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 August 7, 1979

Issues Paper
Accounting Zor Repuxchase,
Reverse Repurchass, Dollar Repurchase And
Dellar Reverss Repurchass Agrasements

for Savings and Loan Associations

Preparesd LV
Committee on Savings and Loan Associations

American Institute of Certified Public Aczssuntanpts



INTRODUCTION

1. The principal business activitiass of savings and loan
associations (SsLs) are the acguisition of funds, primarily throucgh
customer savings deposits, and the investment cf’the‘fﬁnds in long-
term mortgage loans collateralized by real estats, principally
residential. The major portion of such investments has been
originated directly by S&Lé, as mortgagee, with the purchasars, as
mortagor, of the real propezty.‘ However, direct investment by S&ls

L3

in the primary moricage market does not necessarily resuls ia =he

«

most efficient channeling of funds to the hcusi;g markat, due *o
disparities in the supply of, and demanéd for, mortgace Zunds.
Consecusently, a secondary mortgage market was craated, with tha
encouragement of govermment ragulations, to eliminats such gacgraphic
disparities arnd to facilitate a more efficient £lcw of funds Lo *he
housing ma:ket’by enabling S&Ls in areas with surplus funds &s buy
loans frem Ss&ls in areas with excess mortgage cdemand.

2. The creation ¢f Govermment National Morizage Association
{(GNMA) and Federal Ecme Loan Mortgage Corporation (FEIMC) in 1970
increased the participation of S&Ls in secondarvy moztgage market
activities. Investments in GNMA pass-thrcugh certifisazas and
FHLMC Participation Cartificates (PCs) have charachkeristics common
to investment securities. Eowever, in the context of Sl operaticns
GNMA and FEIMC securities are considered by SsLs and the Intarmal

Revenue Service =0 e investments in real estate loans. Turthermere,



federal ragulatsry auticrisias have likawise rulad ciaas such
sacuritcias ars invastments i real sastaze lcans. 2Popular Zorms of

investments acguirad oy S&Ls ars r2po0s, raversa ragos, dcllar

z2pos (DR) and dollar reverse rapcs (DRR). ThHase tarms ara defined

in the following section on "Definitions.”
3. Revarse razo sransactions, particularly the dollar raverse

-

tvpe, nave ftakan lany complax Zorms and the applicability of sxisc-
ing acecunting litaraturs =2 such transactisns 13 unclaarx. As a
rasult, the accounting 2rizciplas set foxrth Lin zhe saczion of zhis

saper on "Authorizative and Other Lissratur=a" 23va been inconsis-

zantly applisd in practica. This incensistancy has caused congern

among the accounting srofassicn, industry, and regulatory authoriisiss.

P4

.

The ragulatory authorisiaes have recquestad clarilfication of axisting
accounting literaturs 2o =2liminats the diversity of sLrzactment Ior
The fyzes Of investlents acoted in the prscading 2aragrapn. This

saper discusses the issuss involved in accounitiag Ior zhis zvTes <

transactions bpeing 2n=arad inss bV S&Ls.
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DIZINITIONS

4. “The following definitions apply Zor purposes ¢ this paperx.
Government National Mortgage Association (GNMA). A wholly owﬁed
corporate instrumentality of the United States governmment, which
purchases, services, and sells mor:tgages insured or guaranteed by
the Fedaral Eousing Administration (FEA) ané the Vetsrans Adminis-
tration (VA) and may perform other secondary market functions to
support the home mcrt;ﬁge market. The asscciation is ofken
referrsd to as "Ginnie Mae."

Faderal Home Loan Mortsacge Corporation (FHIMC). The corporaticn

was chartered by an act of Congress in July, 1970, for the purpose
of assisting in the develcrmen: and maintenance of 2 secandaxy
market in conventional residential mortgagas. The corgoraticn
surchases mortgages frem Zinancial instisutions, the accounts o2
which are insured by an agency of the U.S. governmen:. The corpo-

ration is of: rafarred 20 as "Treddie Mac."

