
CONSOLIDATION OF CERTAIN SPEs:CONSOLIDATION OF CERTAIN SPEs:
PROPOSED INTERPRETATION OFPROPOSED INTERPRETATION OF

ARB NO. 51ARB NO. 51

July, 2002July, 2002



IntroductionIntroduction

!! FASB’s Consolidations ProjectFASB’s Consolidations Project
"" Project has a long historyProject has a long history
"" ED Interpretation issued 6/28/02ED Interpretation issued 6/28/02
"" Comments due by 8/30/02 – no later!Comments due by 8/30/02 – no later!

!! Objective of this discussionObjective of this discussion
"" Foster discussion of this important accounting issueFoster discussion of this important accounting issue
"" Discuss general requirementsDiscuss general requirements
"" Discuss effect on common SPE transactions inDiscuss effect on common SPE transactions in

separate web conferencesseparate web conferences
oo SecuritizationsSecuritizations
oo Leasing arrangementsLeasing arrangements



Substantive Operating Enterprises (SOE)Substantive Operating Enterprises (SOE)
Vs. SPEsVs. SPEs

SOESOE
!! Conducts businessConducts business

operationsoperations

!! Sufficient equity toSufficient equity to
finance operationsfinance operations

!! EmployeesEmployees

!! Issues financialIssues financial
statementsstatements

!! Businesses under EITFBusinesses under EITF
98-3 that are not start-98-3 that are not start-
upsups

Definition:Definition:

Examples:Examples:

SPESPE
!! Entities that are notEntities that are not

SOEsSOEs

!! Securitization vehiclesSecuritization vehicles

!! Single asset lessorsSingle asset lessors

!! R&D venturesR&D ventures



Proposed Consolidation Model for SPEsProposed Consolidation Model for SPEs

Is the entity scoped out of the Interpretation?Is the entity scoped out of the Interpretation?

Does the entity qualify to be evaluated forDoes the entity qualify to be evaluated for
consolidation based on voting rights?consolidation based on voting rights?

Does the enterprise hold a variable interest?Does the enterprise hold a variable interest?

(1) Is the entity a Financial SPE and (2) Does(1) Is the entity a Financial SPE and (2) Does
the enterprise not provide significant financialthe enterprise not provide significant financial
support?support?

Is the enterprise the primary beneficiaryIs the enterprise the primary beneficiary
through a controlling financial interest?through a controlling financial interest?

Consolidate the entityConsolidate the entity

NoNo

NoNo

Apply consolidationApply consolidation
guidance inguidance in
ARB 51/ FAS 94ARB 51/ FAS 94

Do not consolidateDo not consolidate
entityentity

YesYes

NoNo

YesYes

NoNo

NoNo

YesYes

YesYes

YesYes



Is the Entity Scoped Out of theIs the Entity Scoped Out of the
Interpretation?Interpretation?

Is the entity a QSPE and the enterprise aIs the entity a QSPE and the enterprise a
transferor (para. 8a)?transferor (para. 8a)?

Is the entity an employee benefit planIs the entity an employee benefit plan
(para. 8b)?(para. 8b)?

Is the entity consolidated by a substantiveIs the entity consolidated by a substantive
operating enterprise (SOE) (para. 8c)?operating enterprise (SOE) (para. 8c)?

Entity is not scoped out ofEntity is not scoped out of
interpretation – continueinterpretation – continue
consolidation analysisconsolidation analysis

SFAS 140 definesSFAS 140 defines
QSPEs and specifiesQSPEs and specifies
that transferors mustthat transferors must
not consolidate QSPEsnot consolidate QSPEs

Entity is scopedEntity is scoped
out ofout of

interpretation –interpretation –
do notdo not

consolidateconsolidate

Employee benefitEmployee benefit
plans are subject toplans are subject to
SFAS 87, 106 or 112SFAS 87, 106 or 112

The interpretationThe interpretation
provides definition ofprovides definition of
SOESOE

This prevents twoThis prevents two
enterprises fromenterprises from
consolidating theconsolidating the
same entitysame entity

NoNo

NoNo

NoNo

YesYes

YesYes

YesYes



Does the Entity Qualify to Be Evaluated forDoes the Entity Qualify to Be Evaluated for
Consolidation Based on Voting Rights?Consolidation Based on Voting Rights?

