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MEMORANDUM
FOR:
FROM:

SUBJECT:

Regulatory Capital Treatment and Regulatory
Reporting of Servicing Assets

The Office of Thrift Supervision (OTS) is adopting the recommendations
set forth in
the attached Federal Financial Institutions Examination Council (FFIEC) interim guidance. This guidance relates to the regulatory capital treatment and regulatory reporting
of servicing assets and certain nonsecurity financial instruments (CNFIs) (defined
below). This guidance is issued in response to changes in the accounting treatment of
servicing assets under Statement of Financial Accounting Standard No. 125, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities”
(SFAS 125). The OTS and the other Federal banking agencies, consistent with a recommendation of the FFIEC Task Force on Supervision, are developing a Notice of Proposed Rulemaking (NPR) in anticipation of a final rule to implement these changes.
Savings associations should follow the guidance for reporting servicing assets and
CNFIs on their Thrift Financial Reports (TFRs) for periods ending on or after March 31,
1997. Under this guidance, savings associations should report servicing assets on mortgage loans and non-mortgage loans as well as CNFIs, on separate line items. CNFIs
include interest-only strips, loans, other receivables, or retained interests in securitizations that can be contractually prepaid or otherwise settled in such a way that the
holder would not recover substantially all of its recorded investment.
Pending issuance of a final rule, savings associations may include all servicing assets
(mortgage and non-mortgage) in regulatory capital, subject to the 50 percent of core
(Tier 1) capital limitation and the PO percent of fair value limitation currently applied to
mortgage servicing rights. However, the inclusion in regulatory capital of nonmortgage servicing assets is further limited (along with purchased credit card relationships, or “PCCRs”) to 25 percent of Tier 1 capital and 90 percent of fair value. The guidance also generally allows associations to fully include CNFIs in regulatory capital without any explicit limitation, although their treatment in the final rule is uncertain.
If you have any questions about this issue, please contact your OTS regional accountant.
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