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Overview
On November 3, 2011, the FASB issued a proposed ASU1 that would provide guidance 
on assessing whether a decision maker is a principal or an agent when performing a 
consolidation analysis. In addition, the proposal would:

•	 Amend	the	criteria	for	determining	whether	(1)	an	entity	is	a	variable	interest	
entity	(VIE)	and	(2)	a	reporting	entity	is	the	VIE’s	primary	beneficiary.

•	 Revise	the	definitions	of	protective	rights,	participating	rights,	and	kickout	rights.	
In	particular,	the	proposal	would	align	the	analysis	of	these	rights	under	the	VIE,	
voting interest, and partnership models in ASC 810-10.2

•	 Amend	the	guidance	on	assessing	partnerships	for	consolidation	(in	particular,	
whether	the	general	partner	consolidates	a	limited	partnership)	and	move	this	
guidance from ASC 810-20 to ASC 810-10.

•	 Eliminate	the	indefinite	deferral	in	ASU	2010-103 for interests in certain entities.

While	the	FASB’s	consolidation	project	was	initially	intended	to	address	interests	in	
investment	fund	entities	that	qualified	for	the	deferral	in	ASU	2010-10,	the	proposed	
guidance may affect the consolidation conclusion for all entities evaluated under  
ASC 810-10. 

Comments on the proposed ASU are due by January 17, 2012.

Update — December 9, 2011: At its meeting yesterday, the FASB extended the 
comment letter deadline to February 15, 2012.

Editor’s Note:	In	February	2010,	the	FASB	issued	ASU	2010-10,	which	indefinitely	
deferred the effective date of the amendments to ASC 810-10 made by ASU 
2009-174	for	a	reporting	entity’s	interest	in	certain	entities.	Currently,	entities	that	
qualify	for	the	deferral	are	evaluated	by	using	the	VIE	model	under	Interpretation	
46(R)5	(i.e.,	before	the	amendments	by	ASU	2009-17),	while	entities	that	do	not	
qualify for the deferral must be evaluated under the amendments in ASU 2009-17. 
Under the proposed ASU, this deferral would be eliminated and all entities would 
be evaluated under the same revised guidance. Such entities would include money 
market	funds	that	historically	qualified	for	the	deferral.
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1 FASB Proposed Accounting Standards Update, Principal	Versus	Agent	Analysis.
2 For titles of FASB	Accounting	Standards	Codification	(ASC)	references,	see	Deloitte’s	“Titles of Topics and Subtopics in the 

FASB	Accounting	Standards	Codification.”
3 FASB Accounting Standards Update No. 2010-10, Amendments for Certain Investment Funds.
4 FASB Accounting Standards Update No. 2009-17, Improvements	to	Financial	Reporting	by	Enterprises	Involved	With	Variable	

Interest	Entities.
5	 FASB	Interpretation	No.	46(R),	Consolidation	of	Variable	Interest	Entities.

http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=1175823251898&blobheader=application%2Fpdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Content/Articles/AERS/Accounting-Standards-Communications/us_assur_Titles_of_Cod_Topics_Subtopics.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Content/Articles/AERS/Accounting-Standards-Communications/us_assur_Titles_of_Cod_Topics_Subtopics.pdf


2

Principal-Versus-Agent Assessment
The proposed ASU contains a single model for qualitatively assessing whether a decision 
maker	(or	general	partner)	is	a	principal	or	an	agent.	This	assessment	would	focus	on	
three factors, which would be evaluated on the basis of the purpose and design of the 
entity:

•	 Rights	held	by	other	parties.

•	 The	decision	maker’s	compensation.

•	 Exposure	to	variability	of	returns	from	other	interests	held	by	the	decision	maker.

This	assessment	should	take	into	account	a	decision	maker’s	direct	interests	in	the	entity	
as well as the indirect interests the decision maker holds through its related parties.  
A reporting entity would also need to reconsider whether a decision maker is using its 
power as a principal or an agent when there has been a change in the purpose and 
design of the entity. 

