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Introduction
On April 29, the FASB issued ASU 2011-03,1 which eliminates from U.S. GAAP the 
requirement for entities to consider whether a transferor (i.e., seller) has the ability to 
repurchase the financial assets in a repurchase agreement (“repo”). Such requirement was 
one of the criteria under ASC 8602 that entities used to determine whether the transferor 
maintained effective control. Although entities must consider all the effective-control 
criteria under ASC 860, the elimination of this requirement may lead to more conclusions 
that a repo arrangement should be accounted for as a secured borrowing rather than as 
a sale. 

This Heads Up summarizes the key provisions of the ASU.

Editor’s Note: The FASB undertook the repurchase agreements project in the 
aftermath of the global credit crisis because many capital market participants 
questioned whether the ability to repurchase or redeem financial assets, and the 
related collateral maintenance guidance in U.S. GAAP, were relevant to a entity’s 
assessment of effective control over transferred financial assets in repos. The FASB 
ultimately determined that an assessment of effective control should focus on a 
transferor’s contractual rights and obligations with respect to transferred financial 
assets and not on whether the transferor has the practical ability to exercise those 
rights or honor those obligations.

Background
Repos can take different forms. In one type, the entity (1) transfers financial assets to a 
purchaser and receives cash and (2) promises to repurchase the same (or substantially 
the same) financial assets on a future date and at a specified price. In essence, the entity 
“borrows” cash equal to the sales price of the financial assets and has the obligation 
to return that cash (i.e., repurchase the financial asset) on a future date. The difference 
between the initial sales price and the specified repurchase price represents interest 
expense for the entity for the use of funds. In these transactions, the financial assets 
held by the purchaser effectively “collateralize” the entity’s debt (i.e., the obligation to 
repurchase the financial assets in the future). Whether to account for such a transaction 
as a sale or a secured borrowing depends on whether the entity meets certain criteria in 
ASC 860. 
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1 FASB Accounting Standards Update No. 2011-03, Reconsideration of Effective Control for Repurchase Agreements.
2 FASB Accounting Standards Codification Topic 860, Transfers and Servicing.
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Under ASC 860, an entity that maintains effective control over transferred financial assets 
must account for the transfer as a secured borrowing rather than as a sale. Further, 
ASC 860 states that an entity maintains effective control in a repo if certain criteria are 
met. One of these criteria indicates that an entity maintains effective control over a 
financial asset when the transferor “is able to repurchase or redeem [the financial asset] 
on substantially the agreed terms, even in the event of default by the transferee.” To 
comply with this criterion, the entity must maintain cash or sufficient collateral “to fund 
substantially all of the cost of purchasing replacement financial assets from others.” 
An entity that meets this criterion (and other criteria discussed in ASC 860-10-40-24) 
maintains effective control over the transferred financial assets and must account for the 
transfer as a secured borrowing. An entity that does not meet this criterion would need to 
account for the transfer of financial assets as a sale if it meets other criteria in ASC 860.3

Overview of the Proposed Changes
The ASU removes from the assessment of effective control the criterion requiring the 
transferor to have the ability to repurchase or redeem the financial assets on substantially 
the agreed terms, even in the event of default by the transferee. The ASU does not 
change the other criteria in ASC 860 used in the assessment of effective control. 
Accordingly, upon the adoption of the ASU’s guidance, a transferor in a repo transaction 
is deemed to have effective control (i.e., account for the repo as a secured borrowing) if 
the following three conditions in ASC 860-10-40-24 are met:

•	 “The	financial	assets	to	be	repurchased	or	redeemed	are	the	same	or	
substantially the same as those transferred.”

•	 “The	agreement	is	to	repurchase	or	redeem	them	before	maturity,	at	a	fixed	or	
determinable price.”

•	 “The	agreement	is	entered	into	contemporaneously	with,	or	in	contemplation	of,	
the transfer.”

Effective Date and Transition
The guidance in the ASU is effective prospectively for transactions, or modifications of 
existing transactions, that occur on or after the first interim or annual period beginning on 
or after December 15, 2011. For example, a calendar-year-end entity will be required to 
apply the new guidance as of January 1, 2012. Early adoption is not permitted.

Editor’s Note: The FASB’s decision to require prospective application of the new 
guidance grandfathers the existing accounting treatment for repos that are entered 
into before the effective of date of the ASU. For repos that are transacted under a 
master agreement (e.g., an umbrella agreement) before the effective date of the 
ASU, entities are required to continue to consider the transferor’s ability criterion in 
evaluating effective control over financial assets that are transferred. For transactions 
that occur under the same master agreement after the effective date of the ASU, 
entities are required to follow the requirements of the ASU and thus exclude the 
transferor’s ability criterion from an effective control assessment.
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3 That is, the criteria in ASC 860-10-40-5 related to the legal isolation of transferred financial assets and the transferee’s rights 
to pledge or exchange those assets.
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