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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superseded with the issuance of SSAP No. 43R�Loan-Backed and Structured Securities � Revised (SSAP
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 collectively referred to as loan-backed securities. 

SUMMARY CONCLUSION 

2. Loan-backed securities are defined as pass-through certificates, collateralized mortgag e
obligation s (CMOs), and other securitized loans not included in structured securities, as defined
below, for which the payment of interest and/or principal is directly proportional to the interest
and/or principal received by the issuer from the mortgage pool or other underlying securities.

3. Structured securities are defined as loan-backed securities which have been divided into
two or more cla sses for which the payment of inte rest and/or principal of any class of secu rities
has been allocated in a manner which is not proportional to interest and/or principal received by
the issuer from the mortgage pool or other underlying securities.

4. Loan-backed securities are issued by special-purpose corporations or trusts (issuer)
established by a sponsoring parent organization. Mortgage loans or other securities securing the
loan-backed obligation are acquired  by the issuer and pledged to an independent trustee until the
issuer’s obligation has been fully satisfied. The investor can look only to the issuer’s assets
(primarily the trusteed assets or third parties such as insurers or guarantors) for repayment of the
obligation. A s a result, the sponsor and its other affiliates may have no financial obligation under
the instrument, although one of those entities may retain the responsibility for servicing the
underlying mortgage loans or other securities. Some sponsors do guarantee the performance of
the underlying loans.

5.  Loan-backed securities meet the definition of assets as defined in SSAP No. 4—Assets
and Nonadmitted Assets and are admitted assets to the extent they conform to the requirements
of this statement.

6. The scope of this statement encompas ses all types of loan-backed and structured
securities, including, but not limited to, the following:

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

b. Loan-backed and structured securities acquired subsequent to origin ation for
whi ch it is probable, at acquisition, that the reporting entity will be able to collect
all contractually required payments receivable, and are accounted for at
ac quis ition under SSAP No. 91R,

c. Loan-backed and structured securities for which it is probable, either known at
acq uisition or identified during the holding period1, that the reporting entity will be
unable to collect all contractually required payments receivable, and

d. Beneficial interests that continue to be held by a reporting entity (transferor) in
securitization transactions that are 
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affiliated groups. Since each reporting entity may have a unique method for determining the 
prepayment assumptions, it is impractical to set standard assumptions for the industry. Relevant 
sources and rationale used to determine each prepayment assumption shall be documented by 
the reporting entity. 

14. Loan-backed securities shall be revalued using the currently estimated cash flows, 
including new prepayment assumptions, using eit her the prospective or retrospective adjustment 
methodologies, consistently applied by type of se curities. However, if at anytime during the 
holding period, the reporting entity determines it is no longer probable that they will collect all 
contractual cashflows, the reporting entity shall apply the accounting requirements in paragraphs 
17-19. 

15. The prospective approach recognizes, throug h the recalculation of the effective yield to 
be applied to future periods, the effects of all cash flows whose amounts differ from those 
estimated earlier and the effects and changes in projected cash flows. Under the prospective 
method, the recalculated effective yield will equate the carrying amount of the investment to the 
present value of the anticipated future cash flows. The recalculated yield is then used to accrue 
income on the investment balance for subsequent accounting periods. There are no accounting 
changes in the current period unless the security is determined to be other than temporarily 
impaired. 

16. The retrospective methodology changes bot h the yield and the asset balance so that 
expected future cash flows produce a return on the investment equal to the return now expected 
over the life of the investment as measured from the date of acquisition. Under the retrospective 
method, the recalculated effective yield will equate the present value of the actual and anticipated 
cash flows with the original cost of the investment. The current balance is then increased or 
decreased to the amount that would have resulted had the revised yield been applied since 
inception, and investment income is correspondingly decreased or increased. 

Collection of All Contractual Cashflows is Not Probable 

17. The following guidance applies to loan-backed and structured securities with evidence 
of deterioration of credit quality since origination for which it is probable, either known at 
acquisition or identified during the holding period, that the investor will be unable to collect all 
contractually required payments receivable, except for those beneficial interests that are not of 
high credit quality or can contractually be prepaid or otherwise settled in such a way that the 
reporting entity would not recover substantially all of its recorded amount determined at 
acquisition (see paragraphs 20-24). 

