
 

FASB Interpretation No. 46 (revised December 2003) 

Consolidation of Variable Interest Entities 

an interpretation of ARB No. 51 
 
 
 
The attached Interpretation section of Interpretation 46 (revised December 2003), 
Consolidation of Variable Interest Entities, has been marked to show changes from 
Interpretation 46.  Other sections of Interpretation 46(R) have been changed from 
Interpretation 46 as follows:  
• The last sentence in paragraph A(5) of Appendix A, “Expected Losses, Expected 

Residual Returns, and Expected Variability,” has been deleted. 
• Appendix B, “Variable Interests” has been rewritten. 
• Appendix C, “Definition of a Business,” is new. 
• Appendix D, “Interpretation 46(R), Background Information and Basis for 

Conclusions,” is new. 
• EITF Issue No. 84-40, “Long-Term Debt Repayable by a Capital Stock Transaction,” 

has been included in Appendix F, “Effect of This Interpretation on EITF Issues.” 
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FASB Interpretation No. 46 (revised December 2003) 

Consolidation of Variable Interest Entities 

an interpretation of ARB No. 51 

January December 2003 

INTRODUCTION 

1. This Interpretation, which replaces FASB Interpretation No. 46, Consolidation of 

Variable Interest Entities, clarifies the application of Accounting Research Bulletin No. 

51, Consolidated Financial Statements, to certain entities in which equity investors do 

not have the characteristics of a controlling financial interest or do not have sufficient 

equity at risk for the entity to finance its activities without additional subordinated 

financial support from other parties.  Paragraph 1 of ARB 51 states that consolidated 

financial statements are “usually necessary for a fair presentation when one of the 

companies in the group directly or indirectly has a controlling financial interest in the 

other companies.”  Paragraph 2 states that “the usual condition for a controlling financial 

interest is ownership of a majority voting interest. . . .”  However, application of the 

majority voting interest requirement in ARB 51 to certain types of entities may not 

identify the party with a controlling financial interest because the controlling financial 

interest may be achieved through arrangements that do not involve voting interests.   

INTERPRETATION 

Definition of Terms 

2. Certain terms are defined for use in this Interpretation as follows:  

a. Variable interest entity refers to an entity subject to consolidation according to the 
provisions of this Interpretation. 

b. Expected losses and expected residual returns refer to amounts derived from 
expected cash flows as described in FASB Concepts Statement No. 7, Using Cash 

Page 2 



 

Flow Information and Present Value in Accounting Measurements. However, 
expected losses and expected residual returns refer to amounts discounted and 
otherwise adjusted for market factors and assumptions rather than to undiscounted 
cash flow estimates. Paragraph 8 specifies which amounts are to be considered in 
determining expected losses and expected residual returns of a variable interest 
entity.  Expected variability is the sum of the absolute values of the expected 
residual return and the expected loss. All three concepts are illustrated in Appendix 
A. 

c. Variable interests in a variable interest entity are contractual, ownership, or other 
pecuniary interests in an entity that change with changes in the fair value of the 
entity's net assets exclusive of variable interests value. Equity interests with or 
without voting rights are considered variable interests if the entity is a variable 
interest entity and to the extent that the investment is at risk as described in 
paragraph 5. Paragraph 12 explains how to determine whether a variable interest in 
specified assets of an entity is a variable interest in the entity.  Appendix B 
describes various types of variable interests and explains in general how they may 
affect the determination of the primary beneficiary of a variable interest entity. 

d. Primary beneficiary refers to an enterprise that consolidates a variable interest 
entity under the provisions of this Interpretation. 

e. Subordinated financial support refers to variable interests that will absorb some or 
all of an entity's expected losses if they occur. 

Use of the Term Entity 

3. For convenience, this Interpretation uses the term entity to refer to any legal 

structure used to conduct activities or to hold assets.  Some examples of such structures 

are corporations, partnerships, limited liability companies, grantor trusts, and other trusts.  

Portions of entities or aggregations of assets within an entity shall not be treated as 

separate entities for purposes of applying this Interpretation unless the entire entity is a 

variable interest entity.  Some examples are divisions, departments, branches, and pools 

of assets subject to liabilities that give the creditor no recourse to other assets of the 

entity.  Majority-owned subsidiaries are entities separate from their parents that are 

subject to this Interpretation and may be variable interest entities. 

Scope 

4. This Interpretation clarifies the application of ARB 51 and replaces Interpretation 

46.  With the following exceptions, this Interpretation applies to all entities:  
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a. Not-for-profit organizations as defined in paragraph 168 of FASB Statement No. 
117, Financial Statements of Not-for-Profit Organizationssubject to the 
consolidation requirements of AICPA Statement of Position 94-3, Reporting of 
Related Entities by Not-for-Profit Organizations, are not subject to this 
Interpretation, except that they may be related parties for purposes of applying 
paragraphs 16 and 17 of this Interpretation.  In addition, if a not-for-profit entity is 
used by business enterprises in a manner similar to a variable interest entity in an 
effort to circumvent the provisions of this Interpretation, that not-for-profit entity 
shall be subject to this Interpretation. 

