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Organizations have 
traditionally  

approached risk  
oversight by 

managing the 
individual risk  

buckets or silos.

VIE
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Planning for Assessment 
of Internal Controls

Assessment of Internal Controls 

wantmore?
Variable Interest Entities
In June 2009, FASB issued Statement of Financial Accounting 
Standards No. 167 (SFAS 167), Amendments to FASB 
Interpretation No. 46(R), codified under Accounting Standards 
Codification Topic No. 810 (ASC 810), Consolidation. Accounting 
Standard Update 2009-17 (ASU 2009-17), Improvements to 
Financial Reporting by Enterprises Involved with Variable Interest 
Entities codified SFAS 167 under Topic 810. This guidance is 
effective as of the beginning of a reporting enterprise’s first 
annual reporting period that begins after Nov. 15, 2009, and for 
interim periods with the first annual reporting period.

ASC 810 and ASU 2009-17 define a VIE as an entity subject to 
consolidation by a primary beneficiary, which is a variable interest 
entity holder deemed to have the controlling financial interest(s) 
in the VIE. 

A VIE possesses one of the following characteristics:
• It cannot finance its own activities without any subordinated 

financial support.
• The holders of equity interest, as a group, do not possess the 

power to direct the activities of the company through voting 

rights; the obligation to absorb expected losses or the right to 
receive expected residual returns (management derives the 
expected losses and expected residual returns based on the 
estimated cash flows); and disproportionate voting rights in 
comparison to economic interest.
A VIE is generally subject to a risk and reward model rather 

than voting interest. Under the voting interest model, the 
entity that has more than 50 percent of voting rights usually 
consolidates the entity, but a primary beneficiary under the risk 
and reward model consolidates a VIE regardless of its percentage 
of interest in the entity.

The amended guidance requires that a primary beneficiary 
(“a consolidator”) assesses qualitatively whether it has the power 
to direct matters that impact the activities of a VIE or has the 
obligation to absorb losses or receive benefits from the VIE that 
are deemed to be significant. 

ASU 2009-17, in contrast with the previous guidance, requires 
an ongoing assessment of a VIE for consolidation purposes. This 
implies that characterization of an entity from a VIE to a voting 
interest model and vice versa might change throughout the life of 
an entity. 

Under the new VIE guidance, there are significant implications 
regarding an entity’s internal control over financial reporting  

and its compliance with SOX Sec. 404(a).
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A registrant  
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a VIE, subsequent 
to its fiscal year end.
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