Editor’s Note:	Under	the	current	VIE	model	in	ASC	810-10,	a	decision	maker	
would	consider	whether	it	has	a	variable	interest	in	a	VIE	by	evaluating	the	criteria	in	
ASC	810-10-55-37	(formerly	paragraph	B22	of	Statement	1676).	The	FASB	believed	
(as	stated	in	paragraph	A76	of	the	Basis	for	Conclusions	of	Statement	167)	that	if	
a	decision	maker	has	a	variable	interest	in	a	VIE	on	the	basis	of	these	criteria,	the	
decision	maker	is	not	solely	acting	in	a	fiduciary	capacity	and	may	be	required	to	
consolidate	the	VIE	if	it	has	both	the	power	to	direct	the	most	significant	activities	
of	the	VIE	and	economic	exposure	that	could	potentially	be	significant	to	the	VIE.	
While the proposed ASU would retain the criteria in ASC 810-10-55-37 for assessing 
whether a decision maker has a variable interest in an entity, it would make some 
amendments	to	them,	including	eliminating	the	criterion	in	ASC	810-10-55-37(b)	
under which a reporting entity focuses on the level of seniority of a fee. However, 
to	determine	whether	a	decision	maker	is	acting	in	a	fiduciary	(agent)	capacity,	the	
reporting entity must also perform the principal-versus-agent analysis outlined above.

Rights Held by Other Parties
Under the proposed ASU, rights held by other parties may affect whether a decision 
maker	is	a	principal	or	an	agent.	Specifically,	the	proposal	notes	that	“[s]ubstantive	
kick-out rights or participating rights may indicate that the decision maker is an agent 
rather	than	a	principal.”	This	criterion	focuses	on	substantive	removal	rights	(i.e.,	kickout	
rights)	and	participating	rights	that	restrict	a	decision	maker’s	discretion.	

As	with	the	current	VIE	model	in	ASC	810-10,	substantive	kickout	or	participating	
rights	held	by	a	single	party	(including	related	parties)	would,	in	isolation,	indicate	that	
the decision maker is an agent. However, the proposed ASU indicates that kickout or 
participating rights that require the agreement of multiple parties to be exercised may 
still be deemed substantive and should be considered in the overall analysis of whether 
a	decision	maker	is	a	principal	or	an	agent	(although	they	would	not,	in	isolation,	be	
conclusive).	The	proposed	ASU	indicates	that	when	evaluating	a	decision	maker’s	
capacity, reporting entities should place less weight on the rights held by others as the 
following increase: 

•	 The	number	of	unrelated	parties	that	have	to	act	together	to	exercise	such	
rights.

•	 The	magnitude	and	variability	associated	with	the	compensation	and	other	
interests held by the decision maker.

•	 The	disparity	in	economics	of	the	decision	maker	and	the	parties	holding	the	
kickout or participating rights. 

The proposed ASU 
contains a single 
model for 
qualitatively 
assessing whether a 
decision maker (or 
general partner) is a 
principal or an agent.

6 FASB Statement No. 167, Amendments	to	FASB	Interpretation	No.	46(R).
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Reporting	entities	also	should	consider	rights	exercisable	by	the	entity’s	independent	
board	of	directors	or	other	governing	body,	which	“are	more	likely	to	indicate	that	a	
decision maker is not a principal than if the same rights were exercisable individually by 
a	significant	number	of	unrelated	parties.”	However,	rights	held	by	a	board	of	directors	
would	not,	in	isolation,	be	determinative	unless	a	single	party	(including	related	parties)	
controls the board of directors.

Decision Maker’s Compensation 
When	evaluating	the	capacity	of	a	decision	maker	(i.e.,	either	as	a	principal	or	an	agent),	
reporting entities also should consider the compensation the decision maker is entitled to, 
including the magnitude and variability of that compensation. The greater the magnitude 
and variability, the more likely the decision maker is a principal. In performing this 
analysis, the reporting entity should also consider whether:

•	 “The	compensation	of	the	decision	maker	is	commensurate	with	the	services	
provided.”

•	 “Its	compensation	agreement	includes	only	terms,	conditions,	or	amounts	that	
are customarily present in arrangements for similar services negotiated on an 
arm’s-length	basis.”