b. An employer shall not consolidate an employee benefit plan subject to the 
provisions of FASB Statements No. 87, Employers’ Accounting for Pensions, No. 
106, Employers’ Accounting for Postretirement Benefits Other Than Pensions, and 
No. 112, Employers’ Accounting for Postemployment Benefits. 

c. Neither a transferor of financial assets nor its affiliates shall consolidate a 
qualifying special-purpose entity as described in paragraph 35 of FASB Statement 
No. 140, Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities, or a "formerly qualifying SPE" as described in 
paragraph 25 of Statement 140.  A transferor reports its rights and obligations 
related to the qualifying special-purpose entity according to the requirements of 
Statement 140. 

d. An enterprise that holds variable interests in a qualifying special-purpose entity or a 
"formerly qualifying SPE," as described in paragraph 25 of Statement 140, shall not 
consolidate that entity unless that enterprise has the unilateral ability to cause the 
entity to liquidate or to change the entity so that it no longer meets the conditions in 
paragraph 25 or 35 of Statement 140.  If the entity is not consolidated, the enterprise 
reports its rights and obligations related to the entity.   

e. An enterprise subject to SEC Regulation S-X, Rule 6-03(c)(1) shall not consolidate 
any entity that is not also subject to that same rule. 

f. Separate accounts of life insurance entities as described in the AICPA Audit and 
Accounting Guide, Life and Health Insurance Entities, are not subject to 
consolidation according to the requirements of this Interpretation. 

g. An enterprise with an interest in a variable interest entity or potential variable 
interest entity created before December 31, 2003, is not required to apply this 
Interpretation to that entity if the enterprise, after making an exhaustive effort, is 
unable to obtain the information1 necessary to (1) determine whether the entity is a 
variable interest entity, (2) determine whether the enterprise is the variable interest 
entity’s primary beneficiary, or (3) perform the accounting required to consolidate 
the variable interest entity for which it is determined to be the primary beneficiary.  
The scope exception in this provision applies only as long as the reporting 
enterprise continues to be unable to obtain the necessary information.  Paragraph 26 
requires certain disclosures to be made about interests in entities subject to this 
provision.  Paragraph 41 provides transition guidance for an enterprise that 
subsequently obtains the information necessary to apply this Interpretation to an 
entity subject to this exception. 

                                                 
1This inability to obtain the necessary information is expected to be infrequent, especially if the enterprise 
participated significantly in the design or redesign of the entity. 
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h. An entity that is deemed to be a business under the definition in Appendix C need 
not be evaluated by a reporting enterprise to determine if the entity is a variable 
interest entity under the requirements of this Interpretation unless one or more of 
the following conditions exist (however, for entities that are excluded by this 
provision of this Interpretation, other generally accepted accounting principles 
should be applied):2

(1) The reporting enterprise, its related parties,3 or both participated significantly 
in the design or redesign of the entity.  However, this condition does not apply 
if the entity is an operating joint venture under joint control of the reporting 
enterprise and one or more independent parties or a franchisee.4

(2) The entity is designed so that substantially all of its activities either involve or 
are conducted on behalf of the reporting enterprise and its related parties. 

(3) The reporting enterprise and its related parties provide more than half of the 
total of the equity, subordinated debt, and other forms of subordinated 
financial support to the entity based on an analysis of the fair values of the 
interests in the entity.  

(4) The activities of the entity are primarily related to securitizations or other 
forms of asset-backed financings or single-lessee leasing arrangements. 

i. An enterprise shall not consolidate a governmental organization and shall not 
consolidate a financing entity established by a governmental organization unless the 
financing entity (1) is not a governmental organization and (2) is used by the 
business enterprise in a manner similar to a variable interest entity in an effort to 
circumvent the provisions of this Interpretation.

Variable Interest Entities  

5. An entity shall be subject to consolidation according to the provisions of this 

Interpretation if, by design,15 either of the following conditions in a, b, or c exists:  

a. The total equity investment26 at risk is not sufficient to permit the entity to finance 
its activities without additional subordinated financial support provided by anyfrom 
other parties, including equity holders.  That is, the equity investment at risk is not 

                                                 
2An entity that previously was not evaluated to determine if it was a variable interest entity because of this 
provision need not be evaluated in future periods as long as the entity continues to meet the conditions in 
this paragraph. 
3The term related parties as used in this list of conditions refers to all parties identified in paragraph 16, 
except for de facto agents under item 16(d)(1). 
4The term franchisee is defined in paragraph 26 of FASB Statement No. 45, Accounting for Franchise Fee 
Revenue. 
51The phrase by design refers to entities that meet the conditions in this paragraph because of the way they 
are structured.  For example, an enterprise under the control of its equity investors that originally was not a 
variable interest entity does not become one because of operating losses. 
62Equity investments in an entity are interests that are required to be reported as equity in that entity's 
financial statements.   
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greater than the expected losses of the entity.  (Refer to Appendix A for discussion 
of expected losses.)  For this purpose, the total equity investment at risk: 

(1) Includes only equity investments in the entity that participate significantly in 
profits and losses even if those investments do not carry voting rights  

(2) Does not include equity interests that the entity issued in exchange for 
subordinated interests in other variable interest entities   

(3) Does not include amounts provided to the equity investor directly or indirectly 
by the entity or by other parties involved with the entity (for example, by fees, 
charitable contributions, or other payments), unless the provider is a parent, 
subsidiary, or affiliate of the investor that is required to be included in the 
same set of consolidated financial statements as the investor 

(4) Does not include amounts financed for the equity investor (for example, by 
loans or guarantees of loans) directly by the entity or by other parties involved 
with the entity, unless that party is a parent, subsidiary, or affiliate of the 
investor that is required to be included in the same set of consolidated 
financial statements as the investor. 

