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Wendy, here are my comments on the ED.

¢ As | understand the recommendations in the ED, the final Statement

would require long-term projections to be produced annually [after an
introduction period]. | strongly recommend annual publication of long-
term projections to familiarize politicians, the press, and the public with
the projections and to provide some measures—even if crude—of the
long-term consequences of current political decisions.

am not a fan of fiscal gap analysis presented in discounted dollars. |
don’t believe the use of humongous discounted figures holds much
meaning to the targeted users of the projections. See for example the
recent letter from the Peter G. Peterson Foundation,
http://www.pgpf.org/getinvolved/letter-to-candidates/. Does “America’s
$53 Trillion Hole” really mean much to the average citizen? How
relevant is it to discount dollars back over very long periods—
generations? What discount rate is used? How can these figures be
so large when the economy is only a fraction of the amount? Even
translating them into “$455,000 per American household” produces
figures that are so big that | think they tend to make the reader set
aside such analysis because the problems are clearly outside his/her
ability to do anything about. Instead, | strongly encourage that you
emphasize the use of figures measured as a percent of GDP. This
avoids the problems of discounting and of figures in multi-trillions of
dollars. In addition, the future trends using percentage of GDP can be
presented [i.e. 25, 50, or 75 years out] so that the reader can see the
nature of the problems and how they grow. | think that $53 trillion is too
big to be meaningful, but putting the problem in terms of percentage of
GDP { see, for example, “The Congressional Budget Office (CBO)
projects that total federal Medicare and Medicaid outlays will rise from 4
percent of GDP in 2007 to 12 percent in 2050 and 19 percent in 2082—
which, as a share of the economy, is roughly equivalent to the total
amount that the federal government spends today.” from CBO Director
Orszag’s testimony on The Long-Term Budget Outlook and Options for
Slowing the Growth of Health Care Costs at
http://www.cbo.gov/ftpdocs/93xx/doc9385/MainText.2.1.shtml} does a
much better job of describing the nature of the long-term problems. [On
a related item, | think your use of population pyramids is very good as |
think they are easy to understand and do a good job of describing the
nature of and changes to the US population. See how the European
Commission uses them at:
http://www.lisboncouncil.net/media/almunia_slides.pdf.]
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e Page 10, question 5: consistent with my comments above, | think it
best and most easily understood to use one and only one specified
time horizon, and that given that the Social Security Administration
uses 75 years, that is the one | would recommend.

e Page 11, question 6: | recommend option a.: Long-Term Projections for
the U.S. Government.

e Page 13, question 14. | do not believe that it is Treasury’s role to
propose or even list policy alternatives to close a projected fiscal gap.
Thus | do not recommend that RSI should include such a requirement.

e Page 14, question 15. | do not believe that inter-generational equity
information should be required, or that FASAB should do further
research and analysis on how to improve the disclosure of such
information. The ED goes far enough without adding this additional
requirements or information.

e Page 21, 1 28. | suggest that you explicitly mention how to treat long-
term Social Security projections. My understanding of the SS program
is that the SS Trustees are prevented from paying full benefits if the
amounts to pay such benefits are not available in the trust fund. Under
current projections, the trust fund will not have sufficient balances to
pay full benefits in 2040 or thereabouts. A strict interpretation of
current law would result in the benefits paid in that year being
automatically reduced to the amount supported by monies available in
the trust fund—perhaps only 70% of full benefits. This is not a good
assumption to use in making long-term projections because it does not
provide a useful measure of the amount of resources required to pay
existing benefits. My point is not to leave the treatment of long-term
SS projections ambiguous, but rather to specify exactly what you think
out to be included in the projections for SS.

| hope these comments are helpful.

Barry Anderson, Head, Budgeting and Public Expenditures Division, OECD
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Comments on exposure draft, Comprehensive Long-Term Projections for
the
U.S. Government

Q1. This exposure draft proposes reporting that would support FASAB
Objective 3, Stewardship, and in particular, Sub-Objective 3B:

Objective 3: Federal financial reporting should assist report
users in assessing the impact on the country of the
government's operations and investments for the period and
how, as a result, the government's and the nation's fir11ancial

condition has changed and may change in the future.

Sub-Objective 3B: Federal financial reporting should provide
information that
helps the reader to determine whether future budgetary
resources will likely be sufficient to sustairzl public services

and to meet obligations as they come due.
More detailed discussion of the reporting objective and the
objectives of fiscal sustainability reporting can be found in

1

SFFAC 1, par. 134.
2

SFFAC 1, par. 139.

Do you believe that the proposed reporting adequately supports the

above objectives? Are there different reporting requirements that might
better support the above objectives or that you believe should be added
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to the proposed requirements in this exposure draft? If so, please
explain.

The proposed reporting fails to meet Objective 3, primarily for two reasons.
First, statements of “financial condition” are, generally, balance sheets. These
are constructed with two columns: one for liabilities, and the other for assets.
The proposed “federal financial reporting” contains no mention of the assets that
correspond to the liabilities. For example, it would treat the obligations of the
Social Security system as a liability. But the same liability is, of course, an asset
to the public. Nowhere is this Social Security wealth reported or even remarked
on. The nation’s financial condition is a combination of the financial condition of
the government and that of its citizens. Hence the Social Security wealth of the
current population is just as real as the liabilities that support it. Put another
way, a transfer program, from one group of citizens to another, merely transfers
resources. It does not increase or diminish them.

Second, it is impossible to assess “the impact on the country of the government's
operations and investments” without assessing the economic effects of such
operations and investments. If a government program produces a higher rate of
growth and lower rate of unemployment, then that is surely an “impact on the
country of the government’s operations and investments.” But the procedures
explicitly propose to ignore those impacts. That is, irrespective of the government
action, the economic projections used to assess that action will not be changed.
The assumption will be made that there is no effect of that action on the rate of
economic growth, the rate of employment and unemployment, the mix between
consumption and investment, or any other pertinent economic variable. The
inference will therefore be drawn that the program necessarily involves costs

— associated with the debt --without benefits, associated with higher growth

or lower unemployment. This procedure is prima facie absurd.

The proposed reporting fails to meet Sub-Objective 3B, in part because there is
no clear definition of what is meant by “budgetary resources.” If what is meant is
“tax revenue,” the definition is totally inappropriate. The government does not
need tax revenue sufficient to match spending in order to “sustain public services
and meet obligations as they come due.” This is obvious: the government almost
never has sufficient tax revenue for that purpose. This is why we have a national
debt to begin with. Yet the US federal government has never, in 230 years of
operation, lacked for “budgetary resources” sufficient to “sustain public services
and meet obligations as they come due.” This is also obvious, insofar as the
government has never defaulted on its obligations.

If, on the other hand, the term “budgetary resources” means “tax revenues

and public borrowings” sufficient to “sustain public services and meet

obligations as they come due,” the standard would be intended to inform the
public about the borrowing capacity of the government of the United States.

Yet the procedures contain no information about and no guidance as to how

to assess this question.
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Can we imagine that the US domestic sector will reach a point that it will refuse
to accumulate dollar claims on our government, in the form of currency and
interest-bearing government bonds. Would we reach the point where American
businesses would ever sell something and refuse US currency? If households
had more currency than desired would they refuse to substitute it for Treasuries?
Would private banks refuse reserve credits? Looking overseas, it might be
interesting, for example, to know whether there is a point at which, despite
continuing surpluses in China’s trade with the United States, the People’s Bank
might become unwilling to add to its stock of US Treasury bonds (and whether, if
that were to happen, it would matter). There is no mention, let alone analysis, of
the policies of the People’s Bank of China in this document.

Finally, again on the assumption that “budgetary resources” includes public
borrowing, the proposed procedure betrays a false supposition that there is some
finite limit to the nominal value of the bonds that can be issued by the U.S.
Treasury. No such limit exists. Nor does the government have to issue securities
in order to spend. As an operating matter, it spends first and issues securities
later, transferring funds from interest-bearing reserve accounts at the Federal
Reserve to interest-bearing Treasury securities.

The consequence of excess issue is not a refusal (on the part of foreign creditors
or anyone else) to hold the bonds; it is rather a possible devaluation of the dollar
and a possible decline of the real terms of trade of the country. But this possibility
— an appropriate concern up to a point and under certain conditions — is also
ruled out by the assumption of unchanged economic conditions. So again, the
standard fails to meet Objective 3, of promoting understanding of the Nation’s
financial condition.

Q2. In this proposed Statement, projections are prepared not to predict
the future, but rather to depict results that may occur under various
conditions. Accordingly, projections require assumptions to be made
about the future. This exposure draft proposes broad and general
guidance for selecting policy, economic, and demographic
assumptions for long-term projections with a primary focus on the
future implications of the continuation of current policy without
change for federal government public services and taxation. The
guidance ... explains that although current law is a reasonable
starting point in selecting policy assumptions, a simple projection of
“current law” would not always reflect current policy without change.
Examples are provided.

Do you believe that the guidance for assumptions is appropriate?

If not, please suggest alternative guidance. Please provide the
rationale for your response.
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Comments under Q1 above relate to the issues as stated in paragraph 19.
Guidance for “policy assumptions” is otherwise generally reasonable.

But there is no guidance whatever on the choice of economic assumptions. This
is a serious shortcoming, particularly insofar as it has become a habit for the
Social Security actuaries to violate generally accepted accounting practices when
making economic projections relevant to the financial flows of the Social Security
System. Specifically, past performance is characteristically ignored, and future
projections are systematically pessimistic with respect to past performance.
Guidance should specifically address two issues: the proper relationship of
economic projections to generally-accepted accounting principles, and the
appropriate ways in which to factor into projections the effect of policy changes
on economic performance. As the comments under Q1 make clear, it is
inappropriate merely to assume that economic policies cannot affect economic
outcomes.

Further, paragraph 20 refers to “surpluses, deficits and debt.” This should be
expanded to include that other accounting category: “assets.” Suitable guidance
should be developed to permit appropriate measurement of and accounting for
assets, in both the public and the private sectors. Assets in the private sector are
no less important for federal fiscal sustainability, since they provideathe tax base.

Q3. This exposure draft proposes a basic financial statement and
disclosures.(Description begins at paragraph XX and an illustrative
example of the basicfinancial statement is provided in Appendix B.)
The Board has indicated that theprimary audiences for the
consolidated financial report of the U.S. GovernmentCFR) are citizens
and citizen intermediaries such as journalists and public policy
analysts.

Do you believe that the basic financial statement and disclosures
would be understandable and meaningful for the primary audiences
of the CFR? Please note any changes that you believe should be
made to the proposed requirements for the basic financial statement
and/or the disclosures.

Again, as noted under Q1 and Q2, a balance sheet is not a balance sheet
unless it accounts for assets as well as liabilities. It is therefore inappropriate
to refer to the proposed document as a “financial statement.” In general,
disclosures under the format suggested will be meaningless, and therefore

“‘understandable” only to those who do not understand very much.
3
The basic financial statement will be presented as RSI for a period of three years and subsequently as a basic financial
statement.
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The proposed time horizons are also problematic. They are so long that
they will involve making assumptions that are, in the nature of things,
impossible. An example is the assumption of current Medicare forecasts
that health care costs will continue to rise indefinitely more rapidly than
nominal GDP, so that the share of health care in GDP rises without limit.
This cannot happen. No understanding of the issues is gained by a
procedure that necessarily incorporates unrealistic assumptions of this

type.

Further, the choice of time horizon is arbitrary, so that the present value of
future “liabilities” can be blown up to any size, simply by changing time
horizons and discount rates. But most readers of the proposed document
are unlikely to be aware that the exercise is purely arithmetic in this sense.