Fass-through Certificatas. Cartificates cuaranteed by GIMA repre-

o

senting shares in pools of mortgages insured by the FEA, V2 or
Farmers Eome Administration. The individual ocols include mortgaces
with the same interest raté and same approximate maturity. The
sayback to investors includes both intersst and priacipal, both

-

guaranteed by GNMA. There are minimum “rading unit amcunts.

Mor+cage Participation Certificatss (PCs). Ceartificates raprssanting

undivided interests in specified residential convenitional mcrigagas
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b3

and a buyer, or thirxd party, acrse that delivery is guarantsed

Lo be made with securitiass haviang the identical certificake intsr-
est rate as the securitiss sold.

Yield-maintenance Dollar Reverse Repurchase Agreemens. A dollar
reverse repurchase agreement wheredy an association (seller) and

a buyer, or third party, agree that delivery will he made with
securities that will provide the association a yiald zhat is
specified in the agreement.

Richt of Substitution Clause. A provision in some DRR contracts

permitting the zuyer or thiréd party Lo deliver ciher than substan-
tially identical securities.

Thizd Partv. A party other than the buyer or sellsr, usually a

broker/dealer in securitiss or a correspondent bank.
Par cap. A provision in some rapurchase agresements limisting the

repurchase price %o a stipulatad serxcentage of the Zacs amount.
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3. This pager iLs limis=ad =223 a2 discussisn of

#2 =ha acssunting tTaatmans Ior tha varigus tyves cf sspurchasa
and sevarse Pagurciase agTeaments invelviag GNMA pass-

tharough cazrtificatas and TEIMC mortgaga partisipatign cerxtificatas
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AUTEORITATIVE AND QTHER LITERATURE

5. The rewvised AICPA Audit and Accountiag Guide

for Savings and Loan Associations (Sal Guide) provides some guid-

ance in the area of accounting for repo and reverse rego

transactions. The guide indicates that repcs "represent purchases

of securities on a short-term basis under agraements whose tezms

provide that the sellers [generally a bank, broker/dealer or other

S&L] will repurchase the securities within 2 very short zsericd cof
time, usvally a few days." In addition, the S&L Guide addresses
reverse repos and concludes:

"In substance, these arrangaments represent Sorrowings
collateralized by the relatad securities. When funds
are borrowed under this [type of] arrangament, a lia-
bility shoulé be astablished for the amount o the
proceeds. The investment securiiy account should not
be relieved of the csllateral securitias. Interest

on reverse rapos should te reportad as a2n sexgense and

not shown net of interest iacome.”

7. The conclusiocns reached in the S&L Guide are supportad by

AICPA Statement of Position (SOP) 74-12, Accountinc Practices in

.

the Mortgage Banking Iandustrv, which states that while the "locans

transferred. . . may technically be sales, . . . the existence of

a formal repurchase agreement. . . indicatas that the risk o
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9. While those pronouncements do not deal specifically with the
types of transacticns discussed in this paper, the narrative and,
particularly, the conclusions in them appear ralevant &0 the issues
covered in this paper. The applicability of such publications to
the types of transactions discussed in this paper is supported, for
example, by SOP 74-6 which concludes that other examples "may also
be comparable in substance to transactions iavolving the sale of
receivables. . .. Ia such cases, the concepts discussed in

(SCP 74-6] regarding the recogniticon of profit arising from the sals
of receivables with racourse ars equally zporepriate."” A detailed
sumary of those pronouncements is provided in the appendix to

this issues paper. =Zach of the pronouncsments listed above is
generally ccncerned with ravenue reccgnition for trznsactions
involving right of return provisions. These types <¢f transactions
ares analogous &0 rspo and raverse repo transactions in which securi-
ties are "bought" ("sold") and, in a concurrant agresement, "resold"
("repurchased"”) at some futursa date.

10. Furthermora, the primary issue in each of the pronouncements
appears to be: Dces a transaction involving right of retuzm
Provisions constitute a sale or do the return provisions so rastrict
the seller's transfer of risk as to rsquire some other methed of

accounting, for examplae, the financing method?

