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December 12, 2005
Dear MBA Member:

I am writing to advise you of a development relating to MBA’s publication, The Uniform Single Attestation Program for Mortgage Bankers (the USAP), which you should consider discussing with your auditors and legal counsel, as well as with investors and other parties which your company is contractually required to furnish an annual “USAP Report.”

The release on December 7, 2004, of the Securities & Exchange Commission’s Regulation AB, Asset-Backed Securities (Regulation AB), has raised questions regarding the impact of Item 1122, Compliance with applicable servicing criteria, on servicers’ obligations to furnish users with reports prepared pursuant to the USAP.  These questions have arisen because Item 1122 and the USAP involve reports which provide assurances to users regarding servicers’ compliance with specified servicing activities (i.e. standards or criteria).   As Regulation AB goes into effect for most publicly registered transactions beginning January 1, 2006, MBA is advising members who will be subject to Item 1122 (by virtue of the Regulation and/or requirements of purchasers of their loans) that they should consider the relative advantages and disadvantages of furnishing users with only the Item 1122 Report in the future.
A group of MBA members familiar with Regulation AB recently compared the engagements and noted many similarities between them, the most notable being that they are both “examination attestation engagements” designed in conformity with the American Institute of Certified Public Accountants (AICPA) Statements on Standards for Attestation Engagements (AICPA Professional Standards Vol. 1, AT Section 601, Compliance Attestation).  Consequently, USAP and Item 1122 engagements are subject to the same professional guidelines.

Further, USAP and Item 1122 engagements share many key features, including:

· In general, the minimum servicing standards listed in the USAP are reflected in the same or similar form within the servicing criteria listed in the Item 1122 engagement;
· The object of the auditor’s testing is management’s assertion regarding an entity’s compliance with applicable servicing criteria within a defined set of servicing criteria;

· As the responsible party, management’s assessment and assertion must relate to compliance with applicable servicing criteria throughout a reporting period, rather than as of a point in time;

· The auditor must exercise judgment in testing management’s assertion regarding compliance with applicable servicing criteria and in rendering decisions about noted instances of material noncompliance with the criteria;

· Tests of compliance with servicing criteria are to be performed through sampling techniques of all loans in the servicing platform rather than by tests of specific securitization transactions or particular whole loan sales with servicing retained;

· Reports are required to be furnished to investors within specified timeframes (i.e. no later than 90 days from the date of the USAP Report - which is March 31st for calendar year reports - and generally no later than March 31st for the Item 1122 Report).
Further, while there are differences between the USAP “minimum servicing standards” and the Item 1122 criteria, MBA believes users will receive a similar level of assurance regarding the servicing of their loans as the result of an Item 1122 Report, assuming that the transactions that would be subject to testing under a USAP engagement are subject to testing under the Item 1122 engagement.  In other words, MBA believes users will be satisfied receiving only an Item 1122 Report if a company decides to perform only an Item 1122 engagement in the future, rather than an Item 1122 engagement for some transactions and a USAP engagement for others.  As this reporting change may require changes to contractual provisions, MBA is advising members to consult with their auditors, legal counsel and users as soon as possible about changing their reporting requirements.
For your information, a matrix contrasting the USAP minimum servicing standards with the Item 1122 servicing criteria is attached.  Further information about this matter may also be obtained by contacting MBA staff Alison Utermohlen (for residential servicing) at autermohlen@mortgagebankers.org or (202) 557-2864 or Katie Schwarting (for commercial/multifamily servicing) at kschwarting@mortgagebankers.org or (202) 557-2742.
Most sincerely,

Jonathan L. Kempner

President and Chief Executive Officer 
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