Q4. The Board is proposing that the basic financial statement display the
difference between projected revenue and projected spending, and
that the fiscal gap (the change in non-interest spending and/or
revenue that would be necessary to maintain public debt at or below
a target percentage of gross domestic product (GDP)) must be
reported either on the face of the basic financial statement or in a
disclosure. Also, the fiscal gap may be reported for a specific debt
level or over a range of debt levels ...). Both options for reporting
fiscal gap are illustrated in Appendix B ... (narrative on the face of
the financial statement) and ... (disclosure)). See paragraphs ... in
the Basis for Conclusions for an explanation of the pros and cons of

the options.
a. Do you agree with the flexible requirements for reporting fiscal
gap?
b. Do you believe that the illustrative disclosure (lllustration 8in

Appendix B)is clear and understandable?

The concept of a “fiscal gap” implies as a policy norm that it would be desirable
to “maintain public debt at or below a target percentage of gross domestic
product.” No such policy objective exists in any statute of the United States
Government. Nor can such an objective be justified by reference to any known
economic theory. There are times when the level of debt in relation to GDP
should rise. There are times when it should fall. There are times when it will fall
or rise irrespective of policy. To repeat, there is no justification in law or theory for
attempting to legislate in an accounting standard a debt-to-gdp ratio as a target
for economic policy.

Further, the guidance fails to distinguish between total public debt, public debt
held by the public, guaranteed agency debt, and implicit liabilities in the form of
guarantees. The guidance at FAQ 3 refers to these concepts as “alternatives” but
fails to take a position as to which alternative is meaningful and which is not. As
such, the measure of the so-called “fiscal gap” is essentially meaningless.
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Q5. Finite and infinite time horizons for fiscal projections are discussed in
the Basis for Conclusions... This exposure draft proposes the
following requirements regarding time horizons for projections: (a)
the projections presented in the basic financial statement should be
“sufficient to illustrate long-term sustainability” (for example,
traditionally the Social Security program has used a projection period
of 75 years for long-term projections); (b) projections for both a finite
and an infinite horizon should be provided, one in the basic financial
statement and the other in the disclosures; and (c) either the basic
financial statement or the disclosures should include projections for
Social Security and Medicare based on the time horizon used for
long-term projections for Social Security and Medicare in the
Statement of Social Insurance (SOSI).

a. Do you believe that the above requirements for time horizons
are appropriate to meet the reporting objectives of Fiscal
Sustainability Reporting? Specifically, do you believe that data for
both finite and infinite horizon projection periods should be
reported? If not, please explain.

b. Do you believe that there should be a specific time horizon
requirement (for example, 75 years) for the basic financial statement
for Fiscal Sustainability Reporting and/or the SOSI? If so, what time
horizon do you believe should be required?

The proposed compromise between 75-year and infinite horizons is to show
them both. We favor this compromise, as it will help to remind readers that the
exercise should not be taken seriously. To make the problem even clearer, the
report should include estimates at intermediate intervals: 25 years, 50 years, 100
years, 200 years, 500 years, and a millennium. Each should be reported with a
range of discount rates: zero, the rate of growth, and twice the rate of growth. All
of these projections should be in the basic financial statement, of course, since
they are all equally reasonable and relevant, and the document should not try to
discriminate between them.

[To make this point another way, consider: who could have foreseen in 1900
events such as the Great Depression, the New Deal, and the war in Iraq? In any
event, for Social Security and other very long range programs, what matters
much more are demographics, and perhaps technology and economic growth,
about the latter of which very little can be known. "Financing" is by comparison
irrelevant. If by 2083 everyone is over age 67, no financing scheme will allow us
to meet our commitment to let people retire at a decent living standard. This,
however, is most unlikely.]

Further, the concept of “receipts” in the calculation of the fiscal gap must be

clarified. It should, of course, include receipts from borrowing as well as tax
receipts. Again, there should be guidance on how the report seeks to evaluate
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sustainability of borrowing, as discussed under Q1 above. An explicit
examination of this question will almost surely reveal that the Board has no
understanding of it.

Q6. The Board’s mission is to issue reporting requirements for the federal
government’s general purpose financial statements, and not to
recommend budget policy. This exposure draft proposes a title for the
basic financial statement: “Long-Term Fiscal Projections for the U.S.
Government.” An alternative title, “Statement of Fiscal Sustainability,”
might imply to some that the Board has established or plans to establish
specific rules that define “fiscal sustainability” and/or budget rules that
would result in fiscal sustainability. However, others have indicated that
the “plain English” meaning of the words “fiscal” and “sustainability”
should be adequate, and that the title “Statement of Fiscal Sustainability”
might be more appropriate.

The Board’s working definition of “fiscal sustainability” is explained in the
Basis for Conclusions, paragraph A3. The concept of “Financial Condition”
is explained in the Basis for Conclusions, paragraphs...

Do you believe that the basic financial statement should be titled
a. “Long-Term Fiscal Projections for the U.S. Government,”

b. “Statement of Fiscal Sustainability,”

c. “Statement of Financial Condition,” or

d. A title not listed above (please specify).

Please explain the reasons for your choice

“Fiscal sustainability” is defined in3 as a condition of policy under certain arbitrary
economic assumptions such that “public debt does not rise continuously as a
share of GDP.” The difficulty here is that the assumption of a stable inflation rate
under hypothetical conditions of excessive fiscal expansion is untenable. Under
those conditions, the dollar would fall, inflation and therefore nominal GDP would
rise, and the public debt will eventually cease to rise as a share of GDP. This
effect is known to economists as the “inflation tax.” The inflation tax is an
automatic stabilizer, which prevents excessive growth of real demand. It
therefore vitiates the problem of “fiscal sustainability” as defined in A3.

An appropriate title might therefore be “Projections of federal revenues,
expenditures and borrowings under arbitrary economic and policy assumptions.”

Q7. This exposure draft proposes a minimum level of disaggregation for
the basic financial statement. For projected receipts, major programs
such as Medicare and Social Security would be shown separately
from the rest of government. For projected spending, major
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programs such as Medicare, Social Security, and Medicaid would be

shown separately from the rest of government. (See paragraphs ....)
a. Do you believe that the above general guidance provides for an
appropriate level of disaggregation in the basic financial statement? Please
explain the basis for your views.
b. Do you believe that specific line items (instead of or in addition to the
“major programs” required by paragraph ... of the ED) should be
disaggregated in the basic financial statement? If so, please identify the
line items and explain your reasoning.

The purpose of program budgets is to discipline the program. It is
certainly appropriate to hold programs accountable to ensure that they
do what they are supposed to do. There is little public interest in
reporting after the fact the fiscal balance of particular portions of the
budget.

Q8. This exposure draft proposes that disclosures should explain and
illustrate the major factors impacting projected receipts and spending
(such as the rising cost of health care) (see paragraph ...). lllustrative
examples in Appendix B begin on page ...).

a. Do you believe that an explanation and illustration of the major factors
impacting projected receipts and spending will be helpful to readers?
Please explain the basis for your view and note any recommended changes
in the requirements.

b. Do you believe that the display of a range for major cost drivers and/or
major programs, as shownin lllustrations 1a and 1bin Appendix B should
be optional or mandatory? Please explain the basis for your view.

No comments.

Q9. This exposure draft proposes that the results of alternative scenarios
be
provided. Paragraph ... provides that the present value of projected
receipts,
spending and the net of receipts and spending be presented for each
alternative
scenario. Optionally, projections for alternative scenarios may be
displayed in a
table format (see lllustration 7 in Appendix B).

a. Do you believe that the proposed requirement for alternative
scenarios is appropriate? Please explain the basis for your view.

b. Do you believe that the requirements for additional information
regarding alternative scenarios are sufficient? If not, please explain
the basis for your view and what additional information you propose.
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So far as transfer programs are concerned, given that both assets and liabilities
should be reported, a few exercises will demonstrate that the two necessarily
balance. (The government’s deficit is the private sector’s surplus.) Therefore it
would seem unnecessary to present many alternatives, since all would show
the same thing.

Q10. This exposure draft proposes disclosures consisting of narrative and
graphic displays to effectively communicate to the reader historical and
projected trends and to help the reader understand the major drivers
influencing projected receipts and spending. ...

a. Do you believe that the disclosures would help the reader understand
the basic financial statement?

b. Are there any items that you believe should be added to, or deleted from,
the disclosures? If so, please explain.

c. Do you believe that the final accounting standard should include an
appendix that displays illustrative disclosures (see Appendix B)? Why or
why not?

The problem of “understanding” is addressed above. The “basic financial
statement” is, as proposed, a document that defies understanding. Efforts to
make it clear are therefore somewhat beside the point. Public purpose would be
better served by efforts to make it confusing. | would therefore oppose the
inclusion of “scare charts” such as those included in the draft.

Q11. The Frequently Asked Questions (FAQs) at Appendix C provide a
“plain
English” explanation of terms and concepts used in long-term
projections.

a. Do you find the FAQs helpful?

We found the FAQs very helpful, as they helped to establish that the questions
we raise above have not, in fact, been thought through in the drafting of the
document.

Q12. Effective Date and Phased Implementation: This proposed
Statement would be effective for periods beginning after September
30, 2009 with earlier implementation encouraged. This proposed
Statement would require that the financial statement and the
disclosures be included in Required Supplementary Information
(RSI) for the first three years of implementation, and basic
information (for example, basic financial statement and disclosures)
for all subsequent years.
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a. Do you believe that this implementation date is reasonable and
appropriate?

b. Do you agree with the phased implementation period (3 years)?
c. Do you believe that some or all of the required information should
remain as RSI after the 3-year implementation period? If so, please
explain the basis for your view.

The proposed Statement should not be implemented.

Q13. A significant minority of members supported a proposal that there
should be RSI regarding trends in the proportion of U.S. Treasury
debt held by foreign investors. This information would remain as
RSI and would not be subject to the phased-in implementation in
paragraph ...in the Basis for Conclusions for a discussion of this
proposal and lllustration 10in Appendix B.)

a. Do you believe that including RSI regarding the foreign
holdings of U.S. Treasury debt would be relevant and useful in
meeting the objectives of fiscal sustainability reporting? Please
explain why or why not.

b. Do you believe that the illustrative example provided in
Appendix B is clear and understandable?

If so, these trends should be described as votes of confidence in the US
dollar and strength of the Treasury. Of course, the foreign holding of U.S.
debt results from the willingness of foreigners to sell to us their excess
output, and to accumulate dollar assets; it is an attribute of their confidence
in the dollar as a reserve asset.

Q14. A minority of members supported a proposal that if the proposed
Comprehensive Long-Term Fiscal Projections for the U.S.
Government indicate a significant fiscal gap, RSI (not subject to the
phased-in implementation in paragraph ...) should include the
identification, explanation, and fiscal impact of one or more policy
alternatives that would reduce the fiscal gap. (See paragraphs ... in
the Basis for Conclusions for a discussion of this proposal.)

Do you believe that if the proposed Comprehensive Long-Term
Fiscal Projections for the U.S. Government indicate a significant
fiscal gap, the statement and disclosures be accompanied by RSI
that includes identification, explanation, and fiscal impact of one or
more policy alternatives that would reduce the fiscal gap? Please
explain why or why not.

10
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The board has not established its competence in a basic matter of
accounting. It should certainly not embarrass itself by attempting to
prescribe policy.