While these factors would not conclusively demonstrate that the decision maker is an 
agent, the absence of one or both of these factors would strongly indicate that the 
decision maker is a principal.

Exposure to Variability in Returns From Other Interests
Under	the	proposed	ASU,	a	decision	maker’s	other	interests	in	an	entity	(such	as	
investments	or	guarantees)	would	be	considered	in	the	analysis	of	whether	the	decision	
maker is a principal or an agent. When weighing this factor in the overall analysis, 
reporting	entities	should	consider	the	decision	maker’s	exposure	to	variability	of	returns	
from holding these other interests, including:

•	 “Whether	the	magnitude	of,	and	variability	associated	with,	the	decision	
maker’s	economic	interests,	considering	its	compensation	and	other	interests	in	
aggregate, makes it more likely that the decision maker is a principal.”

•	 “Whether	the	decision	maker’s	exposure	to	variability	of	returns	is	more	
than that of the other investors. This may exist when a decision maker holds 
subordinated investments in, or provides other forms of credit enhancement to, 
an entity. For example, a 5 percent pro rata interest in an entity would be less 
indicative of a principal relationship than a 5 percent subordinated interest in  
an entity.”

•	 “Whether	the	decision	maker’s	exposure	to	positive	and	negative	returns	(for	
example,	an	equity	interest	or	a	guarantee)	makes	it	more	likely	to	be	a	principal.	
In contrast, an interest that exposes the decision maker to only positive returns, 
when considering the magnitude and variability of the interest, would be less 
indicative of a principal relationship.”  

•	 “The	decision	maker’s	maximum	exposure	to	losses	of	the	entity.	Although	the	
decision	maker’s	exposure	is	evaluated	primarily	on	the	basis	of	returns	expected	
from the activities of an entity, that evaluation also shall consider its maximum 
exposure to losses of the entity.”

Editor’s Note:	The	proposed	ASU’s	implementation	guidance	includes	a	number	of	
examples	illustrating	the	application	of	the	proposed	guidance	(see	the	appendix for 
a	summary	of	these	examples).	In	addition,	the	examples	from	ASU	2009-17	(codified	
in	ASC	810-10-55)	have	been	updated	to	reflect	the	revised	analysis.
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The proposed 
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change the 
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and participating 
rights for all types of 
entities.

Implications of Proposed Amendments
The	amendments	in	the	proposed	ASU	may	affect	a	reporting	entity’s	conclusion	about	
whether it is required to consolidate another entity, including voting interest entities and 
partnerships.	This	is	because	the	proposed	amendments	would	change	the	definition	of	a	
VIE	and	the	criteria	for	determining	a	VIE’s	primary	beneficiary.	In	addition,	the	proposed	
amendments would change the evaluation of kickout and participating rights for all 
types of entities. Finally, the proposed amendments would change the requirements for 
determining whether a general partner controls a limited partnership. ASC 810-10-05-6 
(as	amended	by	the	proposed	ASU)	contains	a	flowchart	for	entities	to	use	in	assessing	
which model in ASC 810-10 to apply when performing the consolidation assessment.

Changes in Definition of a VIE and Primary Beneficiary
Currently, ASC 810-10-15-14 prescribes three conditions for assessing whether a legal 
entity	is	a	VIE.	The	proposed	ASU	would	amend	the	second	condition	related	to	the	
decision-making ability of the equity holders to conform to the guidance on assessing 
whether a decision maker is a principal or an agent. 

In	addition	to	the	assessment	of	whether	a	legal	entity	is	a	VIE,	the	proposed	ASU	would	
amend	the	guidance	on	determining	which	party	is	the	primary	beneficiary	of	(and	thus	
should	consolidate)	a	VIE.	Under	the	proposed	guidance,	a	reporting	entity	would	have	a	
controlling	financial	interest	in	a	VIE	if	it	has	both:

•	 “The	power	to	direct	the	activities	of	a	VIE	that	most	significantly	impact	the	
VIE’s	economic	performance.”

•	 “The	obligation	to	absorb	losses	of	the	VIE	or	the	right	to	receive	benefits	from	
the	VIE.”