Paragraphs 8–9 and 10 discuss the amount of the total equity investment at risk that 
is necessary to permit an entity to finance its activities without additional 
subordinated financial support. 

b. As a group the holders of the equity investment at risk lack any one of the following 
three characteristics7 of a controlling financial interest: 

(1) The direct or indirect ability through voting rights or similar rights to make 
decisions about an entity's activities that have a significant effect on the 
success of the entitythrough voting rights or similar rights.  The investors do 
not have that ability through voting rights or similar rights if no owners hold 
voting rights or similar rights (such as those of a common shareholder in a 
corporation or a general partner in a partnership).38 

(2) The obligation to absorb the expected losses of the entity if they occur.49  The 
investor or investors do not have that obligation if they are directly or 

                                                 
7The objective of this provision is to identify as variable interest entities those entities in which the total 
equity investment at risk does not provide the holders of that investment with the characteristics of a 
controlling financial interest.  If interests other than the equity investment at risk provide the holders of that 
investment with the characteristics of a controlling financial interest or if interests other than the equity 
investment at risk prevent the equity holders from having the necessary characteristics, the entity is a 
variable interest entity. 
83Enterprises that are not controlled by the holder of a majority voting interest because of minority veto 
rights as discussed in EITF Issue No. 96-16, “Investor’s Accounting for an Investee When the Investor Has 
a Majority of the Voting Interest but the Minority Shareholder or Shareholders Have Certain Approval or 
Veto Rights,” are not variable interest entities if the shareholders as a group have the power to control the 
enterprise and the equity investment meets the other requirements of this Interpretation. 
94The phrase if they occur is used because no interest absorbs expected losses or receives expected residual 
returns unless they occur.  It is not intended to imply that no determination need be made until expected 
losses or expected residual returns occur.Refer to paragraphs 8 and 12 and Appendix A for discussion of 
expected losses. 
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indirectly protected from the expected losses or are guaranteed a return by the 
entity itself or by other parties involved with the entity. 

(3) The right to receive the expected residual returns of the entity if they occur.  
The investors do not have that right if their return is capped by the entity's 
governing documents or arrangements with other variable interest holders or 
with the entity.510

c. The equity investors as a group also are considered to lack characteristic (b)(1) if (i) 
the voting rights of some investors are not proportional to their obligations to 
absorb the expected losses of the entity, their rights to receive the expected residual 
returns of the entity, or both and (ii) substantially all of the entity’s activities (for 
example, providing financing or buying assets) either involve or are conducted on 
behalf of an investor6 that has disproportionately few voting rights.711  For purposes 
of applying this requirement, enterprises shall consider each party’s obligations to 
absorb expected losses and rights to receive expected residual returns related to all 
of that party’s interests in the entity and not only to its equity investment at risk.

6. An entity subject to this Interpretation is called a variable interest entity.  The 

investments or other interests that will absorb portions of a variable interest entity's 

expected losses if they occur or receive portions of the entity's expected residual returns 

if they occur are called variable interests.  The initial determination of whether an entity 

is a variable interest entity shall be made on the date at which an enterprise becomes 

involved812 with the entity.  That determination shall be based on the circumstances on 

that date including future changes that are required in existing governing documents and 

existing contractual arrangements. An enterprise is not required to determine whether an 

entity with which it is involved is a variable interest entity if it is apparent that the 

enterprise's interest would not be a significant variable interest and if the enterprise, its 
                                                 
105For this purpose, the return to equity investors is not considered to be capped by the existence of 
outstanding stock options, convertible debt, or similar interests because if the options in those instruments 
are exercised, the holders will become additional equity investors. 
6The term investor in this sentence includes the investor’s related parties. 
117This provision is necessary to prevent a primary beneficiary from avoiding consolidation of a variable 
interest entity by organizing the entity with nonsubstantive voting interests.  Activities that involve or are 
conducted on behalf of the related parties of an investor with disproportionately few voting rights shall be 
treated as if they involve or are conducted on behalf of that investor.  The term related parties in this 
footnote refers to all parties identified in paragraph 16, except for de facto agents under item 16(d)(1). 
128For purposes of this Interpretation, involvement with an entity refers to ownership, contractual, or other 
pecuniary interests that may be determined to be variable interests. 
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related parties, and its de facto agents (as described in paragraph 16) did not participate 

significantly in the design or redesign ofwere not involved in forming the entity. 

7. An entity that previously was not subject to this Interpretation shall not become 

subject to it simply because of losses in excess of its expected losses that reduce the 

equity investment.  The initial determination of whether an entity is a variable interest 

entity shall be reconsidered only if one or more of the following occur: 

a. The entity's governing documents or the contractual arrangements are changed in a 
manner that changes the characteristics or adequacy of the entity’s equity 
investment at riskamong the parties involved change. 

b. The equity investment or some part thereof is returned to the equity investors, and 
other parties interests become exposed to expected losses of the entity. 

c. The entity undertakes additional activities or acquires additional assets, beyond 
those that were anticipated at the later of the inception of the entity or the latest 
reconsideration event, that increase the entity's expected losses. 

d. The entity receives an additional equity investment that is at risk, or the entity 
curtails or modifies its activities in a way that decreases its expected losses. 