Q15. This exposure draft proposes that additional information that may
be helpful to readers in assessing whether financial burdens without
associated benefits were passed on by current-year taxpayers to
future-year taxpayers (sometimes referred to as “inter-period equity”
or “inter-generational equity”) be included as one way to meet a
disclosure requirement for providing context for the data in
paragraph ...n the Basis for Conclusions for a discussion of this
proposal.)

Do you believe that such information should be optional (as
proposed in the exposure draft) or required? Do you believe that
further research and analysis should be performed by FASAB to
improve the disclosure of such information? Please explain the
basis for your views and note any recommended changes for the
presentation of inter-period or inter-generational equity.

“Inter-generational accounting” is an experimental and unsound concept. It
should not be included in any government document.

11
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INTERNATIONAL MONETARY FUND
WASHINGTON. D.C. 20431

CABLE ADDRESS
INTERFUND

December 21, 2008

Mr. Tom L. Allen

Chairman

Federal Accounting Standards Advisory Board
Mailstop 6K17V

441 G Street NW, Suite 6814

Washington, DC 20548

Dear Mr. Allen:

Ref: Comments on an Exposure Draft— Reporting Long-Term Fiscal Projections for the
U.S. Government

We welcome the initiative of the Federal Accounting Standards Advisory Board (FASAB) to
improve public reporting of information that is helpful in assessing the long-term fiscal
sustainability of the U.S. Government. We note that the Exposure Draft (ED) proposes that
the government should produce a basic financial statement of all projected receipts and
payments of the government, relate such amounts to GDP, and show how such projections
have changed from the previous year. The ED also proposes that the basic financial statement
should be supplemented by narrative that highlights the major factors contributing to any
trends, and explains the projections and their inherent uncertainty and also any alternative
projections. Finally, the ED proposes that information about the implications of political or
legislative inaction be also included.

In principle, it is desirable that governments be encouraged to provide routine public
information on long-term fiscal sustainability, as an increasing number of governments
around the world are doing. As the ED observes, information on the current financial position
can never be adequate for this purpose, as it is necessary to consider the future implications
of current expenditure and tax policies. We also agree with the approach proposed by the ED
to employ the fiscal gap methodology to analyze fiscal sustainability, and use “current policy
without change” as the basis for projecting future receipts and payments. Thus, for
economists, the case for the reporting is completely clear, and Appendix B provides
important information in a neutral way. Hence, the comments that follow mainly reflect the
specific concern of our accountants—to ensure that the proposal is appropriate to an
accounting standard.

The ED could provide clearer explanation of why such forward-looking information
should be included in a financial statement or be the subject of accounting standards. In
other words, the leap from having the standard refer to financial position to financial
condition could be justified more in Appendix A. From a pure accounting perspective, it
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“

could be argued that the unavoidable uncertainty associated with such projections—reflecting
the high degree of sensitivity to the assumptions made, and the great difficulty in many cases
of avoiding arbitrary assumptions—make such information unsuitable for inclusion in
financial statements. The provision of guidance on the assumptions, along the lines provided
in the ED, is helpful but does not fully address this issue. It remains unavoidable that, as the
Board acknowledges, the "details of the assumptions for projecting current policy without
change should be left to the judgment of the preparer, subject to review by the auditor." For
many programs, the projections will end up being based on essentially arbitrary assumptions,
such as that expenditure grows at the same rate as GDP. The ED explicitly acknowledges this
uncertainty, and recommends that it be highlighted in conjunction with the proposed
financial statement. The paper also rightly recommends the presentation of alternative
scenarios. Notwithstanding these disclosures, it could be argued that the act of designating
fiscal gap estimates as a "financial statement" may tend to endow the specific numbers with
an authority which they do not deserve.

The ED therefore could more clearly explain the proposed requirement to report long-term
fiscal projections in the context of the underlying conceptual framework of federal financial
reporting. In particular, the ED could expand on the stewardship objective of financial reporting
and how the reporting proposed by the ED satisfies this objective. Among other things, the
stewardship objective requires that financial reports should provide information to facilitate the
assessment of whether future budgetary resources will be sufficient to sustain public services and
to meet the obligations as they become due. The reporting proposed by the ED is directly relevant
to this objective. While the ED does refer to the stewardship objective, some further explanation
of this objective may be necessary to clarify that the financial reporting is not concerned solely
with ex post information, but also with relevant forward looking information.

The ED could also explain any limitations of the traditional financial statements that
the proposed reporting is designed to overcome. For example, under existing accounting
standards, the government’s ability to impose taxes or its commitments for various social
insurance payments such as social security and Medicare are not recognized as assets or
liabilities on the government’s balance sheet. The ED could explain that the proposed
reporting of fiscal projections is one way to address the resulting lack of information about
the sustainability of government operations required by the Statement of Federal Financial
Accounting Concepts (SFFAC) 1.

Finally, the ED could more clearly address the concerns about the reliability of the
proposed reports. For example, the ED could explain that information in the proposed
reports on long-term projections would have to satisfy the qualitative characteristic of
reliability, as set out in SFFAC 1. The ED could usefully discuss the reliability of projections
in the context of the requirements of SFFAC 1 that the information presented should be
verifiable, comprehensive, free from bias, and a faithful representation of what it purports to
be. It may also be helpful to explain the implications for the long-term reports proposed by
the ED of the concept that while reliability does not imply precision or certainty, it is affected
by the degree of estimation in the measurement process and by uncertainties inherent in what
is being measured.
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Our other comments are as follows:

On Question 5, we support showing both finite and infinite horizon analysis. They
reassure different audiences: accountants are probably more comfortable with the
first, and economists with the latter.

On Question 7 on the level of disaggregation, the proposal that all expenditures other
than Medicare, Medicaid and Social Security, should be presented as one amount,
could be reconsidered. This residual amount, referred to as “the rest”, includes
significant items such as education and defense spending that are also sensitive to
demographic, productivity, and macroeconomic assumptions and may therefore be a
source of "unsustainablilty." A table could be provided showing the composition of
this item, e.g., on a classification of functions of government (COFOG) basis, which
would enable readers to compare U.S. trends with those in other countries, such as the
U.K. and EU members, that produce similar projections. This comparative
information is, in many ways, the most useful as it gives a sense of scale to what can
look like unfathomably large numbers.

On Question 9, if the financial statement requirement were introduced, our view is
that alternative scenarios should be provided.

On Question 14, we agree with the majority view that it would be inappropriate to
require analysis of policy options for addressing any fiscal gap. The subjectivity of
the selection of options would appear to make this an inappropriate subject for
mandatory provisions.

Sincerely yours,

o

Adrienne Cheasty
Senior Advisor
Fiscal Affairs Department

CC:

Ms. Wendy M. Comes

Executive Director

Federal Accounting Standards Advisory Board
Mailstop 6K17V

441 G Street NW, Suite 6814

Washington, DC 20548
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Ms. Wendy M. Payne,
Executive Director
Federal Accounting Standards Advisory Board

On September 2, 2008 the Federal Accounting Standards Advisory Board
released the exposure draft, Reporting Comprehensive Long-Term Fiscal
Projections for the United States Government. Specifically, the Board asked
responses to 15 questions.

Attached you will find the comments from the Social Security Administration
(SSA) Office of the Inspector General (OIG).

Thank you for the opportunity to review this document. We look forward to the
future progress of this project. If you have any questions please contact me on
410-965-9701.

Thank you
Steven L Schaeffer,
Assistant Inspector General for Audit

Office of Inspector General
Social Security Administration
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SSA/OIG Comments on
FASAB Exposure Draft, Reporting Comprehensive Long-Term
Fiscal Projections for the U.S. Government

Q1. This exposure draft proposes reporting that would support FASAB Objective 3,
Stewardship, and in particular, Sub-Objective 3B:

e Objective 3: Federal financial reporting should assist report users in
assessing the impact on the country of the government's operations and
investments for the period and how, as a result, the government's and the
nation's financial condition has changed and may change in the future.’

e Sub-Objective 3B: Federal financial reporting should provide
information that helps the reader to determine whether future budgetary
resources will likely be sufficient to sustain public services and to meet
obligations as they come due.?

More detailed discussion of the reporting objective and the objectives of fiscal
sustainability reporting can be found in paragraphs 1 through 8.

Do you believe that the proposed reporting adequately supports the above
objectives? Are there different reporting requirements that might better support
the above objectives or that you believe should be added to the proposed
requirements in this exposure draft? If so, please explain.

Yes we believe the proposed reporting adequately supports the FASAB
objectives. We have no recommendations for better reporting requirements.
However, with respect to Social Insurance we believe the current Statement of
Social Insurance addresses the reporting objective.

Q2. In this proposed Statement, projections are prepared not to predict the future, but
rather to depict results that may occur under various conditions. Accordingly,
projections require assumptions to be made about the future. This exposure
draft proposes broad and general guidance for selecting policy, economic, and
demographic assumptions for long-term projections with a primary focus on the
future implications of the continuation of current policy without change for federal
government public services and taxation. The guidance begins at paragraph 19.
Paragraph 28 explains that although current law is a reasonable starting point in

' SFFAC 1, par. 134.

2 SFFAC 1, par. 139.
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selecting policy assumptions, a simple projection of “current law” would not
always reflect current policy without change. Examples are provided.

Do you believe that the guidance for assumptions is appropriate? If not, please
suggest alternative guidance. Please provide the rationale for your response.

We believe that the projection should be based on continuation of current policy
without change for federal government public services and taxation.

This exposure draft proposes a basic financial statement® and disclosures.
(Description begins at paragraph 35 and an illustrative example of the basic
financial statement is provided in Appendix B.) The Board has indicated that the
primary audiences for the consolidated financial report of the U.S. Government
(CFR) are citizens and citizen intermediaries such as journalists and public policy
analysts.

Do you believe that the basic financial statement and disclosures would be
understandable and meaningful for the primary audiences of the CFR? Please
note any changes that you believe should be made to the proposed requirements
for the basic financial statement and/or the disclosures.

We believe that the proposed financial statement and disclosures provides
information for the financial community; however, we are concerned that the
average citizen may not be willing to read through a financial volume. In our
opinion, short high level disclosures are better, such as those included in the
summary PAR. In addition, we believe the statement should be disclosed as
RSI. If CFR auditors (GAO) will be required to give an opinion, auditing
standards need to be developed before the statement is implemented.
Presenting the statement as basic information would mean estimates would be
placed on the face of the financial statements. Since estimates are based on
subjective as well as objective factors; it may be difficult for agencies to establish
controls over them, thus creating more skepticism from the auditors.

The Board is proposing that the basic financial statement display the difference
between projected revenue and projected spending, and that the fiscal gap (the
change in non-interest spending and/or revenue that would be necessary to
maintain public debt at or below a target percentage of gross domestic product
(GDP)) must be reported either on the face of the basic financial statement or in
a disclosure. Also, the fiscal gap may be reported for a specific debt level or over
a range of debt levels (see paragraph 38). Both options for reporting fiscal gap
are illustrated in Appendix B (see pages 51 (narrative on the face of the financial

® The basic financial statement will be presented as RS for a period of three years and
subsequently as a basic financial statement.
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statement) and 61 (disclosure)). See paragraphs A60 — A63 in the Basis for
Conclusions for an explanation of the pros and cons of the options.

a. Do you agree with the flexible requirements for reporting fiscal gap?

b. Do you believe that the illustrative disclosure (lllustration 8 in Appendix
B) is clear and understandable?

a. Yes, as long as the requirement is consistently applied by the U.S. Treasury
across the federal government.

b. No. Fiscal Gap is not a common term and we are concerned that the average
citizen would not understand the range of debt level graphs in Appendix B,
section 8. We suggest no graphs and no discussion of the continuum of debt.
We feel that discussion using examples is better.