When	assessing	whether	it	has	the	power	to	direct	the	most	significant	activities,	the	
reporting	entity	would	need	to	evaluate	“whether	it	has	the	ability	to	use	its	decision-
making authority as a principal or an agent.” The proposed ASU would also remove the 
notion that kickout rights may only be considered when held by a single party.

Editor’s Note: Although the consolidation conclusions may not change for 
many entities, an updated analysis based on the revised guidance will need to be 
performed. Accordingly, all reporting entities will need to reevaluate their assessment 
of	whether	(1)	an	entity	is	a	VIE	and	(2)	the	reporting	entity	is	the	VIE’s	primary	
beneficiary.

Assessing Kickout Rights, Participating Rights, and Protective Rights
The	proposed	ASU	amends	the	definitions	of	kickout	rights,	participating	rights,	and	
protective	rights.	A	reporting	entity	would	use	the	amended	definitions	when	assessing	
(1)	whether	a	decision	maker	is	a	principal	or	an	agent	under	both	the	VIE	model	and	the	
partnership	model	and	(2)	whether	rights	held	by	noncontrolling	interest	holders	would	
overcome	the	presumption	of	consolidation	by	the	investor	with	the	majority	voting	
interest under the voting interest model.   

Amendments to Partnership Model
The proposed ASU would also amend the guidance on partnerships and similar entities. 
Under	the	current	model	in	ASC	810-20,	a	general	partner	is	presumed	to	control	(and	
therefore	consolidate)	a	limited	partnership	unless	the	limited	partners	have	either	 
(1)	“[t]he	substantive	ability	to	dissolve	(liquidate)	the	limited	partnership	or	otherwise	
remove	the	general	partners	without	cause	(as	distinguished	from	with	cause)”	or	 
(2)	“[s]ubstantive	participating	rights.”	Under	the	proposed	model,	a	general	partner	
would determine whether it should consolidate the partnership by evaluating whether it 
has the ability to use its decision-making authority in a principal or an agent capacity.
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Editor’s Note: The proposed ASU would allow a general partner to consider the 
magnitude of its economic interest when assessing whether it has a controlling 
interest in the limited partnership. In addition, removal rights requiring the agreement 
of multiple parties would not, in isolation, allow a general partner to conclude that it 
is an agent of the limited partners.

Convergence With IFRSs
The	consolidation	project	began	as	a	joint	project	between	the	FASB	and	IASB	to	develop	
improved,	converged	consolidation	standards	that	would	apply	to	all	entities	(i.e.,	VIEs,	
voting	interest	entities,	and	investment	companies).	However,	the	boards	ultimately	
decided not to converge on all aspects of this topic, mainly because of differences 
regarding	“control	with	less	than	a	majority	of	the	voting	rights”	and	the	consideration	of	
“potential	voting	rights.”

In	May	2011,	the	IASB	issued	new	and	amended	guidance	on	consolidated	financial	
statements,	joint	arrangements,	and	disclosures	of	interests	in	other	entities.	Each	of	the	
standards	in	the	“package	of	five”	is	effective	for	annual	periods	beginning	on	or	after	
January 1, 2013; earlier application is permitted as long as each of the other standards  
in	this	group	is	also	early	applied.	For	more	information,	see	Deloitte’s	May	27,	2011,	
Heads Up.

Editor’s Note:	IFRS	107 also introduces guidance on assessing whether an entity 
with decision-making rights is a principal or an agent. This guidance is similar, but not 
identical, to that in the proposed ASU. Because the FASB will redeliberate its proposed 
guidance on the basis of the feedback it receives, it is not possible to tell whether the 
guidance	under	U.S.	GAAP	will	be	consistent	with	that	in	IFRS	10	until	the	FASB	issues	
a	final	ASU.

Transition and Next Steps
The proposed ASU does not contain an effective date because the FASB plans to decide 
on an effective date as part of its redeliberations. The transition provisions would 
effectively be consistent with those in ASU 2009-17 and would therefore include the 
following: 

•	 If	an	entity	is	required	to	consolidate	a	VIE	as	a	result	of	the	proposed	guidance,	
the	assets,	liabilities,	and	noncontrolling	interests	of	the	VIE	should	be	recorded	
at their carrying value as if the guidance was effective when the conditions for 
consolidation	were	first	met.	If	it	is	not	practicable	to	determine	carrying	values,	
amounts should be recorded at fair value on the date the revised requirements 
first	apply.	