A troubled debt restructuring, as defined in paragraph 2 of FASB Statement No. 15, 

Accounting by Debtors and Creditors for Troubled Debt Restructurings, as amended, 

shall be accounted for in accordance with that Statement and is not an event that requires 

the reconsideration of whether the entity involved is a variable interest entity. 

Expected Losses and Expected Residual Returns 

8. A variable interest entity's expected losses are theand expected residual returns shall 

include (a) the expected negative variability in the fair value of its net assets exclusive of 

variable interestsentity's net income or loss, (b) the expected variability in the fair value 

of the entity's assets (except as explained in paragraph 12) if it is not included in net 

income or loss, (c) fees to the decision maker (if there is a decision maker), and (d) fees 

to providers of guarantees of the values of all or substantially all of the entity's assets 
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(including writers of put options and other instruments with similar results) and providers 

of guarantees that all or substantially all of the entity's liabilities will be paid.  A variable 

interest entity’s expected residual returns are the expected positive variability in the fair 

value of its net assets exclusive of variable interests.  Expected variability in the fair 

value of net assets includes expected variability resulting from the operating results of the 

entity. 

9. An equity investment at risk of less than 10 percent of the entity's total assets shall 

not be considered sufficient to permit the entity to finance its activities without 

subordinated financial support in addition to the equity investment unless the equity 

investment can be demonstrated to be sufficient. in at least one of the following three 

ways:  The demonstration that equity is sufficient may be based on either qualitative 

analysis or quantitative analysis or a combination of both. Qualitative assessments, 

including but not limited to the qualitative assessments described in paragraphs 9(a) and 

9(b), will in some cases be conclusive in determining that the entity’s equity at risk is 

sufficient. If, after diligent effort, a reasonable conclusion about the sufficiency of the 

entity’s equity at risk cannot be reached based solely on qualitative considerations, the 

quantitative analyses implied by paragraph 9(c) should be made. In instances in which 

neither a qualitative assessment nor a quantitative assessment, taken alone, is conclusive, 

the determination of whether the equity at risk is sufficient shall be based on a 

combination of qualitative and quantitative analyses.

a. The entity has demonstrated that it can finance its activities without additional 
subordinated financial support. 

b. The entity has at least as much equity invested as other entities that hold only 
similar assets of similar quality in similar amounts and operate with no additional 
subordinated financial support.   
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c. The amount of equity invested in the entity exceeds the estimate of the entity's 
expected losses based on reasonable quantitative evidence.    

10. Some entities may require an equity investment at risk greater than 10 percent of 

their assets to finance their activities, especially if they engage in high-risk activities, 

hold high-risk assets, or have exposure to risks that are not reflected in the reported 

amounts of the entities' assets or liabilities.  The presumption in paragraph 9 does not 

relieve an enterprise of its responsibility to determine whether a particular entity with 

which the enterprise is involved needs an equity investment at risk greater than 10 

percent of its assets in order to finance its activities without subordinated financial 

support in addition to the equity investment. 

Development Stage Enterprises  

11. Because reconsideration of whether an entity is subject to this Interpretation is 

required only in certain circumstances, the initial application to an entity that is in the 

development stage913 is very important.  A development stage entity is a variable interest 

entity if it meets one of the conditions in paragraph 5.  A development stage entity does 

not meet the conditions in paragraph 5(a) if it can be demonstrated that the equity 

invested in the entity is sufficient to permit it to finance the activities it is currently 

engaged in (for example, if the entity has already obtained financing without additional 

subordinated financial support) and provisions in the entity's governing documents and 

contractual arrangements allow additional equity investments. However, sufficiency of 

the equity investment should be reconsidered as required by paragraph 7, for example, 

when the entity undertakes additional activities or acquires additional assets. 

                                                 
139Guidelines for identifying a development stage enterprise appear in paragraphs 8 and 9 of FASB 
Statement No. 7, Accounting and Reporting by Development Stage Enterprises. 
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Variable Interests and Interests in Specified Assets of a Variable Interest Entity 

12. A variable interest in specified assets of a variable interest entity (such as a 

guarantee or subordinated residual interest) shall be deemed to be a variable interest in 

the entity only if the fair value of the specified assets is more than half of the total fair 

value of the entity's assets or if the holder has another variable interest in the entity as a 

whole (except interests that are insignificant or have little or no variability).1014   The 

expected losses and expected residual returns applicable to variable interests in specified 

assets of a variable interest entity shall be deemed to be expected losses and expected 

residual returns of the entity only if that variable interest is deemed to be a variable 

interest in the entity.  Expected losses related to variable interests in specified assets are 

not considered part of the expected losses of the entity for purposes of determining the 

adequacy of the equity at risk in the entity or for identifying the primary beneficiary 

unless the specified assets constitute a majority of the assets of the entity.  For example, 

expected losses absorbed by a guarantor of the residual value of leased property are not 

considered expected losses of a variable interest entity if the fair value of the leased 

property is not a majority of the fair value of the entity’s total assets. 