18. The reporting entity shall recognize the excess of all cash flows expected at acquisition 
over the investor’s initial investment in the loan-backed or structured security as interest income 
on an effective-yield basis over the life of the loan-backed or structured security (accretable 
yield). 4 Any excess of contractually required cash flows over the cash flows expected to be 
collected is the nonaccretable difference. Expected prepayments shall be treated consistently for 
determining cash flows expected to be collected and projections of contractual cash flows such 
that the nonaccretable difference is not affected. Similarly, the difference between actual 
prepayments and expected prepayments shall not affect the nonaccretable difference. 

19. An investor shall continue to estimate cash flows expected to be collected over the life 
of the loan-backed or structured security. If, upon subsequent evaluation: 
 

a. The fair value of the loan-backed or structured security has declined below its 
amortized cost basis, an entity shall determine whether the decline is other than 
temporary. For example, if, based on curr ent information and events, there is a 

 
4 A loan-backed or structured security may be acquired at a discount because of a change in credit quality or rate or both. When  a 
loan-backed or structured security is acquired at a discount that relates, at least in part, to the security’s credit quality, the effective 
interest rate is the discount rate that equates the present value of the investor’s estimate of the security’s future cash flows with the 
purchase price of the loan-backed or structured security. 
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decrease in cash flows expected to be collected (that is, the investor is unable to 
collect all cash flows expected at acquisition plus any additional cash flows 
expected to be collected arising from changes in estimate after acquisition (in 
accordance with paragraph 19. b.), an other-than-temporary impairment shall be 
considered to have occurred. The inve stor shall consider both the timing and 
amount of cash flows expected to be colle cted in making a determination about 
whether there has been a decrease in cash flows expected to be collected. 

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

flows previously expected to be collected or  if actual cash flows are significantly 
greater than cash flows previously expect ed, the investor shall recalculate the 
amount of accretable yield for the loan-backed or structured security as the 
excess of the revised cash flows expected to be collected over the sum of (1) the 
initial investment less (2) cash collected less (3) other-than-temporary 
impairments plus (4) amount of yield accreted to date. The investor shall adjust 
the amount of accretable yield by reclassification from nonaccretable difference. 
The adjustment shall be accounted for as a change in estimate in conformity with 
SSAP No. 3—Accounting Change s and Corrections of Errors (SSAP No. 3), with 
the amount of periodic accretion adjusted over the remaining life of the loan-
backed or structured security (prospective method).  

Beneficial Interests 

20. The following paragraphs provide statutory accounting guidance for interest income and 
impairment for a reporting entity that continues to hold an interest in securitized financial assets 
accounted for as sales under SSAP No. 91R, or that purchases a beneficial interest in securitized 
financial assets that are not of high credit quality or can contractually be prepaid or otherwise 
settled in such a way that the reporting entity would not recover substantially all of its recorded 
amount, determined at acquisition or the date of transfer5. Beneficial interests that are of high 
credit quality and cannot contractually be prepaid or otherwise settled in such a way that the 
reporting entity would not recover substantially all of its recorded investment, shall be accounted 
for in accordance with paragraphs 12-16. 
 
21. The reporting entity shall recognize the excess of all cash flows attributable to the 
beneficial interest estimated at the acquisition/transaction date (referred to herein as the 
transaction date) over the initial investment (the accretable yield) as interest income over the life 
of the beneficial interest using the effective yield method. If the holder of the beneficial interest is 
the reporting entity that transferred the financial assets for securitization, the initial investment 
would be the allocated carrying amount after application of the relative fair value allocation 
method required by SSAP No. 91R. Th e amount of accretable yield shall not be displayed in the 
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interest. Based on estimated cash flows, interest income may be recognized on a 
beneficial interest even if the net investment in the beneficial interest is accreted 
to an amount greater than the amount at which the beneficial interest could be 
settled if prepaid immediately in its entirety. 

 
b. The fair value of the beneficial interest has declined below its reference amount; 

a reporting entity shall determine whether the decline is other-than-temporary. If, 
based on current information and events it is probable that there has been an 
adverse change in estimated cash flows (in accordance with paragraph 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 by currently performing loans will conti nue to perform when required payments increase 
in the future (including “balloon” payments). The holder also shall consider how the value of any 
collateral would affect the expected performance of the security. If the fair value of the collateral 
has declined, the holder needs to assess the effect of that decline on the ability of the holder to 
collect the balloon payment. 

