









































Appendix

Accordingly, this alternative may be more consistent with a principles-based standard-
s=tiing L‘z}'{_fi‘:‘&ﬂh than atfempiing fc mzintam the current noticn of & USPE. This
al iterpative aiso limte the function of & OSPE {o nerfonning the activifies that beneficial

t rest holders would otherwise necd o p

ewards arizing from their _f.}‘-i”"f.,»:ut in the tranziemsd finasaal

serform on their own in man: g;ng the sconomic
i ass=ts, with the

{-;a,@wqﬂ g safoouards agamst poasibie abase by the fransferor

s A QSFE could not be controiied by the fransferor,

s  Mope ofa QSPE

A L£YENTE

s activities could he golelv for the benefit of the transferor, and

+ A QSPE would not be permitied to issue revolving {or rollover) beneficial interests in

z long-tern poo! of asscis.

Alieraative B: Eliminate the financia:

componerty acccuniing maocel and revert o a

model that is based solely on the level of refained economic risks and rewards.

Under this aliernative derecogmition of financial aaseif: wouid be datermined based on
whether the fransferor retams a level of economis nisks and rewards with respect o thess

=35cts that :s consisient with the level of r

um to an accouniing moae! sumilar io
Transfercis for Transiers of Receivabies S
possible even when the fransferor re ::.E‘
that obligation couid be t‘t:*akf**:tiﬁy esi

specify the level of nsks and rewards reiention that would cause a transferor no

derecognize transferred financial assets.

i

isks and rewarde retained by a borrower under
culafera-_pzi loar: arrangement. However, this aliemative wma]i not nee sgsarily be

imated, Furt Hscussi culd be required
¥

LAY
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y that of E_RaSB ‘:‘Hb ment No. 77, Reporting by
with Recourse, under which :ierc aonifion was
>d a ¢ Jﬁ_iqnti&% TECOUrse o ‘:f"fant}::_ as long as
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Some pessibic thresholds mclude a majoniy,

more than a nunor amount, substantialiy gli, a significant porfion, etc.

We recognize that the Board ex
ceitberations on Statement 125, S
of the eccromic riskes and rewards mod

1': 'L'

- discussed and reiected thig altern t’:iafe i iis
me of the significant reasons for the Boa:
¢l mnclude the following:

rd’s rejection

it created inconsistencies in the circumstances that distinguished sales from secured

arers ¢t ﬁnmﬂa statemeantis.
1at the traasferor no

dependent on the sequence of transactions lesding 6 the

. ;
aﬁnﬂ%ﬁfzﬁﬁs thereby confusing both asers and prep

« [t resulted in the p—-:::sssi%il%ijf; for ongcing recognition of assets
ionger controlied.

e lis apphecation was highly 4
acquisition of financial assets. A i

paragraph 136 of Statemment 140:

seis. An cxampie of this type of situation is described in

For exampie, if Entity A imifially acquired an undivided subordinated

mierest i a poo: of finar

ncial assets, it would recognize that

snbordinaied intersst as a iﬂcj asset. If, on the other hand, Entity B
1nitially acquired a pool of financis E assets identical i the pocl in
which Entity A pariicipates, then scld a senior interest in the paeﬂ and
continued to hold a subordinated inferest identical to the undivided



Apperdix
mierest held by Entity A, Enfity B might be judged under 2 risks-and-
rewards approach toe hav -:i :%:ﬁsta ta:z; j,r *.,-i the ::is 3 of ﬁ"if.‘-
entire pocl. Thus, Entity B wi
posifion ike entire poal of finan e&; assets as hel as an {iﬂ.f_{auf:*n
equal to the ;::*'oce={i, from the sale of the undivided senior interest,
while Entity A would report us identical position quite differently.
Those accounting resulis would :: isregard one of the fundamenial
ieneis =-;;~“ ﬁ*‘aa Board’s conceptuat i“r_mf:w{: ias slaied in FASE

Concepis Statemment Z, paragraph 119]; that s, 7. . ECGf“ﬁﬁt-’;‘iﬂfS‘ must
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not La]::l.l ¢ veal differences nor craaie Tﬁi‘:{f {?.121“:1‘&?‘1»&8
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We also recognize that the Board yf‘-{ph{,_-_ discussed angd rgjscisd suggestions that
(OSPEs be sabyjected ic the consalidstion reguirements of FIN 46 in ifs deliberstions of
Pryafl st

the Exposure Drafl, Indeed, ;;,_ graph A3l s:a_f ths Exposur:

pirh ,,

it
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Seome respongenis to the hane 2003 Exposure Drafl recomimended that the
E“&fi subject qualifving SPEs o the s ..-Gt_‘ remenis of Inierpreianion 46{KR},
wizle others recommmended sxempling those SPEs from ths .r-_c urrements.

-

}‘e Board decided not o subject gualifving SPEs o the reguiraments of

interpretatio 46{&. hegause of significant diffsrenges -*-f-"vc n that

interpretation ":::1 Statement 140, That is, qi’lt:"ﬂ‘“ 140 ig based on the
notion that a guahiving SPE is a passiy ity for which conirsl and,
therefore, consolidation it nof issue. H ‘Mf‘t‘.‘:‘ffﬂi‘,, J’l(“‘i"}‘"‘;f‘*J} 46(R)
does not dist irgt ish between enfities based on their passive or active
watare, i gualifying SPRs were suiyect io Interpretation 46{8) a solz
ransferor is a _;'Lﬂ.:!.;r:ﬂ:’ SPE that kolds a subordinuted bencficicl
irferast W ‘{,z::’_’ freguentiy e ike ;}r‘::rw beneficiary because Iis inierast
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fove

woifid p:; aBiy {?:.w:'f‘ a mgjority of ihe entily " expected losses. That
differcnece would have made the guaiifving SPE provisions in Stctement
i .;zcﬁfa_-m-s Transferred ﬁ=r~.-.,.:.n:3u a*.zz'* ‘-*..—'-;mld fove  bees
dereccgnized and .;n??’e.‘f-ﬂ:cf“ recogaized through the consclidazion of the
grclifving SPE. (Emphasis added.)

Arguably, subiecting i’:;-uPEs t the consohdation reguirsments of FiN 46 woulé be
similar ¢ applying a derccogintion standard for iy T}Sfi’:"‘ of financial asseis that 13 based
on: whether the fraasferor r** ni8 a majonty of the econcnuc risks and rewards of the

transferred financial assets. The language in paragraph A3l suggesis thal the Board

exphicitly thought sboui whether the financial components model s*ca_l:f operaie 1t a
manner that aliows far dere c:g:*f m of 2 portion of a finanoial asset, even when the
transferor of that portion of the 856t 3 retaing a majoriiy of the scenomic nisks and rewards
with respect to the enfire financial assei, and m-ﬁ'ved t 1at 3t should. That decision is
consisiont 'u*h the fundemental concepis of the hnancial componesis scocunting model.
However, the rulesbased nature of the Sialement :-{‘ aeecunilng guidance s aol

consisient with the Board’s siuisd objective of pursming a morg principies-based
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Appendix
standard-sstiing appreach, and thersfore, recensideration of the financial componants

mode! may be appropriate.
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