13. An enterprise with a variable interest in specified assets of a variable interest entity 

shall treat a portion of the entity as a separate variable interest entity if the specified 

assets (and related credit enhancements, if any) are essentially the only source of payment 

for specified liabilities or specified other interests.1115  That requirement does not apply 

unless the entity has been determined to be a variable interest entity.  Expected losses 
                                                 
1410This exception is necessary to prevent an enterprise that would otherwise be the primary beneficiary of a 
variable interest entity from circumventing the requirement for consolidation simply by arranging for other 
parties with interests in certain assets to hold small or inconsequential interests in the entity as a whole. 
1511The portions of a variable interest entity referred to in this paragraph have sometimes been called silos. 
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related to specified assets are not considered part of the expected losses of the entity for 

purposes of determining the adequacy of the equity at risk in the entity unless the 

specified assets constitute a majority of the assets of the entity.  For example, expected 

losses of a guarantor of the residual value of leased property are not considered expected 

losses of a variable interest entity if the fair value of the leased property is not a majority 

of the fair value of the entity's total assets.  If one enterprise is required to consolidate a 

discrete portion of a variable interest entity, other variable interest holders shall not 

consider that portion to be part of the larger variable interest entity.   

Consolidation Based on Variable Interests 

14. An enterprise shall consolidate a variable interest entity if that enterprise has a 

variable interest (or combination of variable interests) that will absorb a majority of the 

entity's expected losses if they occur, receive a majority of the entity's expected residual 

returns if they occur, or both. An enterprise shall consider the rights and obligations 

conveyed by its variable interests and the relationship of its variable interests with 

variable interests held by other parties to determine whether its variable interests will 

absorb a majority of a variable interest entity's expected losses, receive a majority of the 

entity's expected residual returns, or both.  A direct or indirect ability to make decisions 

that significantly affect the results of the activities of a variable interest entity is a strong 

indication that an enterprise has one or both of the characteristics that would require 

consolidation of the variable interest entity.  If one enterprise will absorb a majority of a 

variable interest entity's expected losses and another enterprise will receive a majority of 

that entity's expected residual returns, the enterprise absorbing a majority of the losses 

shall consolidate the variable interest entity. 
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15. The enterprise that consolidates a variable interest entity is called the primary 

beneficiary of that entity.  An enterprise shall determine whether it is the primary 

beneficiary of a variable interest entity at the time the enterprise becomes involved with 

the entity.  An enterprise with an interest in a variable interest entity shall reconsider 

whether it is the primary beneficiary of the entity if the entity's governing documents or 

the contractual arrangements are changed in a manner that reallocates between the 

existing primary beneficiary and other unrelated parties (a) the obligation to absorb the 

expected losses of the variable interest entity or (b) the right to receive the expected 

residual returns of the variable interest entityamong the parties involved change.  The 

primary beneficiary also shall reconsider its initial decision to consolidate a variable 

interest entity if the primary beneficiary sells or otherwise disposes of all or part of its 

variable interest to unrelated parties or if the variable interest entity issues new variable 

interests to parties other than the primary beneficiary or the primary beneficiary’s related 

parties.  A holder of a variable interest that is not the primary beneficiary also shall 

reconsider whether it is the primary beneficiary of a variable interest entity if thethat 

enterprise acquires additional variablenewly issued interests in the variableentity or a 

portion of the primary beneficiary's interest in the entity.  A troubled debt restructuring, 

as defined in paragraph 2 of Statement 15, as amended, shall be accounted for in 

accordance with that Statement and is not an event that requires the reconsideration of 

whether an enterprise is the primary beneficiary of the variable interest entity.

Related Parties 

16. For purposes of determining whether it is the primary beneficiary of a variable 

interest entity, an enterprise with a variable interest shall treat variable interests in that 

same entity held by its related parties as its own interests.  For purposes of this 
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Interpretation, the term related parties includes those parties identified in FASB 

Statement No. 57, Related Party Disclosures, and certain other parties that are acting as 

de facto agents or de facto principals of the variable interest holder.  The following are 

considered to be de facto agents of an enterprise: 

a. A party that cannot finance its operations without subordinated financial support 
from the enterprise, for example, another variable interest entity of which the 
enterprise is the primary beneficiary 

b. A party that received its interests as a contribution or loan from the enterprise 
c. An officer, employee, or member of the governing board of the enterprise 
d. A party that has (1) an agreement that it cannot sell, transfer, or encumber its 

interests in the entity without the prior approval of the enterprise or (2) a close 
business relationship like the relationship between a professional service provider 
and one of its significant clients.  The right of prior approval creates a de facto 
agency relationship only if that right could constrain the other party’s ability to 
manage the economic risks or realize the economic rewards from its interests in a 
variable interest entity through the sale, transfer, or encumbrance of those interests.