Do equity owners have ability to make decisions andDo equity owners have ability to make decisions and
manage activities of the entity (para. 9a)?manage activities of the entity (para. 9a)?

Is the owner’s equity investment at least equal to theIs the owner’s equity investment at least equal to the
amount of equity invested in a similar SOE amount of equity invested in a similar SOE (para. 9b, 11, 12)(para. 9b, 11, 12)??

Is equity investment subordinate to all other interests?Is equity investment subordinate to all other interests?
(para. 9c)?(para. 9c)?

Were assets exchanged for equity interest not subordinatedWere assets exchanged for equity interest not subordinated
beneficial interests in another SPE (para. 9d)?beneficial interests in another SPE (para. 9d)?

Was the equity investment not provided or financed by theWas the equity investment not provided or financed by the
entity or Variable Interest holders (para. 9e)?entity or Variable Interest holders (para. 9e)?

Is equity investment at leastIs equity investment at least
10% of entity’s total assets?10% of entity’s total assets?

Is equity investment > or =Is equity investment > or =
expected future losses?expected future losses?

Decision making mayDecision making may
be limited by governingbe limited by governing
documentsdocuments

Expected future lossesExpected future losses
is a probabilityis a probability
weighted estimateweighted estimate
excluding possibleexcluding possible
gainsgains

Equity investment mustEquity investment must
be first interest subjectbe first interest subject
to loss; its returnto loss; its return
should not be limited orshould not be limited or
guaranteedguaranteed

YesYes

ContinueContinue
consolidation analysisconsolidation analysisApply consolidation guidance in ARB 51/ FAS 94Apply consolidation guidance in ARB 51/ FAS 94

NoNo

YesYes

YesYes

YesYes

NoNo

YesYes

YesYes

YesYes

NoNo

NoNo

NoNo
InformationInformation

NoNo

NoNo

NoNo



Qualifying for ARB 51/ FAS 94Qualifying for ARB 51/ FAS 94

!! D&T Observations:D&T Observations:
"" Equity of the entityEquity of the entity

oo Must be equity in legal form (?)Must be equity in legal form (?)
oo Voting rights not shared with non-ownersVoting rights not shared with non-owners

"" Size of the equitySize of the equity
oo Do comparableDo comparable SOE’s SOE’s exist? exist?
oo Assessment is continuousAssessment is continuous
oo Losses may require more equity contributionsLosses may require more equity contributions

"" Equity absorbs first lossEquity absorbs first loss
oo RVGsRVGs,, TRSs TRSs, recourse are problems, recourse are problems

"" Equity ownersEquity owners
oo Owners cannot hold other interests (e.g.,Owners cannot hold other interests (e.g.,

subordinated debt)subordinated debt)



Does the Enterprise Hold a VariableDoes the Enterprise Hold a Variable
Interest (VI)?Interest (VI)?

Does the enterprise hold aDoes the enterprise hold a
variable interest? variable interest? (para. 13a)(para. 13a)

Definition of VI: Definition of VI: (para. 7 & 18)(para. 7 & 18)

"" Means of providing financial Means of providing financial
support to the entitysupport to the entity

"" Holders gain or lose from activities Holders gain or lose from activities
and events that change value of theand events that change value of the
entity’s net assetsentity’s net assets

"" Examples: Examples:
•• Voting equity interests Voting equity interests

•• Subordinated debt Subordinated debt

•• Guarantees / credit enhancements Guarantees / credit enhancements

•• Derivatives Derivatives

•• Certain service contracts (para. 19) Certain service contracts (para. 19)

ContinueContinue
consolidationconsolidation

analysisanalysis

Do notDo not
consolidateconsolidate

entityentity

YesYes NoNo



Is the Entity a FSPE and Does the EnterpriseIs the Entity a FSPE and Does the Enterprise
Not Provide Significant Financial Support?Not Provide Significant Financial Support?