Finite and infinite time horizons for fiscal projections are discussed in the Basis
for Conclusions, paragraphs A53 — A59. This exposure draft proposes the
following requirements regarding time horizons for projections: (a) the projections
presented in the basic financial statement should be “sufficient to illustrate long-
term sustainability” (for example, traditionally the Social Security program has
used a projection period of 75 years for long-term projections); (b) projections for
both a finite and an infinite horizon should be provided, one in the basic financial
statement and the other in the disclosures; and (c) either the basic financial
statement or the disclosures should include projections for Social Security and
Medicare based on the time horizon used for long-term projections for Social
Security and Medicare in the Statement of Social Insurance (SOSI).

a. Do you believe that the above requirements for time horizons are
appropriate to meet the reporting objectives of Fiscal Sustainability
Reporting? Specifically, do you believe that data for both finite and
infinite horizon projection periods should be reported? If not, please
explain.

b. Do you believe that there should be a specific time horizon
requirement (for example, 75 years) for the basic financial statement
for Fiscal Sustainability Reporting and/or the SOSI? If so, what time
horizon do you believe should be required?

a. No. We believe that the Fiscal Sustainability statement should be over a finite
horizon not to exceed 75 years. We believe that the finite financial statement
would show, and the average citizen would be able to draw a reasonable
conclusion, as to whether future budgetary resources will likely be sufficient to
sustain public services and meet obligations as they come due. Additionally,
while financial analysts may find it interesting, we believe it is too much
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information for the average citizen and irrelevant. We further believe that
something will have to be done to correct the situation prior to the 75 year
horizon, and that the infinite horizon is not realistic.

b. Yes. The time horizon should not exceed 75 years. We believe that the
average citizen’s understanding of projections, is that the closer in time (such as
50 years versus 75 years) the more accurate the projection. Conversely, the
further out the horizon, the less faith the average person will put in the projection.
In addition, if not already developed, the development of costs to run programs
over the next 75 years would be cost prohibitive, labor intensive, and very
judgmental. The factors used to develop the costs for these programs would be
too uncertain to measure with confidence. There are many things that are very
difficult to project/measure, such as natural disasters, disease, military necessity,
etc.

The Board’s mission is to issue reporting requirements for the federal
government’s general purpose financial statements, and not to recommend
budget policy. This exposure draft proposes a title for the basic financial
statement: “Long-Term Fiscal Projections for the U.S. Government.” An
alternative title, “Statement of Fiscal Sustainability,” might imply to some that the
Board has established or plans to establish specific rules that define “fiscal
sustainability” and/or budget rules that would result in fiscal sustainability.
However, others have indicated that the “plain English” meaning of the words
“fiscal” and “sustainability” should be adequate, and that the title “Statement of
Fiscal Sustainability” might be more appropriate.

The Board’s working definition of “fiscal sustainability” is explained in the Basis
for Conclusions, paragraph A3. The concept of “Financial Condition” is explained
in the Basis for Conclusions, paragraphs A7 and A8.

Do you believe that the basic financial statement should be titled
a. “Long-Term Fiscal Projections for the U.S. Government,”
b. “Statement of Fiscal Sustainability,”
c. “Statement of Financial Condition,” or
d. Atitle not listed above (please specify).

Please explain the reasons for your choice.

We like answer a, Long-Term Fiscal Projections for the U.S. Government. This
titte seems more plain English and understandable. Also, it indicates that the
numbers provided are merely projections and does not imply that the programs
are sustainable or that the future financial condition can be reasonably estimated.

This exposure draft proposes a minimum level of disaggregation for the basic
financial statement. For projected receipts, major programs such as Medicare
and Social Security would be shown separately from the rest of government. For
projected spending, major programs such as Medicare, Social Security, and
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Medicaid would be shown separately from the rest of government. (See
paragraphs 36 and A46 - A49.)

a. Do you believe that the above general guidance provides for an
appropriate level of disaggregation in the basic financial statement?
Please explain the basis for your view.

b. Do you believe that specific line items (instead of or in addition to the
“major programs” required by paragraph 36 of the ED) should be
disaggregated in the basic financial statement? If so, please identify
the line items and explain your reasoning.

a. Yes, at a minimum, Social Security, Medicare and Medicaid should be broken
out. However, if these are the only programs that will be disaggregated, it
appears to have significant duplication to the Statement of Social Insurance.

b. We believe that the citizens would like to see a breakout of a few more major
programs such as defense, food stamps, and unemployment.

This exposure draft proposes that disclosures should explain and illustrate the
major factors impacting projected receipts and spending (such as the rising cost
of health care) (see paragraph 42(a)). lllustrative examples in Appendix B begin
on page 52.

a. Do you believe that an explanation and illustration of the major factors
impacting projected receipts and spending will be helpful to readers?
Please explain the basis for your view and note any recommended
changes in the requirements.

b. Do you believe that the display of a range for major cost drivers and/or
major programs, as shown in lllustrations 1a and 1b in Appendix B
should be optional or mandatory? Please explain the basis for your
view.

a. We believe that the major factors impacting projected receipts and spending
may be helpful if it includes programs other than just Social Security, Medicare,
and Medicaid. However, we believe that this should be brief and in the form of
high level, simple graphs and written discussion as presented in the summary
PARs.

b. Optional. lllustrations 1a and 1b are fairly easy to understand. However
some data and graphs are not, such as lllustrations 8a and 8b. Therefore, it
should be left as an option. Also, it could be too much information for the
average reader.
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This exposure draft proposes that the results of alternative scenarios be
provided. Paragraph 42(d) provides that the present value of projected receipts,
spending and the net of receipts and spending be presented for each alternative
scenario. Optionally, projections for alternative scenarios may be displayed in a
table format (see lllustration 7 in Appendix B).

a. Do you believe that the proposed requirement for alternative scenarios
is appropriate? Please explain the basis for your view.

b. Do you believe that the requirements for additional information
regarding alternative scenarios are sufficient? If not, please explain
the basis for your view and what additional information you propose.

a. No. We believe that there should be only two alternate projections, one to
show the increase in revenues needed to sustain the current level of service, and
the other to show the cut in spending needed to sustain the current level of
service, as the two options are fairly generic. We are concerned that providing
other projections would reduce the credibility of the statement. The readers
could perceive the alternative scenarios as:

¢ An endorsement of the alternate policies,

e Political in nature, and

e Subjective, open to speculation, and not factual.

b. We believe that the only alternative scenarios that should be presented are to
increase revenues and to decrease spending as they are generic.

This exposure draft proposes disclosures consisting of narrative and graphic
displays to effectively communicate to the reader historical and projected trends
and to help the reader understand the major drivers influencing projected
receipts and spending. The requirements begin at paragraph 39 and illustrations
begin on page 52.

a. Do you believe that the disclosures would help the reader understand
the basic financial statement?

b. Are there any items that you believe should be added to, or deleted
from, the disclosures? If so, please explain.

c. Do you believe that the final accounting standard should include an
appendix that displays illustrative disclosures (see Appendix B)? Why
or why not?

a. Yes we believe that some of the disclosures would be helpful to the reader.
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b. We do not believe that the projections should be for an infinite horizon
because it is not realistic to assume this programs can continue indefinitely
without policy changes. We also believe projections should be based on current

policy.

c. Yes, we believe that examples are always helpful. However we believe that
the illustration should be used as a guide (i.e. not mandatory format and
wording).

The Frequently Asked Questions (FAQs) at Appendix C provide a “plain English”
explanation of terms and concepts used in long-term projections.

a. Do you find the FAQs helpful?

b. Should the Treasury Department be encouraged to include any of the
FAQs in the CFR to promote understandability of the terms and
concepts? If so, please specify the FAQs that should be considered
for inclusion (and/or exclusion).

a. Yes we find the FAQs helpful.

b. All of the FAQs presented in the ED should be included, plus a FAQ for Fiscal
Gap. However, we believe the FAQs should be included in GAO’s Guide to
Understanding the Annual Financial Report of the United States Government.
We believe this is a more appropriate place for FAQs than in the CFR itself.

Effective Date and Phased Implementation: This proposed Statement would be
effective for periods beginning after September 30, 2009 with earlier
implementation encouraged. This proposed Statement would require that the
financial statement and the disclosures be included in Required Supplementary
Information (RSI) for the first three years of implementation, and basic
information (for example, basic financial statement and disclosures) for all
subsequent years.

a. Do you believe that this implementation date is reasonable and
appropriate?

b. Do you agree with the phased implementation period (3 years)?

c. Do you believe that some or all of the required information should
remain as RSI after the 3-year implementation period? If so, please
explain the basis for your view.

a. No, we do not believe that FY 2010 is reasonable. We believe that 1)
impacted entities need more than a few months to develop and document such a
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statement; 2) auditing standards need to be developed before such a statement
becomes basic information.

b. No, we prefer that the required information remain RSI.

c. Yes, we believe all of the required information should remain RSI, as there are
projections in the information, which can be considered speculative, and might
not be auditable. Presenting the statement as basic information would mean
estimates and projections would be placed on the face of the financial
statements. Since estimates are based on subjective as well as objective
factors; it may be difficult for agencies to establish controls over them, thus
creating more skepticism from the auditors.

A significant minority of members supported a proposal that there should be RSI
regarding trends in the proportion of U.S. Treasury debt held by foreign investors.
This information would remain as RSI and would not be subject to the phased-in
implementation in paragraph 44. (See paragraphs A64 — A68 in the Basis for
Conclusions for a discussion of this proposal and lllustration 10 in Appendix B).

a. Do you believe that including RSI regarding the foreign holding of U.S.
Treasury debt would be relevant and useful in meeting the objectives
of fiscal sustainability reporting? Please explain why or why not.

b. Do you believe that the illustrative example provided in Appendix B is
clear and understandable?

a. Yes, we believe that it would be meaningful to present a schedule showing
trends in U.S. Treasury debt held by foreign investors. This information would
show the reader the impact foreign countries could have on the U.S. economy.

b. The illustration in Appendix B is clear and understandable. However, we
believe the readers would like to see which countries are the top investors, and
the percentages held by each of them.

A minority of members supported a proposal that if the proposed Comprehensive
Long-Term Fiscal Projections for the U.S. Government indicate a significant fiscal
gap, RSI (not subject to the phased-in implementation in paragraph 44) should
include the identification, explanation, and fiscal impact of one or more policy
alternatives that would reduce the fiscal gap. (See paragraphs A68 — A74 in the
Basis for Conclusions for a discussion of this proposal.)

Do you believe that if the proposed Comprehensive Long-Term Fiscal
Projections for the U.S. Government indicate a significant fiscal gap, the
statement and disclosures be accompanied by RSI that includes identification,

9 Page 25 of 159



#4

Q15.

Steven Schaeffer Federal Auditor
SSA/OIG comments

explanation, and fiscal impact of one or more policy alternatives that would
reduce the fiscal gap? Please explain why or why not.

We believe that a significant fiscal gap could be shown in the RSI. We believe
the public would be interested in a top level discussion of the comparison of fiscal
gap to GNP, and what the percentage was at other points in time (for comparison
purposes). However we do not think alternate projections should be made at this
time. It seems inappropriate to predict future government policy. We are
concerned that there will be too much information for the reader. In addition we
feel that at this time, there is no defined target percentage for fiscal gap as it
relates to the United States. Further, these types of policy issues may be better
addressed in a separate report completed by GAO.