[8]
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12. As noted in the introduction,™ federal regulatory
authorities, principally the Federal Home Loan Bank Béard (the
Bank Board) and the Securities and Exchange Commission (SEC), have
expraessed to the accounting profession their concerns regarding

accounting for repo and reverse repo transactions. The Director of

the Bank Board has issued several "Memorandum to Staff" communicating

the Board's opinion on accounting for these types of transactions.

13. Regarding repcs, one memorandun obhserves that "the General
Counsel [of the 3ank Board] has concluded in an opinion tha+t the

type of transaction dascrised abovel[Federal funds repo agr=ement]
does not constituts a short-term investment in sacuritiss despita

the nomenclature usad, but is rather a securzd lcan transackicn

in which a Federal association is not authorized 9 engage.” EHow-

aver, the memorandum continues:
"Short-term investments in CGovernmmenit securitias v
a Federal association would be authorizadé, sven
thougl subject %o a repurchase agreement, when th
essential elsments of a sale ars present. ?or
example, a repurchase transaction would be traatad
as a short-term investment rather than as a lcan
undgr the follewing conditions:
1. The association puzchasing the
securities is entitled to shysiczal

Possession of them;
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is the sale of securities, with an acgresement :hat
the selling assqciation will repurchase them at a
latar date, for which the association rsceives

funds £rom the 'purchaser' at an agraedé upon rats

of intersst. As such, the transaction constitutes

a borrowing. . ..
1s. The SEC alsc addresses reverse reﬁcs in its Release No. IC-
10666 on "Secuzities Trading Practices of Registered Investment
Companies." The Commission concludes "that, in econcmic reality,
the reverse repurchase sransaction is a loan to an iavestment
ccempany (could ke appliad <o Sals] by the other paxty, collatar-
alized by the security, because all of the incidents oI
ownership o£ the security are*:etaiﬁed =)' the; . . company.

Furthérmore, even if the form of the transachion were alzarad to
reflact more closely an actual sale and repuxchase of a Ginnie
Mae instead of a transfer of a security in conjuncticn with a
lcan, the crocseds of the initial sale would still te considared

"

to be a borzowing. . ..
16. The SEC also notes that ". . . companies may choose to
engage in reverse repurchase agreéments for two reasons.

Pirst, reverse repurchase agreements could be used tc f£inance
_the purchase of interest bearing securities, allowing the . . .
company to derive income from the interest rate differsntial
between the costs of borrowing and the return on the security

purchased with the proceeds. For example, (a] company would
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DIVERSITY IN PROFEZSSIONAL LITERATURE

20. The preceding section addressed the applicabilitcy of
existing professicnal and requlatory pronouncements to the tytes
of transactions discussed in this paper. Those pronouncements
as they apply to Ssls " appear to limit the alternative
methods of accounting for repo and reverée rezo transactions to
financing method (refsrzred 2o as the "deferrad" or "delayed"
recognition method in the professional pronouncements) ané the
buy/sell method (raferred to as the "salas" or "iﬁmediate r2cog-
nition" method in the Pro fassional pronouncements).
21. Furthermore, the profassional pronocuncements sat forsh
definitive criteria Zor treating transactions subject &g repuxr-
chase agréements as sales. The professional sroncuncaments |
conclude that use of the."sale” or "immediatas recognition” method
is appropriate only Sor - transactions meetinac a2ll the
critaria set forth in the pronouncements. All other =rans-
actions involving repurchase agrsements would be accosuntad Zor
as financing arrangements. -
22. In summary, there appears to be no diversity in professional

literature for reporting sales subject to repurchase agreements.

general agreement that transactions meeting the sales

There is

r

criteria set forth in existing professional pronouncements shculd
be treated as sales and that all other similar transactions not

meeting the sales criteria should be accounted for as financing

arrangements. -
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DIVERSITY IN PRACTICT

apparantly agrae thas =he accounting princizlas discussed in the
praceding section, "Authoritative and Other Litarature," and in the

aprendix hereto ars generally apolicabls to raverse rapo and rapo

transactions.
24, Ravarsa z22¢s. These zyses of transacticns have ssen aniformly

acczuntad I9r as Dorrowings collassralized by thz2 ralatad sacuriziss.

