Cashflows is Not Probable

17. The fol lowinggidance applies to loan-backed and structured securities with evidence

of deterioration of credit qualitysince origatin for which it is probable, either known at
acquisition or identified duringthe holdingperiod, that the investor will be unable to collect all
contractual lyrequired payents receivable, elept for those benefidal interests that are not of
hig credit qualityor can contractual lybe prepad or otherwise settled in such a waythat the
reportingentitywould not recwver substantiallyall of its recwrded amount determined at
acjuisition (see paragaphs 20-24).

18. The reportingntityshal l wgie the esess of all cash flows egected at acuisition

over the investors initial investment in the Hagked or structured securityas interest income

on an effective-ield basis over the life of theloan-backed or structured security(acretable
ield).* Anyesess of contractuallyrequired cash flows over the cash flows egected to be

col lected is the nonaccretable difference. Egectd prepagents shall be treated consistentlyfor
determiningash flows egected to be col lected and projections of contractual cash flows such
that the nonacretable difference is not affected. Similarly the difference between actual
prepagents and egected prepayents shall not affect the nonaccretable difference.

19. An investor shall continue to estimatshdlows egected to be col lected over the life
of the loan-backed or structured settitylf, upon subsequent evaluation:

a. The fair value of the loan-backed orstructured securityhas declined below its
amortied cost basis, an entityshal l dettrine whether the decline is other than
temporary For eample, if, based on curr ent information and events, there is a

4 A loan-backed or structured securitymayoe acuired at a discount because of a chang in credit qualityr rate or both. hen a
loan-backed or structured securityis acuied at a discount that relates, at least in part, to the securit§ credit quality the effective
interest rate is the discount rate that equates the presehthesihvestors estimate of the security future cash flawith the

purchase price of the loan-backed or structured security
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decrease in cash flows egected to be col lected (that is, the investor is unable to
collect all cash flows egected at acuistion plus anyadditional cash flows
egected to be cllected arising'rom changs in estimate after acuisition (in
accordance with paragaph 19. b.), an other-than-temparyimpairment shall be
considered o have occurred. The inve stor shall consider both the timingand
amount of cash flows egected to be colle cted in makinga determination about
whether there has been a decrease in cash flows egected to be col lected.

b. Based on current information and events, if there is a sigificant increase in cash

flows previouslyegected to be col lected or if actual cash flws are sigificantly
geater than cash flows previouslyegect ed, the investor shall recalculate the
amount of accretable ield for the loan-backed or structured securityas the
etess of the revised cash flows egected to be col lected over the sum of (1) the
initial investment less) (Bash cllected less (3) other-than-temporary
impairments plus (4) amount of ield accreted to date. The investor shall adjust
the amount of acretable ield byreclassfication from nonaccretable difference.
The ad justment shall be accounted for as a chang in estimate in conformitywith
SSAP No. 3AccountingChang s and Corrections of Errors (SSAP No. 3), with
the amount of periodic accretion ad justedver the remaininglife of the loan-
backed or structured securityprospective method).

Beneficial Interests

20. The fol lowingparagaphs provide statutoryacountingidance for interest income and
impairment for a reportingentitythat continues fiodd an interest in securitied financial assets
accounted for as sales under SSAP No. 91R, or thaturchases a beneficial interest in securitied
financial assets that are not of hig credit quabrtcan contractual lybe prepaid or otherwise
settled in such a waythat the reportingentidnd not recover substantiallyall of its recorded
amount, determined at acuisition or the date of trandfeBeneficial interests that are of hig
credit qualityand cannot contractual lybe prepaig otherwise settled in such a waythat the
reportingentitywuld not recover substantial Heof its recorded investment, shall be accounted
for in accordance with paragaphs 12-16.

21. The reportingentityshall wgie the esess of all cash flows attributable to the

beneficial interest estimated at the acuiditd@nsaction date (referred to herein as the
transaction date) over the initial investment (thdable ield) as interest income over the life

of £the beneficial interest usingtheffective ield method. If £the holder of the beneficial interest is

the reportingentitythat transferred the financial assets for securitiation, the initial investment
would be the allocated carringamount after application of the relative fair value allocation
method required bySSAP No. 91R. Th e amount of accretable ield shall not be displagd in the
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interest. Based on estimated cash flows, interest income maybe recogizd on a
beneficial interest even if the net investierthe beneficial interest is acreted
o an amount geater than the amount aitich the beneficial interest could be
settled if prepaid inmeditelyin its entirety

b. The fair value of the beneficial interest has declined below its reference amount;
a reportingentityshall determine whethhe decline is dkr-than-temporarylf,
based on current information and events it is probable that there has been an
adverse cthang in estimated cash flows (in accordance with paragaph 22.a.
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Reporting and Impairment Guidance for All Loan-Backed and Structured Securities

25. Loan-backed securities shall be valued and reported in accordance with this statement,
the
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backed byurrentlyperformingloans will conti nue to perform when reguired pagents increase

in the future (including® “bal loon"pagents). The holder also shall consider how the value of any
collateral would affect the egected performance of the securitylf the fair value of the collateral
has declined, the holder needs to assess the effesftthat decline on the abilityf the holder to
col lect the bal loon pagent.