This exposure draft proposes that additional information that may be helpful to
readers in assessing whether financial burdens without associated benefits were
passed on by current-year taxpayers to future-year taxpayers (sometimes
referred to as “inter-period equity” or “inter-generational equity”) be included as
one way to meet a disclosure requirement for providing context for the data in
paragraph 41(e). (See paragraphs A75 — A78 in the Basis for Conclusions for a
discussion of this proposal.)

a. Do you believe that such information should be optional (as proposed
in the exposure draft) or required?

b. Do you believe that further research and analysis should be performed
by FASAB to improve the disclosure of such information? Please
explain the basis for your views and note any recommended changes
for the presentation of inter-period or inter-generational equity.

a. Yes, it should be optional.

b. If it is optional, inter-generational equity can be added at a later date.
However, we believe that no further research is needed. We believe the readers
already understand this concept. As an example, we believe that many of the
young readers do not expect to receive any Social Security benefits, as they
believe there will be no money left for them by the time they retire, unless there
are current policy changes.

Other Comments and Concerns:

Paragraph Comment

7 Paragraph 7 states that assessing future budgetary
resources has social and political implications. We have a
concern that the term “political implications” detracts from
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the purpose of the statement.

10 It is not clear who will make the determination of materiality.
Is it intended that Treasury will decide which items to
include, and will Treasury seek input from Federal
agencies?

12 This paragraph defines fiscal gap. However, it does not
address who determines what the “target” percentage of
debt to gross domestic product (GDP) should be. It also
does not address how often the target percentage changes,
such as every 5 years, efc.

18 Paragraph 18 states that the report requirements in this
statement apply to the consolidated financial statements.
How will Treasury calculate the individual component entity
level information? Will Treasury contact the individual
component for this information? If so, who will audit this
information?

32 It is not clear if there can be different valuation dates for
each program or if the same valuation date is expected for
all programs in the statement.

33 The language in the second sentence, “If not feasible, the
entity should disclose...” may be somewhat confusing.
Disclosures to the public would be included with the
statement in the CFR and not in the PARs for individual
entities. Should this be revised to say that departments or
agencies should disclose this information to Treasury?

42 This paragraph states that historical and projected trends
should begin at least 20 years before the current year. We
understand that FASAB believes that 20 years are needed
in order to show a trend. However, since the Chief
Financial Officers (CFO) Act (Public Law 101-576) was
signed in 1990 or only 18 years ago, we have a concern
that not all agencies have readily available financial data
that is reliable prior to 1990.
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December 23, 2008

Ms. Wendy M. Payne, Executive Director
Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814

Washington, DC 20548

Dear Ms. Payne:

On behalf of the Association of Government Accountants (AGA), the Financial
Management Standards Board (FMSB) appreciates the opportunity to provide
comments to the Federal Accounting Standards Advisory Board (FASAB or the
board) on its exposure draft of the proposed statement on Reporting Comprehensive
Long-Term Fiscal Projections for the U.S. Government. The FMSB, comprising 23
members with accounting and auditing backgrounds in federal, state and local
government, academia and public accounting, reviews and responds to proposed
standards and regulations of interest to AGA members. Local AGA chapters and
individual members are also encouraged to comment separately.

The FMSB would like first to applaud the FASAB for taking on this difficult project.
Though some might think the perceived costs and the uncertainty of future projections
call into question the appropriateness of this basic financial statement, we believe that
it has the potential to be the most important financial statement there is. This is a
critical time in our country, and we need to watch our financial health carefully.
Politicians have to worry about votes, and while some look beyond the present and try
to keep our country’s financial future always in focus, today is a very difficult
environment in which to make sweeping changes that affect people’s pocket books.
Citizens do not typically want to tax themselves, and politicians have to get the votes
of these citizens. But if dire future financial circumstances exist in our country and are
at least exposed, we can then hope that the people will encourage their politicians to
make the hard choices necessary to sustain our government and try to ensure that our
children’s lives in this country are at least as good as our lives have been. So we wish
to say “bravo” to the board for development of this exposure draft.

Because this is such an important statement to the citizens, understandability will be of
paramount importance. The board should take every opportunity to reduce the number
of options or the number of required components or disclosures after determining that
the informational value of the data would not be sacrificed.

Some members expressed concern about whether the fiscal sustainability report should
be incorporated into the consolidated financial report (CFR) of the U.S. Government
at all. Their main concern was that the information would be considered both
subjective and politically biased by large segments of intended users and would
therefore undermine the credibility of the financial statements as a whole. More
specifically, they feared that economists, or at least a substantial portion of them,
would contend that from a macroeconomic perspective the projections contained in the
report were conceptually flawed.
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These members recommend that the sustainability report be issued as a stand-alone document separate
and apart from the annual financial report. If it is to be issued as part of the CFR, then it should be
clearly set apart from the other statements, notes and required supplementary information (RSI) and
should contain an explicit explanation that the included statements are of a different character than those
in the rest of the report.

Since comparability is not as important a criteria for our federal government accounting standards (as
there is only one federal government), one way to address the concerns about subjectivity and political
bias would be to stress the concept of consistency in how the information is developed from year to
year. If consistent methods are applied, it will make the information much more auditable as well. Of
course, there needs to be room to make improvements on the projections, but in general, the information
should be prepared the same way from year to year. Changes in methods should require mandatory
disclosure as discussed in our response to Q1 below. Following are our responses to the questions posed
in the document and some final comments.

QI. From a user standpoint, we would have expected to see years projected out into the future instead
of this present value view. However we understand it and can get used to it, particularly since a
multiple year projection format would make the statement overly “busy.” We find it acceptable
as long as the Appendix B, page 57, chart (Illustration 3, Projected U.S. Government Receipts
and Spending) that better illustrates a trending view continues to be required in the disclosures.
This same disclosure is necessary as it does an excellent job of showing the mandatory spending.
It is far more meaningful for the general user than the Basic Financial Statement.

We do have one suggestion for amplification: to discuss in detail the model used for the
projections to meet the proposed requirements. For example, if a projection assumes a Social
Security recipient mortality rate of X and a core inflation rate of Y, the projection should discuss
these assumptions. Also, if projections use very conservative or very favorable projection
rates/assumptions, the projections should describe the nature and tone of its rates and
assumptions for factors like inflation, investment returns, and mortality/actuarial projections. The
goal here is to fully and clearly disclose to users the tone and basis for the projections.

Q2.  We believe the guidance is appropriate.

Q3.  The financial statements appear understandable for the primary audiences of the CFR, though see
comments in Q1. As for the disclosures, it is simply too much. Many of the illustrations are just
not understandable to the average citizen and serve only to make the overall disclosures
convoluted and difficult. The disclosures of paragraph 40 and 41 are fine, but paragraph 42 could
use some revision. The words “explain and illustrate” apply to all the subparts of 42, and the
example illustrations for part a and d are confusing and unnecessary. We believe the 42a
requirement should still remain in the standard, but the board should recommend this be a very
brief narrative. The example illustrations and excess words are simply not helpful. The
illustrations for 42b should be the main focal point for the disclosures as it does an excellent job
illustrating sustainability to the citizen. Any illustrations that take away from that should either
be deleted or should be ordered behind this primary graphic presentation suggested in 42b. The
illustration for 42c is suitable, but again is not as important as 42b and should be ordered as such.

Q4.  No, we do not agree with the flexible requirements for reporting fiscal gap and no, we do not
believe that the illustrative disclosure is clear and understandable. In our opinion, the disclosure
should discuss how much public debt is sustainable and what level economists believe is an
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appropriate level of debt (similar to what is included in FAQ 3). Then there should be a
simple percentage calculation of where debt is now and, given the projections, what percent it
might be in 25-year increments for the finite period of time chosen for the statement itself. Now
— in addition to this disclosure, we strongly believe that on the face of the statement there
should be some additional line items. Currently, reading  down, the statement includes
Receipts less Spending equals Spending in Excess of Receipts. Following those items, there
should be a line called Current Debt that is added to the Spending in Excess of Receipts to a total
line. We also believe that under that total there should be a per capita calculation. If this
additional display is not acceptable, we recommend the board goes back to some kind of “fiscal
imbalance” approach rather than a “fiscal gap” approach.

a.  The development of two different horizon projection periods makes the statement overly
complex. The board should select whether finite or infinite is the best period to meet the
objectives of the statement and go with it. We recommend a finite horizon projection
period to make the per capita calculation more feasible. Whatever the board decides, the
assumptions, rates and tone of the projections should be fully discussed in the report (as
referred to in the response to Q1).

b.  We think an economist or expert in this area would be able to give the best estimate of
what time horizon would give the most valuable information while not sacrificing too
much certainty. If the board would like a citizen’s preference though, we would think 100
years would be a nice clean cut-off. We also would like to suggest that the board may
consider requiring one specific time horizon, like 75 or 100 years, but not prohibiting
other horizons (like 25, 50 or 100 years) being used in addition to the one required if they
provide meaningful information to the user.

a. We prefer a title that does not include the word “statement” or the phrase “financial
statement” especially with regard to projected information. Another option might be,
“Projection for Long-Term Financial Sustainability.”

a.  Yes, we believe that it is a good idea to have some minimum level of disaggregation for
the basic financial statement. Parsing out receipts and spending of major programs from
the rest of the government can be beneficial and helpful to the readers of the financial
statement.

b.  We think the statement should allow more disaggregation, but not require it. The major
programs should be sufficient.

a.  Yes, we think that an explanation and illustration of the major factors impacting projected
receipts and spending can be helpful to readers. This can serve as a “bridge” to help
convey a complex subject matter in a simple and understandable manner.

b.  We thought the illustrations were unnecessary. We think there should be a brief verbal
description of the major factors, perhaps in conjunction with the discussion about policy
alternatives. The charts just muddy the waters more for the citizen. Keep it simple by
including the statement and the chart on page 57 and excluding extraneous information
that causes a person to get overwhelmed and to quit reading the disclosures.
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No — this makes it overly complex. Also paragraph 42d is presented as a requirement:
“[Disclosures should explain and illustrate] the results of alternative scenarios that are
consistent with current policy without change.” And the statement asks for scenarios that
are higher and lower. The development of these scenarios is probably meant to show a
range of possible results to put the statement in context, but unless the board required the
entity to create a best case and a worse case scenario, there is just too much judgment
involved here and the intent could easily be lost. Now, granted, the selection of the
scenario involves a lot of judgment as well. No way around that. You just aren’t gaining
much by offering up a bunch of alternatives if it has no parameters and if it won’t
necessarily show the full range of options. It sounds as if this part of the standard arises
from what the Trust funds already do with three separate scenarios; however, in the basis
for conclusions (A23) it states that the intermediate assumptions reflect the Trustees’ best
estimate of future experience. We recommend that the board identify the most suitable
estimate instead of making the disclosures overly complex.

See a. above.
See Q3 comments.

40(c) doesn’t seem understandable, and as such, we can’t offer alternative language.
41(d) says to disclose the significant reasons for the changes. Perhaps it should say to
identify the major reasons for “significant” changes so it does not appear that you would
have to explain all changes.

Yes, we believe that an appendix that displays illustrations can be helpful to the reader in
understanding the projections and trends in spending and revenues in major programs.

Yes, we find the Frequently Asked Questions (FAQs) in Appendix C helpful. One
member suggested wording the text of the entire document in plain language as much as
possible, or to present them and the plain language document as the main document, with
the technical details shown as an appendix.

The Treasury Department should be encouraged to include some of the FAQs in the CFR
to promote understandability of the terms and concepts. Certainly the discussion about
the debt to GDP ratio, though parts of that are already included in the disclosure
illustrated in part B. (See also answer to Q4 above)

Yes, we think it appears to be reasonable.