25. Re=cs. These tyves of transactions nhave Teen unilormly

accountad Ior as loans.

28. Since thers is aprarent.uniformisy among zhe industzy iz
applying GAAP o ravarse ra2pos and rapg transactions, Zurither

discussions contained in =his paper will sSe limiszad 2o dollacx

ravarse r2p0 and &gcllar rspo zransachicons.

tive viswooints rsgarding the classilficaszisn of, and accounting 2ar,

&

DRRs, as illustracad in e <=asls telow:

Alsarmative Clagssificasion anéd Acsounting Trasas=mant
A AllL DRRs 2r2 acsounitad 2oz 25 sall/

(V1] rES
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B All DRRs are accounted for as £inancing
arrangements.
c DRRs are identified as either "fixed-

coupon” or_“yield-maintenance" types

and accounted £for as eiﬁher f£inancing

arrangements or sell/buy agreements.
28. The proponents of altermative A account for DRR transactions
by relieving the investment securitias account of securities sold,
recognizing currently any gain or loss on them, and recording the
Furchase of the newly acguired securitias as a separats transaction.
29. The proponents of altermative 3 aczount Zor DRIs as
borrowings collateralized by the related securities. The securizies
account retains the securities "sold." A liability is recorded fSor
the amount o proceeds of "sale," resulting in no gain or less.
.30. As noted in the table above, scme proponents of alkarnative
C treat the fixed-coupcn types as financing arrangements and yield-
maintenance types as sell/buy agreements. Others, while agreeing
that there ara two types of DRRs, believe that there shculé ke no
difference in accounting for either tyre of transaction. Thev
account for both types of DRRs under either altermative A or B,
based on their belief that such transactions more closely resemble
sell/buy agreements or financing arrangements.
31. Dollar Repos. Similaﬁ diversity of application exists for

dollar repos. Therefore, the foregoing discussion on DRRs is

-17=-
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PROS AND CONS

32. As noted in the preceding section on authoritative literature,
the key factor in distinguishing a sell/buy agreement from a financ-
ing arrangement in a dollar reverse repo transaction is the degree of
risk retained by the seller. Furthermore, inherent in the determina-
tion of the degree of risk retention is the presumption that the
property repurchased is the identical property sold under a concur-
rent agreement to repurchase. In the S&L industry, the parties to é
dollar reverse repo agreement often accept delivery of securities
that are not the identical securities originally sold. However, the
parties agree that thg delivered securities are "substantially
identical" to the sold securities and, therefore, are "identical"

for purposes of consummating the transaction.

33. Accounting literature generally concludes that the substance

of a transaction is more significant than the legal form. This
conclusion appears particularly applicable to dollar reverse repo
transactions inveolving delivery of "substantially identical”
securities. The determination of sale vs. financing largely depends

on one's interpretation of the term substantially identical

securities. This paper discusses the bases of those alternative
interpretations and their impact on the basic issues. In practice,
the interpretation of the definition of substantially identical

securities has lad to diversity in applying to DRR transactions

-19-



rizad as Zollows:

Tfixad-counon ORRs

34. Scme halisve that the fixad-coupon type of DRR, that is, a
raverse r2po involving securitias bearing the idential certificats
interest rats as the original securities and ccllateralizad pv 2

la=-family RACrTgacses,
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constizutas 2 transachion inveolving sudstantially idaantical

se@curitias. As suptortT Iar their viewpoint, zThev 2estz zhaz, ia

and bBearing the same contract intarast rata ara griced 29 sesulc
in substantially similar markst values. Tyzically, GIMA srisas or

vialds arz a0t guotad o iavestors on the zasis of viald s

sontrachuzl maturisy, that 13, what =he investors zazurn would
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is basad on an assumption of a cerwain level of prapaymenz on the
scolad mozrtsagas. Tor sxample, iz the case ¢of singla=Zamily
aoregage lLsans, pricas or visléds ars gquotad =20 iavastors =acguivalans

20 that 9f a singlz loan that amortizas according 2c a 3rascrized

chirty=-vear amortizaticon schedula and achisves »>rsrayment 3I zhe
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balance in the twelfth year. Although this method does not recognize

the fact that different pools of mortgages do have varied maturities,

it has provided a uniform method of quoting.prices or yields to

investors that is broadly accepted in the GNMA market.