•	 The	fair	value	option	can	be	elected	in	transition	if	it	is	elected	for	all	of	the	VIE’s	
eligible	financial	assets	and	liabilities.	

•	 If	an	entity	is	required	to	deconsolidate	a	VIE	as	a	result	of	the	proposed	
guidance,	the	entity’s	retained	interest	should	be	recorded	at	the	amount	that	
would have been recorded if the proposed guidance had been effective at the 
time	the	entity	initially	became	involved	with	or	no	longer	controlled	the	VIE.

•	 Comparative	information	can	be	restated	for	one	or	more	years,	with	a	
cumulative-effect	adjustment	to	opening	retained	earnings	for	the	first	period	
subject	to	restatement.

Though the 
consolidation project 
began as a joint 
project between the 
FASB and IASB to 
develop improved, 
converged 
consolidation 
standards that would 
apply to all entities, 
the boards 
ultimately decided 
not to converge on 
all aspects of this 
topic.

7	 IFRS	10,	Consolidated Financial Statements.

https://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/8ac406b1aa230310VgnVCM3000001c56f00aRCRD.htm
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Appendix — Implementation Examples

The	following	examples	(summarized	on	the	basis	of	the	examples	in	the	proposed	ASU)	contain	implementation	guidance	on	
assessing whether a decision maker is a principal or an agent. 

Example From the 
Proposed ASU

Summary of Significant Facts Excerpts From Analysis in the 
Proposed ASU

Conclusion in the 
Proposed ASU

Case A: Investment Fund 
— Large Capital Fund

•	 The	fund	manager	holds	a	10	percent	pro	
rata investment and receives an annual fee 
of 1 percent of the net asset value of the 
fund.

•	 The	fee	is	commensurate	with	the	services	
provided and the fund manager has no 
additional obligation to fund losses.

•	 Third-party	investors	do	not	hold	
participating or removal rights and there is 
no board of directors.

•	 “The	fund	manager,	as	a	10	percent	equity	
holder, has the obligation to absorb losses 
and	the	right	to	receive	benefits	from	the	
fund.” 

•	 This	“investment	aligns	its	economic	
exposure to positive and negative returns 
with the other third-party investors because 
all the equity investors share proportionately 
in the gains or losses of the entity.” 

•	 “The	fund	manager’s	10	percent	investment	
does not provide any credit or other 
enhancements to the third-party investors.”

The fund manager 
is using its decision-
making authority in an 
agent capacity.

Case B: Investment Fund — 
Performance-Based Fees

•	 “The	fund	manager	is	paid	an	annual	fixed	
fee equal to 2 percent of the assets under 
management and a performance-based 
fee	of	20	percent	of	the	fund’s	profits	if	a	
specified	annual	profit	level	is	achieved.	The	
fees are considered commensurate with the 
services provided.”

•	 “The	fund	manager	does	not	hold	any	other	
interest in the fund and is not obligated to 
compensate the investors for any losses.”

•	 Third-party	investors	do	not	hold	
participating or removal rights and there is 
no board of directors.

•	 “Although	the	fees	might	influence	the	
decision	maker’s	actions	and	expose	it	to	
variability of returns that is different from 
that of the other investors, they do not 
expose the decision maker to negative 
returns.”

•	 “When	evaluating	the	annual	fee	.	.	.	
and the performance-based fee . . . , the 
evaluation	would	consider	the	fund’s	total	
anticipated economic performance.”

The fund manager 
is using its decision-
making authority in an 
agent capacity.

Case C: Investment Fund — 
Performance-Based Fees 
and Additional Interests

•	 “The	fund	manager	is	paid	an	annual	fixed	
fee equal to 2 percent of the assets under 
management and a performance-based 
fee	of	20	percent	of	the	fund’s	profits	if	a	
specified	annual	profit	level	is	achieved.	The	
fees are commensurate with the services 
provided.”