Does the entity meet all of the conditions for a QSPE except:Does the entity meet all of the conditions for a QSPE except:

      a) Not restricted to acquiring assets from a transferor (e.g., maya) Not restricted to acquiring assets from a transferor (e.g., may
originate or purchase from market)originate or purchase from market)

    b) Not restricted from selling assets? (para. 22)    b) Not restricted from selling assets? (para. 22)

Is the entity restricted from holding equity securities except:Is the entity restricted from holding equity securities except:

      a) Only temporarily, anda) Only temporarily, and

    b) Obtained during collections? (para. 22)    b) Obtained during collections? (para. 22)

Does the enterprise meet more than one of the following:Does the enterprise meet more than one of the following:

      1) Has the power to purchase and sell assets for the entity1) Has the power to purchase and sell assets for the entity

    2) Provides a guarantee or other support to the entity    2) Provides a guarantee or other support to the entity

    3) Receives a fee that is not market-based? (para. 23)    3) Receives a fee that is not market-based? (para. 23)

Do not consolidate entityDo not consolidate entity

YesYes

YesYes

NoNo

Continue consolidation analysis forContinue consolidation analysis for
only those that meet 2 or moreonly those that meet 2 or more

NoNo

NoNo

YesYes

ContinueContinue
consolidationconsolidation

analysisanalysis



QSPE Criteria in SFAS 140 That AreQSPE Criteria in SFAS 140 That Are
Also Conditions for a FSPEAlso Conditions for a FSPE

!! SPE is demonstrably distinct from transferorSPE is demonstrably distinct from transferor

!! Permitted activities are limited, entirely specified atPermitted activities are limited, entirely specified at
inception, and only changed by third-partyinception, and only changed by third-party
beneficial interest (BI) holdersbeneficial interest (BI) holders

!! SPE may only hold:SPE may only hold:
"" Passive financial assetsPassive financial assets
"" Passive derivatives that pertain to third-party non-Passive derivatives that pertain to third-party non-

derivative BIsderivative BIs
"" GuaranteesGuarantees
"" Servicing rightsServicing rights
"" Nonfinancial assets from collections, temporarilyNonfinancial assets from collections, temporarily
"" Collected cash and investments pending distributionCollected cash and investments pending distribution



Is the Enterprise the Primary BeneficiaryIs the Enterprise the Primary Beneficiary
through a Controlling Financial Interest?through a Controlling Financial Interest?

Does the enterprise have all or a majority ofDoes the enterprise have all or a majority of
the VIs? (para. 13b, 13c)the VIs? (para. 13b, 13c)

Does the enterprise have a VI that is both:Does the enterprise have a VI that is both:

  a) A significant portion of the total   a) A significant portion of the total VIsVIs, and, and

  b) Significantly more than the VIs held by  b) Significantly more than the VIs held by
any other individual party? (para. 13c)any other individual party? (para. 13c)

Measuring VIs:Measuring VIs:

!!Relative size of VIRelative size of VI
should be determinedshould be determined
by comparing expectedby comparing expected
future losses from thefuture losses from the
interests (para. 20)interests (para. 20)

!!If expected futureIf expected future
losses are similar, thelosses are similar, the
subordinate interest issubordinate interest is
given more weightgiven more weight
(para. 20)(para. 20)

!!If neither isIf neither is
subordinate, thesubordinate, the
interest subject to theinterest subject to the
dominant risk is givendominant risk is given
more weight (para. 21)more weight (para. 21)

The enterpriseThe enterprise
is the primaryis the primary
beneficiary –beneficiary –
consolidateconsolidate
the entitythe entity