35. '~ Notwithstanding the preceding arguments in support of

their position, proponents of the foregoing treat&ent support

the view that a fixed-coupon DRR containing a "right of substi=-

tution clause" does not constitute a transaction involving

substantially identical securities due to the inherent uncertainty

over the type of security to be repurchased.

36. Cn the other hand, some argue that the existence of contract

provisions permitting delivery of a certificate collateralized by

a separate, but similar, mortgage pool‘and having a potentially
ifferent yield to maturity is not # substantially identical
security. Those holding this view dc not accept the argument that

a security having an identical contract interest rate is substan-

tially identical to a security collateralized by another separate,

but similar, pool'of mortgages.

Yield-maintenance DRRs B e
37. Those supporting the view that yield-maintenance CRRs do not
constitute transactions involving substantially identical securities
observe that, in a yield-maintenance DRR, the buyer is obligated
only to deliver a certificate at a yield agreed upon at the time

the DRR was executed. Therefore, the securities may

-2l
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Q@ e raprasentad bHv diffszrant certiiizazss,
© be backsed sy saparacs, 2ut similarz, mortsaga pocls,
Q Dpear difZfsrsnt contract iatarest ratas,
9 have diffarent princizal amounts, and
Q@ leave the sellar at risk in the markst place.
In addition, proponents of this alternative believe that those

antering intc such transacticns (l) are diveorcad of mazkat

oppertunitias wish raspect 9 such securisiss and (2) 2av not
KIcw, atc =2 tine 9f sals, the zc3ntzact intsrast rsatsz, sincs

currsnt GNMA intarast ratas vary depending upen Sursanit THEA

mortgage ratas. -As fuxther support Ior their zcsicicn, srcponent
Qf this viaw nots the fallowing diffsrantiating charactaristics
of secondary markat carsificatas:

Q@ The 2rice spr2ad selationships beszween securisia

pility ia the GNMA markstplace ©o salacht securicia
Zor delivary %o the Sa&l t2at provida the graaizast
benefit to the buyer or third par<y at she time
of delivery and within the sarameters oI &zhe

visléd-maintanancs 4Sype DORR agrasmenz.
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© The existence of a par cap, as:defined, could

‘significantly alter the economics of the trans-

action.
38. The cumulative effect of these differences between the sold
securities and the repurchased securities is, according to these
proponents, significant enocugh to preclude such securities frem
being considered substantially identical. In addition, continuous ’
rollovers of securities resulting in repurchasing of censtantly
changing certificatas coculd ultimatley resuls in a. rspurchased
security, once ccnsidered substantially identical, that is no longaz
deemed substantially identical for the reasons outlined zkove.
39. Finally, proponents of this view on yisld-maintenance DRRs
may be divided on the issue of fixed-couron DRRs. Some believe
that fixed-coupon DRRs meet the definition of sub;tantially
identical securities, while others believe that they do not.
40. In contrast, some kelieve that the arguments put forth iz
the preceding paragraphs concerning yisld-maintsnance DRRs are, in
many instances, not material to the overall transaction. Accordingly,
they believe the securities delivered under this type of DRR meet
the criteria of substantially identical securities. ~Futhermore,
proponents of this view argue that there is no intrinsic differ-

ence between fixed-ccupon and yield-maintenance DRRs. As a

-23-
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41.

PRESENTATION OF TEE BASIC ISSUES

The basic issues discussed in this paper axe as Zollows:

Does a fixed-coupon DRR, that is, the selling of a
GNMA (FELMC PC) and the concurrent agreement to
repurchase a cartificate that is not identical

in all respects but that bears the same cer-
tificate intearest rate and is collateralized by a
pocl of similar mortgages, constituts a DRR
transactionr involving substantially identical
securities and, thersfore, a financing arrange-
ment?

