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Types of consolidated legal  
entities: 

 � Limited partnerships

 � Limited liability corporations

 � Securitization structures (ex. 
CDO, CLO, MBS)

A variable interest entity is a 
legal entity in which consolida-

tion is not based on a majority of 
voting rights.

Background

The Financial Accounting Stand-
ards Board (FASB) on February 18, 
2015, issued a new Accounting 
Standards Update (ASU), Consoli-
dation (Topic 810): Amendments to 
the Consolidation Analysis.

The new standard is intended to 
improve targeted areas of consol-
idation guidance for legal enti-
ties such as limited partnerships, 
limited liability corporations, 
and securitization structures 
(collateralized debt obligations, 
collateralized loan obligations, 
and mortgage-backed security 
transactions).

Why Is the FASB Issuing This 
ASU?

The new ASU addresses stake-
holder concerns that current 
guidance in certain situations 
does not provide sufficiently 
useful information for inves-
tors and other users of financial 
statements. 

Stakeholders have expressed con-
cern that reporting companies 

were consolidating a legal entity’s 
economic and operational results 
in situations when the reporting 
company appeared to be direct-
ing the activity of the legal entity 
on behalf of others.

Such a situation could occur, for 
example, when the reporting 
company does not have the right 
to act primarily on its own behalf, 
does not hold a majority of the 
legal entity’s voting rights, or is 
not exposed to the majority of 
the legal entity’s economic gains 
or losses.

Financial statement users have as-
serted that those situations have 
resulted in a demand for decon-
solidated financial statements 
to better analyze the reporting 
company’s economic and opera-
tional results.

The FASB considered these 
concerns in conjunction with 
the objective of general purpose 
financial reporting, which is to 
provide financial information 
about the reporting organiza-
tion that is useful to existing and 
potential investors, lenders, and 
other creditors in making deci-
sions about providing resources 
to the organization. 

As a result, the FASB is issuing 
the new standard, which affects 
the consolidation evaluation for 
reporting organizations.

What Are the Main 
Provisions?

The new ASU:

 � Eliminates the presumption 
that a general partner 
should consolidate a 
limited partnership and 
eliminates the consolidation 
model specific to limited 
partnerships. 

 � Clarifies when fees paid to 
a decision maker (such as 
an asset manager) should 
be a factor to include in the 
consolidation of variable 
interest entities (VIEs), legal 
entities in which consolidation 
is not based on a majority 
of voting rights. This puts 
greater emphasis on principal 
risk of loss when assessing 
consolidation risk.

 � Amends the guidance for 
assessing how relationships 
of related parties (such 
as affiliates) affect the 
consolidation analysis of VIEs.

 � Reduces the number of VIE 
consolidation models from 
two to one by eliminating the 
indefinite deferral for certain 
investment funds. Currently, 
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This standard simplifies the 
FASB Accounting Standards 

Codification® by reducing the num-
ber of consolidation models.

there are two VIE models, one 
for certain types of investment 
funds that are subject to 
the indefinite deferral of 
FASB Statement No. 167, 
and a second model for all 
other types of legal entities, 
which includes other types 
of investment funds. This 
ASU eliminates the indefinite 
deferral of Statement 167.

 � Scopes certain money market 
funds out of the consolidation 
guidance.

The amendments in this ASU 
are an improvement to current 
GAAP because they simplify the 
FASB Accounting Standards Codifi-
cation® by reducing the number 
of consolidation models. This 
is accomplished through the 
elimination of specialized guid-
ance for limited partnerships 
and similar legal entities through 
the elimination of the indefinite 
deferral for certain investment 
funds.  

The ASU places more emphasis 
on risk of loss when determining 
a controlling financial interest. A 
reporting organization may no 
longer have to consolidate a legal 
entity in certain circumstances 
based solely on its fee arrangement 
when certain criteria are met.

This ASU also reduces the fre-
quency of the application of 
related-party guidance when de-
termining a controlling financial 
interest in a VIE. 

The new guidance would change 
some consolidation conclusions. 
For example, some stakehold-
ers—including asset managers 
acting on behalf of external in-
vestors—currently are required to 
reflect the consolidation of assets, 
liabilities, and financial perfor-
mance of a legal entity, even 
though they have no or minimal 
principal risk in the legal entity.

How Does This ASU Compare 
with International Financial 
Reporting Standards (IFRS)?

IFRS 10, Consolidated Financial 
Statements, has a single model 
that defines the principle of 
control and establishes control as 
the basis for determining which 
entities are consolidated. 

Generally Accepted Accounting 
Principles (GAAP), as established 
by the FASB, have two different 
models for determining controlling 
financial interests based on whether 
the entity under evaluation is a VIE 
or a voting interest entity.

The definition of control in 
IFRS 10 includes the principle 
commonly referred to as effec-
tive control, while the models in 
GAAP include the principle of 
controlling financial interests for 
VIEs and voting interest entities. 
Therefore, the definition of con-
trol may differ between IFRS and 
GAAP because the principles of 
effective control and controlling 
financial interest are not always 
consistent.

The amendments in this ASU also 
provide guidance for identifying 
the primary beneficiary of a VIE, 
which varies depending on wheth-
er there is a single decision maker 
or shared power and depending 
on whether the related parties are 
under common control with the 
reporting organization. IFRS does 
not contain these concepts.

The new ASU may change con-
solidation conclusions for com-

panies (that employ limited part-
nerships or VIEs) in several indus-
tries, including but not limited to:

 � Investment management

 � Banking

 � Insurance

 � Life sciences

 � Technology, media, enter-
tainment, and telecom

 � Oil and gas and other 
extractive industries

 � Real estate

 � Aerospace and defense

 � Professional services

 � Manufacturing.
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For more information about the 
project, please visit the  

FASB’s website at www.fasb.org.
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Accordingly, the ultimate consoli-
dation conclusion may be differ-
ent under GAAP and IFRS for 
certain facts and circumstances.

What Organizations Are 
Affected by the Amendments?

The amendments in this ASU 
affect reporting organizations 
(whether public or private com-
panies, or not-for-profit organiza-
tions) that are required to evalu-
ate whether they should consoli-
date certain legal entities.

All legal entities are subject to 
reevaluation under the revised 
consolidation model. 

When Will the Amendments 
Be Effective?

The ASU will be effective for pe-
riods beginning after December 
15, 2015, for public companies. 

For private companies and not-
for-profit organizations, the 
ASU will be effective for annual 

This standard affects all 
reporting organizations 

that are required to evaluate 
whether they should consoli-
date certain legal entities. 

periods beginning after December 
15, 2016; and for interim peri-
ods, beginning after December 
15, 2017.

Early adoption is permitted, 
including adoption in an interim 
period.

More information is available at 
www.fasb.org.

http://www.fasb.org/home