Yes

The information should be presented in the basic financial statements after the three-year
window.

Absolutely. Trends in the proportion of U.S. Treasury debt held by foreign investors is a
fundamental user consideration and such an important analysis.

Yes. It was refreshingly simple and understandable.
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Ql14. Yes, if projections show a gap, additional information on policy alternatives should be
included. This is consistent with the underlying notion of issuing this document and would
best inform the public and elected officials. The FMSB does caution the board, though, that it
would be difficult to avoid politics in the selection of the policy alternatives. Who would
prepare this information? Perhaps add some wording that would put the burden on the
preparers to identify what policy alternatives the citizens might be interested to see, regardless
of political agendas that might cause people to leave some scenarios off the table.

Qls. a.  This is certainly a topic of interest and perhaps ought to be required, but we would have
to see the details before making that decision. It is very difficult for us to picture how this
information could be presented clearly enough to make it informative. If there was a
clear way to display the burdens passed on, we would support that requirement.

Finally, we would also like to recognize that this was an excellent set of due process questions. The
board did a good job clearly identifying significant minority views for consideration. It is apparent that
the board desires to get this statement right. We do have one final question that we respectfully ask the
board to consider. It is this. Will the anticipated disclosures and reporting result in a skilled and diligent
assessment of the global appetite, or capacity, to drawdown additional Treasury securities at levels
anticipated now or in the future? In short, will what is being proposed help the reader of the CFR to
understand when the “hard stop” will likely occur and when the Federal government will actually have
to live within constraints---and, maybe, even be expected to pay back some of the principal of
outstanding securities?

We appreciate the opportunity to comment on this document and would be pleased to discuss this letter
with you at your convenience. No member objected to its issuance. If you have questions concerning the
letter, please contact Anna D. Gowans Miller, CPA, AGA’s director of research and staff liaison for the
FMSB, at amiller@agacgfm.org or 703.684.6931 ext. 313.

Sincerely,

St Chiblice

Robert L. Childree, Chair,
AGA Financial Management Standards Board

cc: Samuel T. Mok, CGFM, CIA, CICA
AGA National President
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On behalf of The US Department of Agriculture, Farm Service Agency attached are
comments on exposure draft ,“ Reporting Comprehensive Long-Term Fiscal Projections
for the US Government”.

Melanie R. Cenci
Office of Chief Financial Officer
US Dept. of Agriculture
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Name: USDA, Farm Service Agency

Title/Organization: Policy, Accounting, Reporting, and Loan Center

Contact information: Agnes Leung 703-305-1380, William Joe 703-305-1447
Date: November 11, 2008

Comments on exposure draft, Comprehensive Long-Term Projections for the
U.S. Government

Q1. This exposure draft proposes reporting that would support FASAB Objective 3,
Stewardship, and in particular, Sub-Objective 3B:

Objective 3: Federal financial reporting should assist report users in assessing
the impact on the country of the government's operations and investments for
the period and how, as a result, the government's and the nation's financial
condition has changed and may change in the future.’

Sub-Objective 3B: Federal financial reporting should provide information that
helps the reader to determine whether future budgetary resources will likely
be SszffiCient to sustain public services and to meet obligations as they come
due.

More detailed discussion of the reporting objective and the objectives of fiscal
sustainability reporting can be found in paragraphs Error! Reference source not
found. through Error! Reference source not found..

Do you believe that the proposed reporting adequately supports the above
objectives? Are there different reporting requirements that might better support
the above objectives or that you believe should be added to the proposed
requirements in this exposure draft? If so, please explain.

Yes, in that the proposed reporting would require a basic financial statement with
the present values of projected receipts and spending, how the amounts
compare to projected GDP, and the changes from the prior year.

Q2. In this proposed Statement, projections are prepared not to predict the future, but
rather to depict results that may occur under various conditions. Accordingly,
projections require assumptions to be made about the future. This exposure draft
proposes broad and general guidance for selecting policy, economic, and
demographic assumptions for long-term projections with a primary focus on the
future implications of the continuation of current policy without change for federal

' SFFAC 1, par. 134.

2 SFFAC 1, par. 139.
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government public services and taxation. The guidance begins at paragraph Error!
Reference source not found.. Paragraph Error! Reference source not found.
explains that although current law is a reasonable starting point in selecting policy
assumptions, a simple projection of “current law” would not always reflect current
policy without change. Examples are provided.

Do you believe that the guidance for assumptions is appropriate? If not, please
suggest alternative guidance. Please provide the rationale for your response.

Yes, the guidance for assumptions is appropriate in that it discusses 3 types of
assumptions, as noted above, with the starting point being “current policy without
change.” Also, in using the same economic and demographic assumptions that
are used for the Statement of Social Insurance will provide for comparability of
the information for users.

Q3. This exposure draft proposes a basic financial statement® and disclosures.
(Description begins at paragraph Error! Reference source not found. and an
illustrative example of the basic financial statement is provided in Appendix B.) The
Board has indicated that the primary audiences for the consolidated financial report
of the U.S. Government (CFR) are citizens and citizen intermediaries such as
journalists and public policy analysts.

Do you believe that the basic financial statement and disclosures would be
understandable and meaningful for the primary audiences of the CFR? Please
note any changes that you believe should be made to the proposed requirements
for the basic financial statement and/or the disclosures.

Yes, the basic financial statement and disclosures would be understandable and
meaningful for the primary audiences.

Q4. The Board is proposing that the basic financial statement display the
difference between projected revenue and projected spending, and that the fiscal
gap (the change in non-interest spending and/or revenue that would be necessary to
maintain public debt at or below a target percentage of gross domestic product
(GDP)) must be reported either on the face of the basic financial statement or in a
disclosure. Also, the fiscal gap may be reported for a specific debt level or over a
range of debt levels (see paragraph Error! Reference source not found.). Both
options for reporting fiscal gap are illustrated in Appendix B (see pages Error!
Bookmark not defined. (narrative on the face of the financial statement) and Error!
Bookmark not defined. (disclosure)). See paragraphs Error! Reference source
not found.- Error! Reference source not found. in the Basis for Conclusions for
an explanation of the pros and cons of the options.

a. Do you agree with the flexible requirements for reporting fiscal gap?

® The basic financial statement will be presented as RSI for a period of three years and subsequently as a
basic financial statement.
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Yes, in addition, presenting the fiscal gap analysis in figures citizens can
relate to and understand is recommended, such as “$455,000 per American
household” would be informative.

b. Do you believe that the illustrative disclosure (lllustration 8 in Appendix B) is
clear and understandable?

Yes, and it is recommended that a note disclosure be utilized to explain and
illustrate fiscal gap.

Finite and infinite time horizons for fiscal projections are discussed in the
Basis for Conclusions, paragraphs Error! Reference source not found.
throughError! Reference source not found.. This exposure draft proposes the
following requirements regarding time horizons for projections: (a) the projections
presented in the basic financial statement should be “sufficient to illustrate long-term
sustainability” (for example, traditionally the Social Security program has used a
projection period of 75 years for long-term projections); (b) projections for both a
finite and an infinite horizon should be provided, one in the basic financial statement
and the other in the disclosures; and (c) either the basic financial statement or the
disclosures should include projections for Social Security and Medicare based on
the time horizon used for long-term projections for Social Security and Medicare in
the Statement of Social Insurance (SOSI).

a. Do you believe that the above requirements for time horizons are appropriate
to meet the reporting objectives of Fiscal Sustainability Reporting?
Specifically, do you believe that data for both finite and infinite horizon
projection periods should be reported? If not, please explain.

It is recommended that the data for a finite horizon projection time period
should be reported, such as using the Social Security program’s projection
period of 75 years for long-term projections will provide for comparability.

b. Do you believe that there should be a specific time horizon requirement (for
example, 75 years) for the basic financial statement for Fiscal Sustainability
Reporting and/or the SOSI? If so, what time horizon do you believe should
be required?

See above.

The Board’s mission is to issue reporting requirements for the federal
government’s general purpose financial statements, and not to recommend budget
policy. This exposure draft proposes a title for the basic financial statement: “Long-
Term Fiscal Projections for the U.S. Government.” An alternative title, “Statement of
Fiscal Sustainability,” might imply to some that the Board has established or plans to
establish specific rules that define “fiscal sustainability” and/or budget rules that
would result in fiscal sustainability. However, others have indicated that the “plain
English” meaning of the words “fiscal” and “sustainability” should be adequate, and
that the title “Statement of Fiscal Sustainability” might be more appropriate.
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The Board’s working definition of “fiscal sustainability” is explained in the Basis
for Conclusions, paragraph Error! Reference source not found.. The concept
of “Financial Condition” is explained in the Basis for Conclusions, paragraphs
Error! Reference source not found. and Error! Reference source not found..

Do you believe that the basic financial statement should be titled
a. “Long-Term Fiscal Projections for the U.S. Government,”

b. “Statement of Fiscal Sustainability,”

c. “Statement of Financial Condition,” or

d. A title not listed above (please specify).

Please explain the reasons for your choice.

It is recommended that

a. “Long-Term Fiscal Projections for the U.S. Government,” be used. This best
describes the objective of this information.

Q7. This exposure draft proposes a minimum level of disaggregation for the basic
financial statement. For projected receipts, major programs such as Medicare and
Social Security would be shown separately from the rest of government. For
projected spending, major programs such as Medicare, Social Security, and
Medicaid would be shown separately from the rest of government. (See paragraphs
Error! Reference source not found. and Error! Reference source not found.-
Error! Reference source not found..)

a. Do you believe that the above general guidance provides for an appropriate
level of disaggregation in the basic financial statement? Please explain the basis
for your views.

b. Do you believe that specific line items (instead of or in addition to the “major
programs” required by paragraph Error! Reference source not found. of the
ED) should be disaggregated in the basic financial statement? If so, please
identify the line items and explain your reasoning.

Yes, the above guidance provides for an appropriate level of disaggregation in
the basic financial statement in that the 3 programs Medicare, Social Security,
and Medicaid are the major programs. As noted in the Appendix B example, the
3 account for 57.72% of the Total Spending. Further, separate sublines can be
added, as required.

Q8. This exposure draft proposes that disclosures should explain and illustrate the
major factors impacting projected receipts and spending (such as the rising cost of
health care) (see paragraph Error! Reference source not found.). lllustrative
examples in Appendix B begin on page Error! Bookmark not defined.).

a. Do you believe that an explanation and illustration of the major factors
impacting projected receipts and spending will be helpful to readers? Please
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Yes, an explanation and illustration of the major factors impacting projected
receipts and spending will be helpful.

. Do you believe that the display of a range for major cost drivers and/or major

programs, as shown in lllustrations 1a and 1b in Appendix B should be
optional or mandatory? Please explain the basis for your view.

It is recommended that the display of a range for major cost drivers and/or
major programs be optional, in that ranges can vary.

This exposure draft proposes that the results of alternative scenarios be

provided. Paragraph Error! Reference source not found. provides that the
present value of projected receipts, spending and the net of receipts and spending
be presented for each alternative scenario. Optionally, projections for alternative
scenarios may be displayed in a table format (see lllustration 7 in Appendix B).

a. Do you believe that the proposed requirement for alternative scenarios is

appropriate? Please explain the basis for your view.

No, in that including alternative scenarios can cause confusion. Therefore, it
is recommended that the inclusion of alternative scenarios be optional.

. Do you believe that the requirements for additional information regarding

alternative scenarios are sufficient? If not, please explain the basis for your
view and what additional information you propose.

See above.