Cces a yield-maintenance DRR, that is, the sellinc
of a GNMA (FELMC PC) and the concurrent agrssment
€0 repurchase a certificate that is not identical
in all respec:s and that kears a differant
certificate interast rats but carries the same
vield and is collateralized by a pool of similar
mortgaqes,constitute a DRR transaction iavelving
subgtantially identical securisies and, theze-

fors, a financing arrangement?
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greater than the principal amount of the sold securities, there is
general agreement in the industry that the excess cost represents
an additional investment in securities and should be accounted for
accordingly. However, if the principal amount of the repurchased
securities is less than the principal amount of the sold securities,
there is diversity of treatment.

46. Some make nao entry to reflect the reduction in principal
amount on those DRRs treated as financing arrangements. This
treatment results in a higher cost being assigned to a smaller
unit of investment.

47. Others record the repurchase by removiné the proportionate
shareiof the "sold" securities, including the pro rata unamor-
tized criginal premium (discount), from the accounting ﬁecords

and by recognizing the resulting gain or loss on dispositien

immediately. This has the effect of reducing the investment

portfolio to the actual cost of the repurchased securities.

de % de d d f N 0k d d de K b k F k b * * * * R
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43. Ths

Saviags ané Loan Associaticns on she

ADVISORY COMNCLUSICNS

Zollowing arxa <he conclusions of =iz AICPA's Commit<ase on
nasic and other ilssuss 3rasentad

-
=

in the preceding secticns; the Accounting Standards ZIxacutive

Committee unanimously agrzes with these conclusions.

Q

The fixed-coupon tyve of DRR represents a trans-—
acticon iavelving substantially identical sacuritias

and, therefors, raprasanss 2 collateralizsd Zizancing

arrangement 2cr Zinancial ra2porting Pursosaes. A lia-

ramoved Zfrom the accountiag racords. The diflsrancial
in selling prics a#d rapurchase prices should be za2ccried
as intarest sxpense, ratably over tha tazm ¢I the

ra2po agreemeni, and not nettad against intsrast income.
Amereizaticon ¢f original pramium (discount) and

intarest iacome on the "sold" sacurizias shculd

coneinue o He :eccrdéd as zhough =he sacurizias had
not been sold.

Tha Commit<=se votad unanimously in faver of zhis

-» - -

cenclusicn.
The viald-maintenance type of DRR does ot rapra-

sent a transactisn involwviag substantially
identical securizias and, =hearafors, raprasents
wwo individual <ransaciticns - a2 sals 2f cne =yDe

of securisziss and az purchase of anothier zvpe oI
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securities. The sold securities, including
unamortized premium (discount), should be
removed from the accounting records and the
resulting gain or loss recognized immediately.
The commitment to purchase securities should
be appropriately disclosed'in the financial state-
ments. The newly acguired investment should
then be recorded at cost.

The Committee voted unanimously in favor of this

conclusien.

Rollovers/extensions of DRR contracts represent
transactions requiring accounting recognition.
Such transactions should be accounted for based
on facts and circumstances at the time of the
rollover/extension. For example, the rollover at

maturity of a fixed-coupon DRR into another

financing arrangement. The rollover at maturity

of a fixed-coupon DRR into a yield-maintenance

DRR would, however, give rise to a different
accounting treatment. Although the fixed-coupon
DRR transaction may be treated as a financing
arrangement, the rollover into a yield-maintenance
DRR would require recognition of gain or loss under
the sell/buy method of accounting.