Origination Fees

40. Orimation fees represent fees chargd tothe borrower in connection with the process of

orimatingor restructuringa transaction. Thefees include, but are not limited to, points,
managment, arrangment, placement, application, u nderwritingand other fees pursuant to such

a transaction. Origation fees shall not be recrded until received in cash. Origation fees

intended to compensate the reportingntityor inest rate risks (e.g points), shall 1 (wam)5.6 (n)4.eo0 (sat)
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eseedings5 mil lion. Repoolingmal ler MBS pools into one largr pool improves
the marketabilityor the agegte packag;

b. Geogaphic diversity Regoupingf mu Itiple pools gnerallwill create geater
gogaphic pool loan diversityresultingin less prepagyent variation due to
regnal economic factors;

C. Reduced administrative egenses: The reduced number of pools lowers bank
custodial fees, pricinffactor service fees, and increases efficiency for the
accountingnd investment departments.

46. Repooled FHLMC and FNMA securities meet the definition of substantial lythe same as
defined in SSAP No. 91R—Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities. The transaction shall not be cnsidered a sale/purchase and no
gin or loss shall be recogied. To properlydo  cument the repooling the transaction shall be
reported throug Schedule D of the Annual Stemknt as a disposition and an acuisition.

47. Transaction fees chargd bythe issuingagn  cies shall be capitalied and amortied over
the life of the repooled security

Disclosures

48. In addition to the disclosures reqired f invested assets in gneral, the fol lowing
disclosures regrding loan-backed securities shall be made in the financial statements.
Regrdless of the al lowances within paragaph 59 of the Preamble, the disclosures in paragaph
48.1., 48.gand 48.h. are required in separate, dstinct notes to the financial statements:

a. Fair values in accordance with SSAP No. 27—Disclosure of Information about
Financial Instruments with Off-Balance-Sheet Risk, Financial Instruments with
Concentrations of Credit Risk and Disclosures about Fair Value of Financial
Instruments (SSAP No. 27);

b. Concentrations of credit risk accordance with SSAP No. 27;

. Basis at which the loan-baked securities are stated;
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Effective Date and Transition

53. This statement is effective for gars begninglanuaryl, 2001. A chang resultingrom
the adoption of this statement shall be acoadtior as a chang in accountingprinciple in
accordance with SSAP No. 3—Accounting Changes and Corrections of Errors.

54. For securities purchased prior to January, 1994, where historical cash flows are not
readily available for appling the retrosp&ive method, the reporting entity may use
Januaryl, 1994 as the acuisition date and thethen bok value as the cwst for purposes of
determiningeld ad justments in future periods.

55. This revised statement supersedes 8B No. 98 and paragaph 13 of SSAP No. 99
effective September 30, 2009. For reportingentet that either earlyadopted the requirements of
SSAP No. 98 or previouslyadopted a statutoryaco untingpolicythat was in accord with the
prescriptions of SSAP No. 98, for which an ot her-than-temporammpairment was previously
recogied, and if such reportingentities do not intend to sell the securityand have the intent
and abilityto retain the investment in the securityfor a period of time suffiient €o recover the
amortied cost basis, those reportingentities shhl recogiez the cumulative effect of reversing

the impact of the adoption of SSAP No. 98, or an egivalent statutoryacountingpolicy and
paragaph 13 of SSAP No. 99 as an ad justment to the openingbalance of unassiged funds
(surplus) as of Julyl, 2009, with a correspondingad justment to applicable financial statement
elements.

56. The accountingand reporting reguirements of this revised statement shall be applied to
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DISCUSSION

6.
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of return is calculated at acqisition based on the purchase price and anticipated future cash
flows.
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Commitment Fees

25. Commitment fees are fees paid to the reportingntitythat obligte the reportingentityto
make available funds for future borrowinginder aspetified condition. A fee paid to the reporting
entityto obtain a commitment to make funds avadble at sime time in the future, gnerallyis
refundable onlyif the loan-backed securityis issued. If the loan-backed securityis not issued,
then the fees shall be rewrded as investt income by the reportingentitywhen the
commitment egires.

26. A fee paid to the reportingentityto obtain a commitment to borrow funds at a specified
rate and with specified terms quoted in the commitment ageement, gnerallyis not refundable
unless the commitment is refused bythe reportingntity This tye of fee shall be deferred, and
amortiation shall depend on whether or not the mmitment is errcised. If the commitment is
errcised, then the fee shall be amortied in accordance with paragaph 7 of this statement over
the life of the loan-backed securityas an adgtment to the investment income on the loan-
backed securitylf the commitment egires unerr cised, the commitment fee shall be recogied

in income on the commitment egiration date.

Giantization/Megatization of FHLMC or FNMA Mortgage-Backed Securities

27. Giantiation/megtiation of mortgg-backed securities is defined as eistingpools of
FHLMC or FNMA mortgg-backed securities (MBS) with like coupon and prefixwhich are
repooled togther bythe issuingagncyetreatinga new largr security The new Fannie Mae
““Meg”or Freddie Mac ““Giant”is a garanteed MBS pass-througy representingan undivided
interest in the underlingools of loans.

28. The benefits derived from gantiation/megtiation include:

a. Increased liguidity Smaller MBS pools (particularlythose with current face of
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