This exposure draft proposes disclosures consisting of narrative and graphic

a. Do you believe that the disclosures would help the reader understand the
basic financial statement? Yes.

b. Are there any items that you believe should be added to, or deleted from, the
disclosures? If so, please explain.

Page 55, for the Demographic Trends disclosure, it is recommended that age
demographics such as “over 64” be used instead of “retired”.
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Page 61, it is recommended Alternative Scenarios be optional.

c. Do you believe that the final accounting standard should include an appendix
that displays illustrative disclosures (see Appendix B)? Why or why not?

Yes, in that the illustrative disclosures assist in communicating the information.

Q11. The Frequently Asked Questions (FAQs) at Appendix C provide a “plain

English” explanation of terms and concepts used in long-term projections.

a. Do you find the FAQs helpful? Yes.

b. Should the Treasury Department be encouraged to include any of the FAQs in
the CFR to promote understandability of the terms and concepts? If so, please
specify the FAQs that should be considered for inclusion (and/or exclusion).

Yes, it is recommended that all be included.

Q12. Effective Date and Phased Implementation: This proposed Statement would

be effective for periods beginning after September 30, 2009 with earlier
implementation encouraged. This proposed Statement would require that the
financial statement and the disclosures be included in Required Supplementary
Information (RSI) for the first three years of implementation, and basic information
(for example, basic financial statement and disclosures) for all subsequent years.

a. Do you believe that this implementation date is reasonable and appropriate?
Yes.

b. Do you agree with the phased implementation period (3 years)? Yes.

c. Do you believe that some or all of the required information should remain as
RSI after the 3-year implementation period? If so, please explain the basis for
your view.

Yes, all of the disclosures should remain as RSI, especially if information such as
Alternative Scenarios is included.

Q13. A significant minority of members supported a proposal that there should be

RSI regarding trends in the proportion of U.S. Treasury debt held by foreign
investors. This information would remain as RSI and would not be subject to the
phased-in implementation in paragraph Error! Reference source not found.. (See
paragraphs Error! Reference source not found. — Error! Reference source not
found. in the Basis for Conclusions for a discussion of this proposal and lllustration

10 in Appendix B.)
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a. Do you believe that including RSI regarding the foreign holdings of U.S.
Treasury debt would be relevant and useful in meeting the objectives of fiscal
sustainability reporting? Please explain why or why not.

Yes, in that the proportion has been large and increasing, per Page 64.

b. Do you believe that the illustrative example provided in Appendix B is clear
and understandable? Yes.

Q14. A minority of members supported a proposal that if the proposed

Comprehensive Long-Term Fiscal Projections for the U.S. Government indicate a
significant fiscal gap, RSI (not subject to the phased-in implementation in paragraph
Error! Reference source not found.) should include the identification, explanation,
and fiscal impact of one or more policy alternatives that would reduce the fiscal gap.
(See paragraphs Error! Reference source not found.—Error! Reference source
not found. in the Basis for Conclusions for a discussion of this proposal.)

Do you believe that if the proposed Comprehensive Long-Term Fiscal
Projections for the U.S. Government indicate a significant fiscal gap, the
statement and disclosures be accompanied by RSI that includes identification,
explanation, and fiscal impact of one or more policy alternatives that would
reduce the fiscal gap? Please explain why or why not.

It is recommended that the RSI not include any proposals for closing a projected
fiscal gap. Any recommendations for doing so should be part of another white
paper.

Q15. This exposure draft proposes that additional information that may be helpful

to readers in assessing whether financial burdens without associated benefits were
passed on by current-year taxpayers to future-year taxpayers (sometimes referred to
as “inter-period equity” or “inter-generational equity”) be included as one way to
meet a disclosure requirement for providing context for the data in paragraph Error!
Reference source not found.. (See paragraphs Error! Reference source not
found. - Error! Reference source not found. in the Basis for Conclusions for a
discussion of this proposal.)

Do you believe that such information should be optional (as proposed in the
exposure draft) or required? Do you believe that further research and analysis
should be performed by FASAB to improve the disclosure of such information?
Please explain the basis for your views and note any recommended changes for
the presentation of inter-period or inter-generational equity.

It is recommended that inter-generational equity be included such as in RSI.

Further analysis can also be performed on how to improve the disclosure of such
information.
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Federal Preparer
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>>> "Glenn-Croft, Mary" <Mary.Glenn-Croft@ssa.gov> 12/29/2008 11:05 AM
>>>

Attached are our comments on the Exposure Draft Reporting Comprehensive
Long-Term Fiscal Projections of the U.S. Government. You may receive a
separate set of comments from SSA's Office of the Chief Actuary.

Mary Glenn-Croft
Chief Financial Officer

Social Security Administration
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1. Do you believe that the proposed reporting adequately supports the
stewardship objectives, specifically 3B?

The Exposure Draft (ED) states that the objective of “Fiscal Sustainability
Reporting” is to help the reader “determine whether future budgetary resources
will likely be sufficient to sustain public services and to meet obligations as they
come due” (paragraph 6). Furthermore, the ED indicates that the reporting
should be understandable to the “average citizen” who has a reasonable
understanding of federal government activities and is willing to study the
information with reasonable diligence.”

Of all the illustrations presented in the ED, illustration 3 on page 57, “Projected
U.S. Government Receipts and Spending” is the closest to meeting the
objectives by making a year-by-year comparison of the projected revenues and
obligations of the federal government under “current policy.” However, there are
two important shortcomings with this presentation. First, obligations are
incorrectly classified as spending. As implied in the ED, a shortfall in revenues
would preclude spending once related assets are exhausted under current law.
Therefore, it would not be appropriate to refer to these full obligations as
spending, when this spending is not projected to occur. In addition, it is not
appropriate to include interest accruals in the graph, as it would imply that it is
“spending.” The inclusion is also flawed since it does not consider the possibility
that if non-interest obligations were met, the growth in interest accrued would not
occur.

If the above changes were made, the illustration would fairly present the
sustainability of federal obligations by presenting obligations as a percent of the
gross domestic project (GDP) that must support these obligations on a year-to-
year basis, as well as the level of expected receipts on an annual basis under
current policy. This illustration would also meet the criteria for sustainability by
accurately showing the timing and trends in projected obligations, shortfalls, and
surpluses.

Furthermore, measuring receipts and obligations over a number of years using a
present value calculation should either be eliminated from the standard or given
little emphasis. These extremely large numbers, in the trillions, and the
complexity of present value figures have little meaning to the average citizen. A
year-to-year comparison, as shown in illustration 3, is much more
understandable.
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2. Do you believe the guidance for assumptions is appropriate? If not, please
suggest alternative guidance.

Overall, the guidance for allowing the preparer to use judgment in selecting the
assumptions is appropriate. The statement that “projections are not forecasts or
predictions; they are designed to depict results that may occur under various conditions”
provides a clear distinction between the goals of projections and the role of assumptions
in developing these long-term projections. The definitions and examples provided for
policy, economic, and demographic assumptions are clear and understandable,
specifically the examples of the assumptions applied to the Social Security program.

However, the concept of “current policy without change,” does not seem entirely plausible. In
simple cases, such as where discretionary spending expires, the concept makes sense. However,
as mentioned previously, there are instances, such as with the OASDI and HI programs, where
current law sets limitations on spending, and any obligations incurred beyond those limits cannot be
classified as “spending,” without a change in law. This is similar to the projection of “obligations” for
payment of personal tax liability under current law. Since the law specifies that these increases and
obligations may only be altered with a change in law, it would be misleading to show only one of
these increases in obligations

3. Do you believe that the basic financial statement and disclosures would be
understandable and meaningful for the primary audiences of the CFR? Please
note any changes that you believe should be made to the proposed requirements
for the basic financial statement and/or disclosures.

We do not believe this report should be classified as a basic financial statement. The
information is based on projections and assumptions and should not be held to the
same audit standards as conventional financial reports.

In addition, as mentioned previously, the obligations displayed in the various illustrations
should not be referred to as spending because of the recognized limitations on
spending in various programs, such as OASDI and HI, under current law. Moreover,
“All Other Receipts” must reflect obligations under current policy and should not be
limited to the current percentage of GDP.

The proposed presentation is understandable and meaningful to the primary audiences
of the CFR, even if not to the general public. Particularly, the breakout of receipts and
“spending” among Medicare, Medicaid, and Social Security is valuable, as these
programs seem to draw the most media attention and concern. The use of “% of GDP”
is a useful measure and can be understood by the basic reader. Likewise, the
comparison to the prior year is a useful measure for the basic user. However, the
concept of “present value” is complex and may not be understood by all users. The
calculations that are involved in developing a present value figure, such as selection of
interest rates, are detailed and complex for a reader to understand, particularly an
average citizen.
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4a. Do you believe in flexible requirements for reporting fiscal gap?

It seems as though there is too much flexibility in establishing fiscal gap, i.e. determining
the appropriate level of public debt as a target percentage of GDP. While, we do not
feel that the Board has the authority to establish a debt-to-GDP ratio, it seems that
allowing the preparer to establish the appropriate level of debt-to-GDP is too subjective.
Many readers will assume that having a zero debt-to-GDP level is preferable and may
not understand the concept that some level of debt is often acceptable, if not preferred.
As stated in the “Basis for Conclusion,” it would be arbitrary to attempt to set a target
debt level relative to GDP.

4b. Do you believe that the illustrative disclosures (ill. 8 in App b) is clear and
understandable?

We believe that the concept of fiscal gap needs to be explained more clearly. It seems
that the reader will have to invest a considerable amount of time to gain an
understanding of the concept. If the reader is able to grasp the concept of fiscal gap,
then the graph is both clear and understandable. The presentation allows for two
different interpretations, i.e., fiscal gap presented in both present value dollars, as well
as well as a percentage of debt to GDP. Likewise, the presentation of the changes in
revenue or non-interest spending provides a clear explanation of changes that are
necessary to maintain a specific debt to GDP ratio. Similarly, the current debt to GDP
ratio comparison with the historically high debt to GDP ratio in 1946 is useful in allowing
the reader to understand how the measure has evolved over the years.

5a. Do you believe that the requirements for time horizons are appropriate to
meet the reporting objectives of Fiscal Sustainability Reporting? Specifically do
you believe that data for both finite and infinite horizon projection periods should
be reported? If not, please explain.

We believe that data related to infinite horizons should not be presented in either the
financial statements or disclosures. There is too much uncertainty in developing
projections for an infinite horizon and there is little meaningful information gained from
these models. We also believe that the finite measure is not entirely useful, because,
as with a finite horizon, it does not address timing or trends in levels of costs, shortfalls,
or surpluses, which can only be found in the annual estimates of receipts and
obligations. While use of a finite measure provides an indication of the expected
adequacy of future receipts to provide for obligations over the period as a whole, it fails
to show whether resources may be adequate at any given point within the period
presented. This measure only provides one clear indication of fiscal sustainability, i.e.,
whether or not receipts and obligations will be in balance at the end of a given period.
Even with the limitation of the finite model, it is still more meaningful and effective than a
model using an infinite horizon.
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5b. Do you believe that there should be a specific time horizon requirement (i.e.
75 years) for the basic financial statement for Fiscal Sustainability Reporting
and/or the SOSI? If so, what time horizon do you suggest?

We believe there should be a specific time horizon requirement of 75 years for the
report and/or the SOSI. This would be consistent with the use of the 75-year horizon
projection period used in both the Social Security and Medicare Trustees Report.

6. Which of the following do you believe that the basic financial statement should
be titled...?

The most appropriate title would be the “Long-Term Fiscal Projections for the U.S.
Government.” The other titles presented include the word “statement,” which does not
seem appropriate for an illustration that consists of projections. These are much
different from a balance sheet, statement of budgetary resources etc., which present the
results of operations at a present time or that have already occurred.