17. If two or more related parties (including the de facto agents described in paragraph 

16) hold variable interests in the same variable interest entity, and the aggregate variable 

interest held by those parties would, if held by a single party, identify that party as the 

primary beneficiary, then the party, within the related party group, that is most closely 

associated with the variable interest entity is the primary beneficiary.  The determination 

of which party within the related party group is most closely associated with the variable 

interest entity requires judgment and shall be based on an analysis of all relevant facts 

and circumstances, includingthe following guidelines shall be used for deciding which is 

the primary beneficiary: 

a. The existence of a principal-agency relationship between parties within the related 
party groupIf two or more parties with variable interests have an agency 
relationship, the principal is the primary beneficiary.

b. The relationship and significance of the activities of the variable interest entity to 
the various parties within the related party groupIf the relationship is not that of a 
principal and an agent, the party with activities that are most closely associated with 
the entity is the primary beneficiary.

c. A party’s exposure to the expected losses of the variable interest entity 
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d. The design of the variable interest entity. 

Initial Measurement 

18. Except for enterprises under common control and assets and liabilities that are 

consolidated shortly after transfer from a primary beneficiary to a variable interest entity, 

the primary beneficiary of a variable interest entity shall initially measure the assets, 

liabilities, and noncontrolling interests of the newly consolidated entity at their fair values 

at the date the enterprise first becomes the primary beneficiary.  That date is the first date 

on which, if the enterprise issued financial statements, it would report the entity in its 

consolidated financial statements.   

19. If Tthe primary beneficiary of a variable interest entity that is under common 

control with the variable interest entity, the primary beneficiary shall initially measure the 

assets, liabilities, and noncontrolling interests of the variable interest entity at the 

amounts at which they are carried in the accounts of the enterprise that controls the 

variable interest entity (or would be carried if the enterprise issued financial statements 

prepared in conformity with generally accepted accounting principles).  

20. The primary beneficiary of a variable interest entity shall initially measure assets 

and liabilities that it has transferred to that variable interest entity at, after, or shortly 

before the date that the enterprise became the primary beneficiary at the same amounts at 

which the assets and liabilities would have been measured if they had not been 

transferred.  No gain or loss shall be recognized because of the such transfers even if the 

enterprise was not the primary beneficiary until shortly after the transfer occurred. 

21. The excess, if any, of (a) the fair values of the newly consolidated assets and (b) the 

reported amount of assets transferred by the primary beneficiary to the variable interest 
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entity over (1) the sum of the fair value of the consideration paid, (2) the reported amount 

of any previously held interests, and (3) the fair value of the newly consolidated liabilities 

and noncontrolling interests shall be allocated and reported as a pro rata adjustment of the 

amounts that would have been assigned to all of the newly consolidated assets as 

specified in paragraphs 44 and 45 of FASB Statement No. 141, Business Combinations, 

as if the initial consolidation had resulted from a business combination.  The excess, if 

any, of (a) the sum of the fair value of the consideration paid, (b) the reported amount of 

any previously held interests, and (c) the fair value of the newly consolidated liabilities 

and noncontrolling interests over (b1) the fair value of the newly consolidated identifiable 

assets and (2) the reported amount of identifiable assets transferred by the primary 

beneficiary to the variable interest entity shall be reported as an extraordinary loss in the 

period in which the enterprise becomes the primary beneficiary. as: 

a. Goodwill, if the variable interest entity is a business16

b. An extraordinary loss, if the variable interest entity is not a business.

Accounting after Initial Measurement 

22. The principles of consolidated financial statements in ARB 51 apply to primary 

beneficiaries' accounting for consolidated variable interest entities.  After the initial 

measurement, the assets, liabilities, and noncontrolling interests of a consolidated 

variable interest entity shall be accounted for in consolidated financial statements as if the 

entity were consolidated based on voting interests.  Any specialized accounting 

requirements applicable to the type of business in which the variable interest entity 

operates shall be applied as they would be applied to a consolidated subsidiary.  The 

consolidated enterprise shall follow the requirements for elimination of intercompany 

                                                 
16Appendix C provides guidance on determining whether an entity constitutes a business. 
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balances and transactions and other matters described in paragraphs 6–15 of ARB 51 and 

existing practices for consolidated subsidiaries.  Fees or other sources of income or 

expense between a primary beneficiary and a consolidated variable interest entity shall be 

eliminated against the related expense or income of the variable interest entity., and tThe 

resulting effect of that elimination on the net income or expense of the variable interest 

entity shall be attributed to the primary beneficiary (and not to noncontrolling interests) 

in the consolidated financial statements. 

DISCLOSURE 

23. In addition to disclosures required by other standards, the primary beneficiary of a 

variable interest entity shall disclose the following (unless the primary beneficiary also 

holds a majority voting interest):1217

a. The nature, purpose, size, and activities of the variable interest entity  
b. The carrying amount and classification of consolidated assets that are collateral for 

the variable interest entity’s obligations 
c. Lack of recourse if creditors (or beneficial interest holders) of a consolidated 

variable interest entity have no recourse to the general credit of the primary 
beneficiary. 

24. An enterprise that holds a significant variable interest in a variable interest entity 

but is not the primary beneficiary shall disclose:  

a. The nature of its involvement with the variable interest entity and when that 
involvement began   

b. The nature, purpose, size, and activities of the variable interest entity  
c. The enterprise's maximum exposure to loss as a result of its involvement with the 

variable interest entity. 