The committee voted unanimously in favor of this
conclusion.
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APPENDIX

Other Accounting Literature

49. The section entitled "Authoritative and
Other.Lite:ature“ summarizes the conclusions of certain AICFA
publications considered relevant to the issues contained in this
Paper. The publications rsfarzad to in éhat‘secticn are as

follows:

Industry Audit Guide - Accounting for Retail

Land Sales
Industry Audit Guide - Accounting for Profit

Recognition on Sales of Real Estate

Statement of Position 74-6 - Recocnition of

Profit on Sales of Recsiwvabhles with

Recourse

Statement of Position 75-1 - Revenue Recocni-
tion When Richt of Returmn Exists

Statement of Positicn 78-8 - Accounting for

Product Financincg Arrangements S

50. A more detailed discussion of the issues and conclusions
contaiued in those publications is provideéd in the following

paragraphs.
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. 33,

buyer. The differential represents primarily the
difference between the value of the interest on the
receivables sold and the value of the interest on
the funds advanced by the buyer. The interes:t rate
at which the buyer is willing to advance funds to
the seller reflects the fact thaé risks are retained
by the seller and alsoc reflects his credit_standing.
These considerations are implicit iz a2 lending =zans-
action. The Division .[AICPA Accounting Standards
Division] therefore concludes that the use'cf the
delayed recognition method is preferable to the use

of the immediate recognition method."

The foregoing conclusion is based primarily on the fact

that the sellsr’s risks ares retained by viztue of the racourse

provision.
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Among the risks pointed out in SOP 75-1 that might be retained
by the seller is an "arrangemeﬁt that provides for a return
resulting from option of buyer to compel seller to repurchase
product (in this case, security)." This type of transaction
closely resembles reverse and dollar reverse repos.
56. Alternatively, recording these tyves ¢of transactions as
sales may be appropriate and paragraph 28 of SOP 75-1 provides
the following arguments in favor of such treatment.
© "When a sale takes place, frequently many risks
are retained by the seller even if the property
will not be returned. For example, the rétention
of a credit risk often includes the retention of
risks of ownership in the property sold. . ..
© "The delivery of property to a buyer, even though
subject to return at a later date, is often a
significant economic event which entails agree-
ment by the buyer to accept the »roperty and
frequently invblves passage of title. Thus, it
is an event which has an effect on the cash-
generating ability of the seller, measurement and
reporting of which is considered an important

objective of financial statements.
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a0t r2ascnanly Zorsaeanls, it should ze given
accounting rzaccgniszion in zhe sericdé in which iz
QCcurs as an economic conseaquanca of activities
Qf that pericd. A loss which was not reasconably
forseeable should not praclude racognition of a
sale."”
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"The seller’'s price to the buyer_is substantially
fixed or determinable at the date of exchangs.
Either the buyer has made full pavment, or the
buyer is indebta2d to the seller and'payment is
not contractually or implicitly excused until
such time as the product is rescld.

The buyer's obligation to the seller would not
be changed in the event of theft or phaysical
destruction or damage of the prorperty.

The buyer acguiring for resale has economic
substance apart f£rom that provided by the seller;
that is, the buyer is not a straw party or conduit.
. The seller does not have signifidant obligaticns
for future performancs o bring abcut resale cf
the property by &the buyer.

The amount of future returns can be reasonakbly

predicted.”
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require accounting for the transaction as a
financing, leasing, or profit sharing arrange-
ment: A
"A seller has an obligation or an
option to rapurchase the property. . ..
A buyer has an option to repurchase
the property. . .. .
A seller guarantaes the return of

"

the buyer's investment. . ..
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in product financing [repurchase] arrangements" as follows:
a. "The entity that pﬁrchases the product [security]
from thé’sponsor [seller] or acquires is directly
from a third party on benalf of the spcnsor
[seller] wﬁs established expressly for that pur—-

pose. . ..

b. 'The product (security] covered by the financial
arrangements is to be used or sold by the sconscr
[seller], although a portion may be sold by the
other entity directly to third parties.

c. "The product (security] subject to the financing
[repurchase] arrangement is storsd on the pre-
misaes of the sponsor ([seller].”

d. "The debt of the other entity is guarantsed by

the sponsor (seller]."

64, The SOP concludes that the "sponsor [seller] of a produc=

financing (rapurchase] arrangement that demcnstrates all of the
characteristics described in paragraph 4 [of SOP 78-8] zears
substantially all of the risks and rewards of ownership ¢f the
product. The assets and related lizbilities that resul:t frem
such product financing {repurchase] arrangements shoulé be -
reported in the financial stataments of the sponsor [sellex]."

65. Turthermore, "products [securities] and obligations
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