7a. For projected receipts and spending, major programs such as Social Security
and Medicare would be shown separately. Do you believe that the above general
guidance provides for an appropriate level of disaggregation in the basic financial
statements?

While showing Medicare and Social Security is an excellent starting point, it seems that
additional disaggregation for total receipts would be useful. We believe that showing
Medicare, Medicaid, and Social Security only for total spending is appropriate since
these programs make up the majority of non-defense related dollars spent. Additionally,
we believe that attempting to provide a 75-year projection of defense spending would
not provide meaningful or valuable information.

7b. Do you believe that specific line items (instead of or in addition to the major
programs required by paragraph 36) should be disaggregated?

“Individual income taxes” and “corporate income taxes” should be listed under the
receipts category.

8a. Do you believe that disclosures explaining and illustrating the major factors
impacting projected receipts and spending will be helpful to readers? Please
explain the basis for your view and note any recommended changes in the
requirements.

The explanation and illustrations will be helpful to users. Users of the statements

should be aware of the major factors considered that may affect projected receipts and
spending.
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8b. Do you believe that the display of a range of major cost drivers and/or major
programs should be optional or mandatory. Please explain the basis for your
view.

We believe that the display of major cost drivers and/or major programs as shown
should be optional. These displays raise too many different scenarios and hypotheticals
that may be more confusing than they are useful. The graphs attempt to present too
much information; a narrative explanation would be much more effective.

9a. The ED proposes that the results of alternative scenarios be provided. Para
42(d) provides that the PV of projected receipts, spending and net of receipts and
spending be presented for each alternative scenario. Do you believe that the
proposed requirement for alternative scenarios is appropriate?

The proposed requirement for alternative scenarios is appropriate. Specifically, the
tables presented in illustration 7 are useful in allowing the reader to compare different
scenarios and its corresponding effect on receipts and spending.

9b. Do you believe that the requirements for additional information regarding
alternative scenarios are sufficient?

Yes, these requirements are sufficient.

10. The ED proposes disclosures consisting of narrative and graphic displays to
effectively communicate to the reader historical and projected trends and to help
the reader understand the major drivers influencing projected receipts and
spending. (Paragraphs 39/illustrations p. 52).

a. Do you believe the proposed disclosures consisting of narrative and graphic
displays would help the reader understand the basic financial statement?

We believe these disclosures are helpful in aiding the reader in understanding the basic
financial statements. It is important for the user to be aware of the numerous limitations
involved in projections; otherwise, the information presented could be misleading to
users. In addition, definitions of how present values were calculated, significant policy
assumptions, etc., will allow the user to be fully informed.

b. Are there any items that you believe should be added or deleted from the
disclosures?

No items should be added to or deleted from the disclosures.

c. Do you believe the final accounting standard should include an appendix that
displays illustrative disclosures (see App. B) why or why not?
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We believe that some illustrative disclosures can be useful. Some graphs such as
illustration 3 “Projected U.S. Government Receipts and Spending” and illustration 4,
“Projected Deficit (Surplus) as a Percentage of GDP,” are useful in allowing the reader
to visualize the topics being discussed. However, the standard should caution the
preparer when considering what information to display in the graphs. For example, in
illustration 2 the “Age-Gender Pyramid,” the graph does not successfully illustrate any
gender disparities nor is it clear if this information is relevant.

11a. Do you find the FAQ helpful?

The terms and concepts associated with this proposed standard can be difficult to
understand and therefore these FAQs are useful in providing concise answers to some
common questions, such as “What is present value?” and “What is the nature of Federal
trust funds?”

11b. Should Treasury include FAQs in the CFR to promote understandability of
the terms and concepts?

No, Treasury should not be encouraged to include any of these FAQ’s in the CFR.
Including these FAQ'’s would be providing too much information and would seem to
dilute the basic information presented. It appears that many of the answers to the
FAQ’s can be easily incorporated, if they are not already, into the disclosures.

12a. Do you believe that September 30, 2009 is a reasonable implementation
date?

The implementation date seems reasonable and appropriate. Federal agencies are
already producing some of this information.

12b. Do you believe with phased implementation period (3 years)?

No, we believe this information should remain RSI even after 3 years. The information
is based on projections and assumptions and should not be held to the same audit
standards as conventional financial reports.

12c. Do you believe that some or all of the required information should remain as
RSI after the 3 year implementation period? If so, please explain.

We believe that all of the required information should remain as RSI after the 3-year
implementation period. Because of the uncertainties and assumptions involved in fiscal
sustainability reporting, it does not seem appropriate for it to be subject to the same
audit scrutiny as the other basic financial statements.

13a. Do you believe that including RSI regarding the foreign holdings of US

Treasury debt would be relevant and useful in meeting the objectives of fiscal
sustainability reporting?
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This information could perhaps be useful but we believe the issue would need to be
studied more before a conclusion can be made. Clearly, a greater percentage of
Treasury debt is held by foreign holders but is this trend consistent with other
industrialized nations and perhaps an outcome of an increasingly global economy? If
the U.S. current rate of debt held by foreign investors and the rate of decrease in
holdings by U.S. investors over time is consistent with that of other nations, this would
suggest that this information might not be particularly useful. Additionally, the decrease
in domestic holdings of Treasury debt may be influenced by other factors such as an
increase in opportunities for U.S. investors to invest abroad as seen by the increase in
international mutual funds, exchange traded funds, and even the Thrift Savings Plan's
International Stock Fund.

13b. Do you believe the illustrative example in Appendix B is clear and
understandable?

Yes, the illustrative example provided in Appendix B on page 64 is clear and
understandable; however, a line graph showing how the rate of foreign ownership
changes over time would be much more informative than a pie chart which only shows
two data points.

14. Do you believe that if the proposed Statement indicates a significant fiscal
gap, the statement and disclosures be accompanied by RSI that includes
identification, explanation, and fiscal impact of one or more policy alternatives
that would reduce the fiscal gap? Please explain why or why not. (See para. A68-
AT74 for a discussion on this).

It would not be appropriate to include identification, explanation, and fiscal impact of one
or more policy alternatives that would reduce the fiscal gap. As already stated in the
basis for conclusions, we believe that including such policy assumptions would seem to
‘endorse” a specific policy. FASAB’s role is to establish accounting standards, not to
establish policy standards that reflect various political views. In addition, it seems
impossible to provide clear guidelines on how to select among the numerous possible
policy alternatives.

15a. Do you believe that additional information regarding inter-generational
equity should be optional or required?

While the concept of “inter-period equity” and “inter-generational equity” is interesting, it
should not be required information. The goal of this standard is to assist readers in
determining whether “budgetary resources of the U.S. Government will likely be
sufficient to sustain public services and to meet obligations as they come due.”

Readers always have the option of doing such an analysis using this standard as a
starting point, but this information would be inappropriate to include as required
information in this projection.
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15b. Do you believe further research and analysis should be performed to
improve the disclosure of such information? Please explain the basis for your
views and note any recommended changes for the presentation of inter-
generational equity.

FASAB should not do any further research. It would not be appropriate to include these
disclosures in the standard.
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>> Rebecca Hendrick <hendrick@uic.edu> 12/30/2008 5:05 PM >>>
Wendy, ABFM took you up on your offer to provide a coordinate a reponse
to the FASAB statement on "Reporting Comprehensive Long-Term Fiscal
Projections for the U.S. Government." Our comment is attached. Let me
know if you need more documentation on our section.

Thanks!
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ABFM

Association for Budgeting and Financial Management

www.abfm.org
Response to the Statement of Federal Financial Accounting Standards

REPORTING COMPREHENSIVE LONG-RANGE FISCAL PROJECTIONS FOR THE US
GOVERNMENT

The Association for Budgeting and Financial Management (ABFM) strongly endorses the
Federal Accounting Standards Advisory Board's (FASAB) efforts to include new long-
range budgetary, financial, and fiscal policy information in U.S. Federal government
financial statements. FASAB's exposure draft, "Reporting Comprehensive Long-Term
Fiscal Projections for the U.S. Government," (September 2, 2008), proposes a number of
options for providing this information in order (1) to assist readers assess the changing
nature of the government's finances, and (2) assist the reader "determine whether future
budgetary resources will likely be sufficient to sustain public services and to meet
obligations as they come due."

The ABFM, for example, welcomes the recommendations for the enhanced use of
graphics and visual displays to indicate economic and fiscal trends, greater disaggregation
of revenue and expenditure data for the principal entittement programs, and adding data
on trends of foreign holdings of U.S. Treasury debt. In addition to these suggestions
considered in the FASAB statement, ABFM recommends that to mitigate potential
problems of false certainty regarding future budget outcomes, the projected budgetary
information should not be presented solely as "point estimates” of a single value, rather as
ranges of likely outcomes. There are many ways to accomplish this, and the required
technical expertise to provide this information is already present in the federal government.
Furthermore, an analysis and presentation of conditions for fiscal sustainability should be
made in the financial statements. The ABFM supports the inclusion of information such as
these that strengthen the transparency of government fiscal activities and clarify their long-
term implications for both the policy-maker and for the average reader.

The ABFM notes that a common trade-off exists between the presumed benefits of
creating new data, such as long-range budget forecasts, and the administrative costs of
generating these data by OMB and other federal agencies. The goals and
recommendations outlined in the FASAB statement, however, would benefit a variety of
budget users. Policy makers would gain access to more accurate information about the
sustainability of current and future economic and their own budgetary decisions.
Moreover, the general public, public interest groups, the press, and scholars would also
benefit from this increased access to information, so as to better evaluate policy proposals
and the sustainability of federal government finances. Thus, the ABFM views the overall
benefits of the options now being considered by FASAB to far outweigh these costs.
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Dear Ms. Parlow,

Late last year you sent a request to Dr. Roger Conaway, the Association for
Business Communication’s past president, asking that our organization consider
offering some advice on an exposure draft for a proposed new Statement of
Federal Financial Accounting Standards entitled "Reporting Comprehensive
Long-Term Fiscal Projections for the U.S. Government."

Roger forwarded your request to me (ABC’s current president), and after
reviewing your request, | asked Dr. Rebecca Pope-Ruark, the chair of one of our
organization’s special interest groups, to gather a few colleagues (see below) to
read and respond to the draft. They have done so, and | believe the advice they
provide will prove useful to you and your organization. While few of our
members are truly expert in accounting, we do have expertise in strategies to
communicate information effectively. The advice provided focuses on our
primary area of expertise — clear, concise communication presented in a
readable, accessible way.

If you have any questions or would like additional clarification, please feel free to
contact me or Dr. Pope-Ruark.

We at ABC thank you for the opportunity to serve the Federal Accounting
Standards Advisory Board.

Sincerely,

James M. Dubinsky, PhD

Associate Professor

President, Association for Business Communication

Director, Center for Student Engagement and Community Partnerships
Virginia Tech

Blacksburg, VA 24061

Committee of Respondents

Dr. Paula Lentz, Department of Business Communication, University of
Wisconsin-Eau Claire

Dr Rebecca Pope-Ruark, Department of English, Professional Writing and
Rhetoric concentration, Elon University

Dr. Cynthia Ryan, Department of English, The University of Alabama at
Birmingham

Dr. Linda Stallworth Williams, Department of English, North Georgia College &
State University
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PO Box 6143 » Nacogdoches, Texas 75962-0001 « Telephone: 936-468-6280 «
Fax: 936-468-6281
Email:abcjohns