25. Disclosures required by Statement 140 about a variable interest entity shall be 

included in the same note to the financial statements as the information required by this 

                                                 
1712A variable interest entity may issue voting equity interests, and the enterprise that holds a majority 
voting interest may also may be the primary beneficiary of the entity.  If so, the disclosures in paragraphs 
23 and 267 are not required. 
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Interpretation. Information about variable interest entities may be reported in the 

aggregate for similar entities if separate reporting would not add material information. 

26. An enterprise that does not apply this Interpretation to one or more variable interest 

entities or potential variable interest entities because of the condition described in 

paragraph 4(g) shall disclose the following information: 

a. The number of entities to which this Interpretation is not being applied and the 
reason why the information required to apply this Interpretation is not available 

b. The nature, purpose, size (if available), and activities of the entity(ies) and the 
nature of the enterprise’s involvement with the entity(ies) 

c. The reporting enterprise’s maximum exposure to loss because of its involvement 
with the entity(ies) 

d. The amount of income, expense, purchases, sales, or other measure of activity 
between the reporting enterprise and the entity(ies) for all periods presented.  
However, if it is not practicable to present that information for prior periods that are 
presented in the first set of financial statements for which this requirement applies, 
the information for those prior periods is not required.

EFFECTIVE DATE AND TRANSITION 

267. If it is reasonably possible that an enterprise will initially consolidate or disclose 

information about a variable interest entity when this Interpretation becomes effective, 

the enterprise shall disclose the following information in all financial statements initially 

issued after JanuaryDecember 31, 2003, regardless of the date on which the variable 

interest entity was created: 

a. The nature, purpose, size, and activities of the variable interest entity  
b. The enterprise's maximum exposure to loss as a result of its involvement with the 

variable interest entity. 

28. An enterprise with an interest in an entity to which the provisions of Interpretation 

46 have not been applied as of December 24, 2003, shall apply Interpretation 46 or this 

Interpretation to that entity in accordance with paragraphs 29–41. 
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Public Entity That Is Not a Small Business Issuer 

29. A public entity18 (enterprise) that is not a small business issuer19 shall apply this 

Interpretation to all entities subject to this Interpretation no later than the end of the first 

reporting period that ends after March 15, 2004 (as of March 31, 2004, for calendar-year 

enterprises).  This effective date includes those entities to which Interpretation 46 was 

previously applied. 

30. However, prior to the required application of this Interpretation, a public entity 

(enterprise) that is not a small business issuer shall apply Interpretation 46 or this 

Interpretation to those entities that are considered to be special-purpose entities20 no later 

than as of the end of the first reporting period that ends after December 15, 2003 (as of 

December 31, 2003, for calendar-year enterprises). 

31. A public entity (enterprise) that is not a small business issuer that has applied 

Interpretation 46 to an entity prior to the effective date of this Interpretation shall either 

continue to apply Interpretation 46 until the effective date of this Interpretation or apply 

this Interpretation at an earlier date.   

                                                 
1813The terms public entity and nonpublic entity areis defined in paragraph 395 of FASB Statement No. 
123, Accounting for Stock-Based Compensation. 
19The term small business issuer is defined in SEC Regulation S-B §228.10(a)(1). 
20The term special-purpose entity in paragraphs 30 and 33 refers to an entity that previously would have 
been accounted for by applying the guidance in EITF Issues No. 90-15, “Impact of Nonsubstantive Lessors, 
Residual Value Guarantees, and Other Provisions in Leasing Transactions,” No. 96-21, “Implementation 
Issues in Accounting for Leasing Transactions involving Special-Purpose Entities,” and No. 97-1, 
“Implementation Issues in Accounting for Lease Transactions, including Those involving Special-Purpose 
Entities,” and EITF Topic No. D-14, “Transactions involving Special-Purpose Entities.”  Special-purpose 
entities for this provision are expected to include any entity whose activities are primarily related to 
securitizations or other forms of asset-backed financings or single-lessee leasing arrangements.  
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Public Entity That Is a Small Business Issuer 

32. A public entity21 (enterprise) that is a small business issuer22 shall apply this 

Interpretation to all entities subject to this Interpretation no later than the end of the first 

reporting period that ends after December 15, 2004 (as of December 31, 2004, for a 

calendar-year enterprise).  This effective date includes those entities to which 

Interpretation 46 had previously been applied. 

33. However, prior to the required application of this Interpretation, a public entity 

(enterprise) that is a small business issuer shall apply Interpretation 46 or this 

Interpretation to those entities that are considered to be special-purpose entities no later 

than as of the end of the first reporting period that ends after December 15, 2003 (as of 

December 31, 2003, for a calendar-year enterprise). 

34. A public entity (enterprise) that is a small business issuer that has applied 

Interpretation 46 to an entity prior to the effective date of this Interpretation shall either 

continue to apply Interpretation 46 until the effective date of this Interpretation or apply 

this Interpretation at an earlier date.   

Nonpublic Entities 

35. A nonpublic entity23 (enterprise) with an interest in an entity that is subject to this 

Interpretation and that is created after December 31, 2003, shall apply this Interpretation 

to that entity immediately.  A nonpublic enterprise shall apply this Interpretation to all 

entities that are subject to this Interpretation by the beginning of the first annual period 

beginning after December 15, 2004. 