•	 “The	fund	manager	also	holds	a	20	percent	
pro	rata	investment	in	the	fund	[and]	does	
not have any obligation to compensate 
the fund for losses beyond its 20 percent 
investment.”

•	 Third-party	investors	do	not	hold	
participating or removal rights and there is 
no board of directors. 

•	 “When	evaluating	the	annual	fee	.	.	.	
and the performance-based fee . . . , the 
evaluation	would	consider	the	fund’s	
anticipated economic performance.”

•	 “The	fund	manager,	as	a	20	percent	equity	
holder, has the obligation to absorb losses 
and	the	right	to	receive	benefits	of	the	
fund.”

•	 “The	fund	manager’s	investment	aligns	its	
economic exposure to positive and negative 
returns with the other third-party investors 
because all the equity investors share 
proportionately in the gains or losses of the 
funds.”

•	 “The	fund	manager’s	20	percent	investment	
does not provide any credit or other 
enhancements to the third-party investors.”

•	 “The	level	of	economic	variability	that	the	
fund manager is exposed to through equity 
interests, relative to the returns expected 
from the activities of the entity, indicates 
that the fund manager is using its decision-
making authority . . . in a principal capacity.”

The fund manager 
is using its decision-
making authority in a 
principal capacity.
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Example From the 
Proposed ASU

Summary of Significant Facts Excerpts From Analysis in the 
Proposed ASU

Conclusion in the 
Proposed ASU

Case D: Investment Fund 
— Board of Directors

•	 “The	fund	manager	is	paid	an	annual	fixed	
fee equal to 2 percent of the assets under 
management and a performance-based 
fee	of	20	percent	of	the	fund’s	profits	if	a	
specified	annual	profit	level	is	achieved.	The	
fees are commensurate with the services 
provided.”

•	 “The	fund	manager	also	holds	a	20	percent	
pro	rata	investment	in	the	fund	[and]	does	
not have any obligation to compensate 
the fund for losses beyond its 20 percent 
investment.”

•	 “The	fund	has	a	board	of	seven	directors,	
all of whose members are independent of 
the fund manager and appointed by other 
investors.” The board annually renews the 
fund	manager’s	contract.	If	a	simple	majority	
of the board members decides not to renew 
the	fund	manager’s	contract,	the	services	
performed can be performed by other 
managers in the industry.

•	 “The	fund	manager,	as	a	20	percent	equity	
holder, has the obligation to absorb losses 
and	the	right	to	receive	benefits	from	the	
fund.”

•	 “The	fund	manager’s	investment	aligns	its	
economic exposure to positive and negative 
returns with the other third-party investors 
because all the equity investors share 
proportionately in the gains or losses of the 
funds.”

•	 “The	fund	manager’s	20	percent	investment	
does not provide any credit or other 
enhancements to the third-party investors.”

•	 “The	level	of	economic	variability	that	the	
fund manager is exposed to through its 
equity interests and fees, relative to the 
returns expected from the activities of the 
entity, indicates that the fund manager is 
using its decision-making authority . . . in a 
principal capacity.”

•	 “The	third-party	investors,	through	the	
independent board of directors, have the 
power to remove the fund manager. These 
removal rights are considered substantive 
because	there	are	no	significant	barriers	
to the exercise of those rights.” The board 
of	director’s	ability	to	remove	the	fund	
manager indicates that the fund manager is 
not a principal.

The fund manager 
is using its decision-
making authority in an 
agent capacity.

Case E: Asset-Backed 
Collateralized Debt 
Obligation

•	 The	entity	issues	$90	of	AAA-rated	fixed-
rate	debt	securities,	$6	of	BB-rated	fixed-rate	
debt	securities,	and	$4	of	equity.	“The	equity	
tranche	was	designed	to	absorb	the	first	
dollar risk of loss related to credit risk and 
interest rate risk and to receive any residual 
returns.”

•	 “All	debt	securities	.	.	.	are	held	by	third-
party investors. The equity tranche is held 
35 percent by the fund manager and 65 
percent by a third-party investor.”

