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The Financial Accounting Standards Board (FASB) recently released one of the most
anticipated changes to accounting guidance for variable interest entities (VIE). The
change is intended to provide relief to private companies from challenges that have
arisen from going through the evaluation and the potential consolidation of these
entities, as well as to eliminate diversity in practice in the accounting for and
disclosure of involvement with VIEs. This new accounting guidance does not change
the existing voting interest model and will continue to require consolidation of an
entity that another entity controls.

This guidance permits private entities to make an accounting policy election to
forgo consolidation of entities that had complex common control arrangements, which
usually resulted in them being a VIE of an entity, despite lack of control in that
entity. The expectation is that if an entity makes the policy election, there will
be significantly fewer VIEs consolidated by private companies.  

These changes will require significant disclosure about the involvement with VIEs
under common control, but are similar to existing related party disclosures and
would include elements such as risks, assets and liabilities associated with the
involvement in the VIE, guarantees and other significant contractual items.

Private companies have the ability to early-adopt these changes immediately or wait
until the fiscal years beginning after December 15, 2019. When implementing the
change, private companies will need to apply this change retrospectively and employ
a cumulative adjustment to retained earnings in the earliest period presented.

Private companies, therefore, should start evaluating their VIEs now and decide if
they meet the definition of being under common control to determine if they can be
deconsolidated or if further analysis is required. Also remember to evaluate the
impact of deconsolidating any VIE on the entity’s debt, lease or other significant
contractual agreements. Proactive discussions with the users of the entity’s
financial statements will help in understanding the reason for the accounting policy
change.

While the effort will be quite a bit work in year one, it could greatly simplify an
entity’s financial statements on a go-forward basis.

You’ve heard our thoughts… We’d like to hear yours

The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are
important to organizations and individuals. While we enjoy sharing our ideas and insights, we’re
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especially interested in what you may have to say. If you have a question or a comment about
this article – or any article from the Our Thoughts On blog – we hope you’ll share it with us.
After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.

Material discussed is meant for informational purposes only, and it is not to be construed as
investment, tax, or legal advice. Please note that individual situations can vary. Therefore,
this information should be relied upon when coordinated with individual professional advice.
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