                                                 
21Refer to footnote 18. 
22Refer to footnote 19. 
23The term nonpublic entity is defined in paragraph 395 of Statement 123. 
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Investment Companies 

36. The effective date for applying the provisions of Interpretation 46 or this 

Interpretation is deferred for investment companies that are not subject to SEC 

Regulation S-X, Rule 6-03(c)(1) but are currently accounting for their investments in 

accordance with the specialized accounting guidance in the AICPA Audit and 

Accounting Guide, Audits of Investment Companies.  Paragraph 4(e) of this Interpretation 

states that “an enterprise subject to SEC Regulation S-X, Rule 6-03(c)(1) shall not 

consolidate any entity that is not also subject to that same rule.”  Other investment 

companies that are currently accounting for their investments in accordance with the 

specialized accounting guidance in the Audit Guide should not apply the provisions of 

Interpretation 46 to such investments until the Board has completed its consideration of 

whether to modify paragraph 4(e).  The effective date of this Interpretation or 

Interpretation 46 for those investments is delayed while the AICPA finalizes its proposed 

Statement of Position (SOP) on the clarification of the scope of the Audit Guide and 

accounting by the parent companies and equity method investors for investments in 

investment companies.  Following AICPA issuance of the final SOP, the Board will 

consider modifying paragraph 4(e) to provide an exception for companies that apply the 

Audit Guide as revised by the SOP. This effective date deferral does not extend to 

investments made after March 27, 2002, that are held by an investment company that is 

not a separate legal entity, unless those investments were acquired pursuant to an 

irrevocable binding commitment that existed prior to March 28, 2002.  (Refer to EITF 

Abstracts, Topic No. D-74, "Issues Concerning the Scope of the AICPA Guide on 

Investment Companies," for additional information on the applicability of the Audit 

Guide to nonregistered investment companies.)  The transitional disclosures in paragraph 
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27 of this Interpretation are not required for investments of nonregistered investment 

companies that are covered by this deferral provision. 

Transition

27. All enterprises with variable interests in variable interest entities created after 

January 31, 2003, shall apply the provisions of this Interpretation to those entities 

immediately.  A public entity13 with a variable interest in a variable interest entity created 

before February 1, 2003, shall apply the provisions of this Interpretation (other than the 

transition disclosure provisions in paragraph 26) to that entity no later than the beginning 

of the first interim or annual reporting period beginning after June 15, 2003. A nonpublic 

entity with a variable interest in a variable interest entity created before February 1, 2003, 

shall apply the provisions of this Interpretation (other than the transition disclosure 

provisions in paragraph 26) to that entity no later than the end of the first annual reporting 

period beginning after June 15, 2003. 

2837. If initial application of the requirements of this Interpretation results in initial 

consolidation of an entity created before February 1December 31, 2003, the consolidating 

enterprise shall initially measure the assets, liabilities, and noncontrolling interests of the 

variable interest entity at their carrying amounts at the date the requirements of the this 

Interpretation first apply.  In this context, carrying amounts refers to the amounts at 

which the assets, liabilities, and noncontrolling interests would have been carried in the 

consolidated financial statements if thethis Interpretation had been effective when the 

enterprise first met the conditions to be the primary beneficiary.  If determining the 

carrying amounts is not practicable, the assets, liabilities, and noncontrolling interests of 

the variable interest entity shall be measured at fair value at thethis date the Interpretation 
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first applies.  Any difference between the net amount added to the balance sheet of the 

consolidating enterprise and the amount of any previously recognized interest in the 

newly consolidated entity shall be recognized as the cumulative effect of an accounting 

change.   

38. The determinations of (a) whether an entity is a variable interest entity and (b) 

which enterprise, if any, is a variable interest entity’s primary beneficiary should be made 

as of the date the enterprise became involved with the entity or if events requiring 

reconsideration of the entity’s status or the status of its variable interest holders have 

occurred, as of the most recent date at which Interpretation 46 or this Interpretation 

would have required consideration.  (Refer to paragraphs 7 and 15 for discussions of 

reconsideration.)  However, if at transition it is not practicable for an enterprise to obtain 

the information necessary to make the determinations as of the date the enterprise became 

involved with an entity or at the most recent reconsideration date, the enterprise should 

make the determinations as of the date on which this Interpretation is first applied.  If the 

variable interest entity and primary beneficiary determinations are made in accordance 

with this paragraph, then the primary beneficiary shall measure the assets, liabilities, and 

noncontrolling interests of the variable interest entity at fair value as of the date on which 

this Interpretation is first applied. 

39. The effect of applying this Interpretation to an entity to which Interpretation 46 had 

previously been applied shall be reported as the cumulative effect of an accounting 

change.  Goodwill previously written off as required by Interpretation 46 shall not be 

reinstated.
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2940. This Interpretation may be applied by restating previously issued financial 

statements for one or more years with a cumulative-effect adjustment as of the beginning 

of the first year restated.  Restatement is encouraged but not required. 

41. An enterprise that has not applied this Interpretation to an entity because of the 

condition described in paragraph 4(g) and that subsequently obtains the information 

necessary to apply this Interpretation to that entity shall apply the provisions of this 

Interpretation as of the date the information is acquired in accordance with paragraph 37.  

Restatement in accordance with paragraph 40 is encouraged but not required. 
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