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Off Balance Sheet (OBS)

Off balance sheet items refer to assets and liabilities that are not recorded on the company’s balance sheet. These items are not required to be placed on the balance sheet because the company does not hold direct legal ownership or responsibility of them. Using the OBS method can allow a company to retain appealing leverage ratios for investors and lenders as well as ensuring their compliance with financial covenants. Most OBS items are difficult for investors to locate because they are placed within the accompanying notes of the company. The three most common off balance sheet assets are; operating lease, leaseback agreements, and accounts receivable.
An OBS operating lease occurs in the case where the lease is recorded on balance sheet of the lessor within the assets and not on the company’s balance sheet that is actually leasing the asset. The leased asset is accounted for by recording monthly payments and all other expenses associated with this item. 
A leaseback agreement transpires when a company can do both sell an asset and simultaneously lease that same asset back from the new owner. The liability is then recorded in a similar manner to the operating lease.
Accounts receivable, in a general sense, are the assets that a company has sold to customer but have yet to receive payment for.  In order to have the accounts receivables in the OBS items a company can sell this liability to a middleman company that will then assume all risk with the asset. The middleman company pays a percentage of the amount associated with the assets and then undertakes the burden of collection. Once all transactions from the customer have been completed the middleman company pays the remaining balance to the initial company while also collecting a fee for their services.
As shown in the three off balance sheet assets above, the trading of these assets through sale allows for the company to generate income from the loans and fees associated with the transactions.
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