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Figure 5: Example of an Off-Balance Sheet Entity 

Source: GAO.
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Bank arranged for assets to 
be held in a Special Purpose 
Entity (SPE).

In doing so, the assets were 
no longer reflected on the 
bank’s balance sheet and the 
bank could hold less capital.
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The SPE issued 
debt to investors.

2

The assumption that the assets 
posed no harm to the bank and did 
not need to be reflected on the 
bank’s balance sheet proved untrue. 

Some banks had entered emergency 
financing commitments that were 
instituted when the financial turmoil 
began, forcing them to fund the SPE 
and reflect its assets back on the bank 
balance sheet.  

In other cases, sponsors of different 
SPEs financed them directly to protect 
their reputations with clients.
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In general, banks stepped in to finance the assets held by these entities 
when they were unable to refinance their expiring debt due to market 
concerns over the quality of the assets. In some cases, off-balance sheet 
entities relied on emergency financing commitments that many sponsoring 
banks had extended to these entities. In other cases, financial institutions 
supported troubled off-balance sheet entities to protect their reputations 
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