Origination Fees 

40. Origination fees represent fees charged to the borrower in connection with the process of 
originating or restructuring a transaction. The fees include, but are not limited to, points, 
management, arrangement, placement, application, u nderwriting, and other fees pursuant to such 
a transaction. Origination fees shall not be recorded until received in cash. Origination fees 
intended to compensate the reporting entity for interest rate risks (e.g., points), shall 1 (wam)5.6 (n)4.eo (sat)]TJ
-0.te
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exceeding $5 million. Repooling smaller MBS pools into one larger pool improves 
the marketability for the aggregate package; 

b. Geographic diversity: Regrouping of mu ltiple pools generally will create greater 
geographic pool loan diversity resulting in less prepayment variation due to 
regional economic factors; 

c. Reduced administrative expenses: The reduced number of pools lowers bank 
custodial fees, pricing/factor service fees, and increases efficiency for the 
accounting and investment departments. 

46. Repooled FHLMC and FNMA securities meet the definition of substantially the same as 
defined in SSAP No. 91R—Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities. The transaction shall not be considered a sale/purchase and no 
gain or loss shall be recognized. To properly do cument the repooling, the transaction shall be 
reported through Schedule D of the Annual Statement as a disposition and an acquisition. 
 
47. Transaction fees charged by the issuing agen cies shall be capitalized and amortized over 
the life of the repooled security. 

Disclosures 

48. In addition to the disclosures required for invested assets in general, the following 
disclosures regarding loan-backed securities shall be made in the financial statements. 
Regardless of the allowances within paragraph 59 of the Preamble, the disclosures in paragraph 
48.f., 48.g. and 48.h. are required in separate, distinct 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 in accordance with SSAP No. 27; 

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

53. This statement is effective for years beginning January 1, 2001. A change resulting from 
the adoption of this statement shall be accounted for as a change in accounting principle in 
accordance with SSAP No. 3—Accounting Changes and Corrections of Errors. 
 
54. For securities purchased prior to January 1, 1994, where historical cash flows are not 
readily available for applying the retrospective method, the reporting entity may use 
January 1, 1994 as the acquisition date and the then book value as the cost for purposes of 
determining yield adjustments in future periods. 
 
55. This revised statement supersedes SSAP No. 98 and paragraph 13 of SSAP No. 99 
effective September 30, 2009. For reporting entities that either early adopted the requirements of 
SSAP No. 98 or previously adopted a statutory acco unting policy that was in accord with the 
prescriptions of SSAP No. 98, for which an ot her-than-temporary impairment was previously 
recognized, and if such reporting entities do not intend to sell the security, and have the intent 
and ability to retain the investment in the security for a period of time sufficient to recover the 
amortized cost basis, those reporting entities shall recognize the cumulative effect of reversing 
the impact of the adoption of SSAP No. 98, or an equivalent statutory accounting policy, and 
paragraph 13 of SSAP No. 99 as an adjustment to the opening balance of unassigned funds 
(surplus) as of July 1, 2009, with a corresponding adjustment to applicable financial statement 
elements.   
 
56. The accounting and reporting requirements of this revised statement shall be applied to 
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DISCUSSION 
 
6. 
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of return is calculated at acquisition based on the purchase price and anticipated future cash 
flows. 
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Commitment Fees 

25. Commitment fees are fees paid to the reporting entity that obligate the reporting entity to 
make available funds for future borrowing under a specified condition. A fee paid to the reporting 
entity to obtain a commitment to make funds available at some time in the future, generally, is 
refundable only if the loan-backed security is issued. If the loan-backed security is not issued, 
then the fees shall be recorded as investment income by the reporting entity when the 
commitment expires. 

26. A fee paid to the reporting entity to obtain a commitment to borrow funds at a specified 
rate and with specified terms quoted in the commitment agreement, generally, is not refundable 
unless the commitment is refused by the reporting entity. This type of fee shall be deferred, and 
amortization shall depend on whether or not the commitment is exercised. If the commitment is 
exercised, then the fee shall be amortized in accordance with paragraph 7 of this statement over 
the life of the loan-backed security as an adjustment to the investment income on the loan-
backed security. If the commitment expires unexer cised, the commitment fee shall be recognized 
in income on the commitment expiration date. 

Giantization/Megatization of FHLMC or FNMA Mortgage-Backed Securities 

27. Giantization/megatization of mortgage-backed securities is defined as existing pools of 
FHLMC or FNMA mortgage-backed securities (MBS) with like coupon and prefix which are 
repooled together by the issuing agency creating a new larger security. The new Fannie Mae 
“Mega” or Freddie Mac “Giant” is a guaranteed MBS pass-through representing an undivided 
interest in the underlying pools of loans. 

28. The benefits derived from giantization/megatization include: 

a. Increased liquidity: Smaller MBS pools (particularly those with current face of 
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