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On December 4, 2009, the FASB issued an exposure draft (ED) of a proposed Accounting
Standards Update (ASU), Amendments to Statement 167 for Certain Investment Funds.
The proposed ASU would defer the effective date of Statement 167" for a reporting
enterprise’s interest in certain entities. The proposed ASU is meant to address concerns
that the IASB’s proposed consolidation model may result in a different consolidation
conclusion for asset managers. The proposed ASU is also meant to address the

concerns of financial statement users about the usefulness of the financial statements of
investment managers if the investment managers were required to consolidate certain
investment funds. The proposed ASU would also provide a deferral for certain money
market mutual funds. Finally, the proposed ASU amends certain provisions of paragraph
B22 of Interpretation 46(R),? as amended by Statement 167, to change how a decision
maker or service provider determines whether its fee is a variable interest.

Comments on the ED are due by January 6, 2010. If finalized, the ASU would be effective
as of the beginning of the first annual period that begins after November 15, 2009, and
for interim periods within that first annual reporting period. The effective date coincides
with the effective date of Statement 167. Early application would not be permitted.

Editor's Note: Although the Statement 167 amendments have not yet been
included in the FASB Accounting Standards Codification (the “Codification”), the ED's
amendments are based on the amendments that Statement 167 will make to the
Codification.

Key Provisions

The proposed ASU would indefinitely defer the application of Statement 167 for a
reporting enterprise’s interest in an entity if all of the following conditions are met:

« The entity either has all of the attributes specified in paragraphs 15-2(a)—(d) of
ASC 946-10° or it is an entity for which it is industry practice to apply guidance that
is consistent with the measurement principles in ASC 946 for financial reporting
purposes.

« The reporting enterprise does not have an obligation to fund losses of the entity
that could potentially be significant to the entity. In evaluating this condition, entities

' FASB Statement No. 167, Amendments to FASB Interpretation No. 46(R).
2 FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities—an interpretation of ARB No. 51.
3 FASB Accounting Standards Codification Subtopic 946, Financial Services—Investment Companies: Overall.


http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=1175819935183&blobheader=application%2Fpdf
http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=1175819935183&blobheader=application%2Fpdf

should consider implicit or explicit guarantees provided by the reporting enterprise
and its related parties, if any.

« The entity is not a securitization entity, an asset-backed financing entity, or an entity
that was formerly considered a qualifying special-purpose entity.

Examples of entities that may meet these conditions include, but are not limited to,
mutual funds, hedge funds, private equity funds, mortgage real estate investment funds,
and venture capital funds. However, the Board noted that even for these types of entities,
a reporting enterprise should carefully evaluate whether all of the deferral criteria have
been met. In addition, the proposed ASU notes that an entity that initially meets the
deferral requirements may subsequently cease to qualify as a result of changes in facts
and circumstances. In such a situation, the reporting enterprise’s interest in the entity
would no longer qualify for the deferral and Statement 167 would need to be applied.

In addition, the Board noted that the examples in the implementation guidance in
Statement 167 would not be modified as a result of the amendments in this proposed
ASU. Accordingly, the Board concluded that an entity that has characteristics that are
consistent with those of a variable interest entity (VIE) included in the implementation
guidance of Statement 167 should not be subject to the deferral.

Editor's Note: The Board concluded that an entity with multiple levels of
subordinated investors, such as a collateralized debt obligation or collateralized loan
obligation for which the primary purpose of the capital structure of the entity is to
provide credit enhancement to senior interest holders, would not qualify for the
deferral. The Board considers entities with this type of capital structure to be asset-
backed financing entities rather than investment companies.

The proposed ASU would also defer the application of Statement 167 for a reporting
enterprise’s interest in an entity that is required to comply or operates in accordance with
the requirements that are similar to those in Rule 2a-7 of the Investment Company Act of
1940 for registered money market funds. These entities would be subject to the deferral
even if the money market fund manager has an explicit or implicit obligation to absorb
losses of the fund. Therefore, this guidance would allow the deferral for money market
funds even when the investment manager previously provided support to prevent the
fund from “breaking the buck.”

Finally, the proposed ASU would amend paragraph B22 of Interpretation 46(R), as
amended by Statement 167. The amendments would clarify that entities should consider
related parties when assessing all of the conditions in paragraph B22. The amendments
would also clarify that entities are not required to use a quantitative calculation to assess
the condition in paragraph B22(c) and that if a calculation is performed, it should not be
the sole determinant.

Editor's Note: The ED’s amendments to paragraph B22 are different from the
tentative decisions made at the November 11, 2009, Board meeting. Specifically, by
retaining in paragraph B22(c) the notion of expected losses and expected residual
returns, probability of outcomes would still be considered in the B22(c) assessment (as
opposed to the paragraph 14A(b) assessment, which does not allow probability to be
considered).

Disclosures

Public entities are currently required to provide additional disclosures in their annual

and quarterly financial statements about their interests in VIEs. Nonpublic companies
were exempt from providing these disclosures; however, Statement 167 requires similar
disclosures for all public and nonpublic entities. The amendments in the proposed

ASU would not defer the disclosure requirements in Statement 167. Accordingly, both
public and nonpublic companies would need to provide the disclosures required by
Statement167 for all VIEs in which they hold a variable interest, including VIEs that qualify
for the deferral.

For additional interpretive guidance on the application of Statement 167, see Deloitte's
June 16 and October 20, 2009, Heads Up Newsletters.


http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D266523%2C00.html
http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/article/2297d5112d374210VgnVCM100000ba42f00aRCRD.htm
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