•	 The	assets	of	the	fund	are	managed	within	
defined	parameters.	“If	the	average	rating	of	
the	portfolio	declines,	the	fund’s	governing	
documents	require	that	the	manager’s	
discretion in managing the portfolio be 
curtailed.”

•	 “[T]he	manager	earns	a	base,	fixed	fee,	
and a performance-based fee in which it 
receives	a	portion	of	the	fund’s	profit	above	
a targeted return. The fees are considered 
commensurate with the services provided.”

•	 “The	manager	can	be	removed,	without	
cause,	by	a	simple	majority	decision	of	the	
AAA-rated debt holders”; however, the debt 
holders are widely disbursed and no one 
party has the unilateral ability to remove the 
manager.	Upon	removal,	“the	manager	will	
continue to hold a 35 percent equity interest 
in	the	VIE.”

•	 “The	fund	manager’s	35	percent	interest	in	
the equity tranche is designed to absorb a 
portion	of	the	first	dollar	risk	of	loss	.	.	.	and	
to receive any residual returns.” 

•	 	“The	fund	manager,	as	the	35	percent	
equity tranche holder, has the obligation 
to absorb losses and the right to 
receive	benefits	of	the	fund	that	are	
disproportionate from the other AAA-rated 
debt	holders’	exposure.	Although	the	fund	
manager’s	economic	exposure	is	evaluated	
primarily on the basis of returns expected 
from the activities of the fund, the purpose 
of its subordinated interest is to absorb 35 
percent	of	the	first	dollar	risk	of	loss	and	to	
receive	35	percent	of	any	residual	benefits.	
Therefore, the evaluation should not ignore 
the	fund	manager’s	maximum	exposure	
to losses of the fund through its equity 
interest.”

•	 The	removal	rights	held	by	the	debt	holders	
would receive less weight because the 
debt	holders	are	widely	dispersed	and	“the	
disparity	between	the	fund	manager’s	35	
percent subordinated equity interest and the 
AAA-rated debt holders would diminish the 
relevance of the kick-out rights.”

The fund manager 
is using its decision-
making authority in a 
principal capacity.
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Example From the 
Proposed ASU

Summary of Significant Facts Excerpts From Analysis in the 
Proposed ASU

Conclusion in the 
Proposed ASU

Case F: Commercial Paper 
Conduit

•	 “The	entity	is	financed	with	$98	of	AAA-
rated	fixed-rate	short-term	debt	with	a	
3-month	maturity	and	$2	of	subordinated	
notes	[that]	were	designed	to	absorb	the	
first	dollar	risk	of	loss	related	to	credit.”

•	 “The	entity	uses	the	proceeds	to	purchase	
a portfolio of medium-term assets with 
average tenors of three years.”

•	 	“The	sponsor	of	the	entity	provides	credit	
enhancement in the form of a letter of 
credit	equal	to	5	percent	of	the	entity’s	
assets, and it provides a liquidity facility to 
fund	the	cash	flow	shortfalls	on	100	percent	
of the short-term debt.”

•	 “A	credit	default	.	.	.	is	absorbed	.	.	.	[f]irst	by	
the	subordinated	note	holders[;]	second	by	
the	sponsor’s	letter	of	credit[;	and]	third	by	
the short-term debt holders.”

•	 “For	providing	credit	and	liquidity	facilities	
and management services, the sponsor 
receives	a	fixed	fee	calculated	as	an	annual	
percentage of the asset value.”

•	 “The	short-term	debt	holders	and	the	
subordinated note holders have no voting 
rights.”

•	 “The	sponsor	determined	that	it	has	the	
implicit	financial	responsibility	to	ensure	that	
the entity operates as designed in order 
to manage the risk to its reputation in the 
marketplace.”

•	 “The	sponsor	would	consider	its	implicit	
variable	interest	to	absorb	the	first	dollar	
risk of loss related to credit, liquidity, market 
value, and interest rate risk. Therefore, 
the evaluation also should consider the 
sponsor’s	maximum	exposure	to	losses	of	
the entity through its implicit obligation.”

The sponsor is using 
its decision-making 
authority in a principal 
capacity.
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