The enterprise is not theThe enterprise is not the
primary beneficiary – do notprimary beneficiary – do not

consolidate the entityconsolidate the entity

NoNo

NoNo

YesYes

YesYes



Variable InterestsVariable Interests

!! Enterprises must treat VIs held by certain others as itsEnterprises must treat VIs held by certain others as its
own in determining if it’s the primary beneficiary (PB)own in determining if it’s the primary beneficiary (PB)
"" Related parties (SFAS 57)Related parties (SFAS 57)
"" Agents and defacto agentsAgents and defacto agents
"" Consolidated SPEsConsolidated SPEs
"" Parties that cannot operate without significant support from theParties that cannot operate without significant support from the

enterpriseenterprise
"" Parties that received its VI as a contribution from the enterpriseParties that received its VI as a contribution from the enterprise

!! If combined VI of two or more parties is the PB, theIf combined VI of two or more parties is the PB, the
following hierarchy determines which partyfollowing hierarchy determines which party
consolidates:consolidates:
"" The party that is an SOEThe party that is an SOE
"" The principal (not the agent)The principal (not the agent)
"" Has activities most closely associated with the entityHas activities most closely associated with the entity
"" Has largest VIHas largest VI



Other ProvisionsOther Provisions

!! Silos:Silos:
"" IfIf the enterprise’s rights and obligations are the enterprise’s rights and obligations are

restricted to specifically identified assets andrestricted to specifically identified assets and
creditor’s interests apply equally to assets--creditor’s interests apply equally to assets--
ThenThen treat the identified assets and portions of treat the identified assets and portions of
liabilities as a separate SPEliabilities as a separate SPE

!! Examples:Examples:
"" Multi-seller commercial paper conduitMulti-seller commercial paper conduit

"" Multi-seller lessorMulti-seller lessor



Other ProvisionsOther Provisions

!! Continuous assessment:Continuous assessment:

"" Must assess consolidation at each reportingMust assess consolidation at each reporting
datedate

"" If subsequently must consolidate, initiallyIf subsequently must consolidate, initially
record all items at fair valuerecord all items at fair value

oo Similar to paragraph 55 of SFAS 140 and EITF 02-9Similar to paragraph 55 of SFAS 140 and EITF 02-9

"" Restatements of prior periods is prohibitedRestatements of prior periods is prohibited



DisclosuresDisclosures

!! PB should disclose:PB should disclose:
"" Carrying amount and classification of the entity’sCarrying amount and classification of the entity’s

assets that collateralize the entity’s obligationsassets that collateralize the entity’s obligations

"" Restrictions on recourse from entity’s creditorsRestrictions on recourse from entity’s creditors
to the PBto the PB

!! Other enterprises that provide services toOther enterprises that provide services to
the entity should disclose:the entity should disclose:
"" Assets and liabilities of the entity and purpose ofAssets and liabilities of the entity and purpose of

the entitythe entity



Effective Date and TransitionEffective Date and Transition

!! Effective dateEffective date
"" Apply immediately to entities created after finalApply immediately to entities created after final

interpretation is issuedinterpretation is issued
"" For all other entities, apply as of beginning of first fiscalFor all other entities, apply as of beginning of first fiscal

period beginning after 3/15/03 (e.g., 4/1/03 for calendarperiod beginning after 3/15/03 (e.g., 4/1/03 for calendar
year-end companies)year-end companies)

"" Early application is encouragedEarly application is encouraged

!! TransitionTransition
"" If must consolidate –If must consolidate –

oo initially recognize assets, liabilities and minorityinitially recognize assets, liabilities and minority
interests at fair valueinterests at fair value

oo Difference between fair values and net book valueDifference between fair values and net book value
reported similar to cumulative effectreported similar to cumulative effect

"" Proforma disclosure for prior periods is encouragedProforma disclosure for prior periods is encouraged


