Federal Accounting Standards Advisory Board

February 13, 2014
Memorandum

To: Members of the Board

From: Melissa Loughan, Assistant Director
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Through: Wendy M. Payne, Executive Director
Subj: Reporting Entity--Tab B*

MEETING OBJECTIVES

= To resolve selected issues based on staff's analysis of the comment letters and
public hearing participants’ testimony on the Reporting Entity exposure draft by
approving revisions to the proposed standards.

= Final approval of revisions made in response to input at the December meeting.

BRIEFING MATERIAL

The transmittal memorandum includes a discussion and analysis of selected issues and
recommendations, beginning on page 3 under Staff Analysis and Recommendations. A
full list of Questions for the Board appears on the final page.

In addition the following items are attached:

Appendix 1: Relevant Board Minutes (by Issue)

Appendix 2: Reporting Entity Exposure Draft (as exposed, no changes are
incorporated.)

! The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official
positions of the FASAB are determined only after extensive due process and deliberations.
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You may electronically access all of the briefing material at http://www.fasab.gov/board-
activities/meeting/briefing-materials/

BACKGROUND

As you may recall at the August meeting, we held the public hearing on the Reporting

Entity exposure draft. There was much feedback received from the participants. The

feedback along with 39 comment letters identified areas that warranted additional staff
review and potential clarifications to the proposed standards.

At the December meeting, the board discussed the following issues:
= In the Budget
= Misleading to Exclude
= Applicability to Judicial and Legislative Branches
= Term for Disclosure Organization
= Temporary
= FASB Based Information, and
= Central Bank Questions

The Board requested staff to bring back revised language for review for In the Budget
and Temporary. In addition, the board requested staff to follow up with Treasury and its
auditor on certain issues and provide the board with a recommendation on resolving the
remaining Central Bank Questions. At the distribution of this memo, we are still
communicating with Treasury regarding their response to the exposure draft. We hope
to provide recommendations for your consideration late next week.

In addition, the following additional issues are presented in this memo along with staff
recommendations:

= Component Reporting Issues

= Disclosure Entity Issues

= Organizations Partially in the Budget-Museums

Therefore, the issues remaining for future meetings are:
= Other Organizations- such as but not limited to, see comments for others:
0 Federally Funded Research and Development Centers (FFRDC)
o Entities considered sensitive for national security reasons
o Railroad Retirement Board
o General Fund

Related Parties

SFFAC 2 Amendments

Effective Date

Appendices- Flowchart and lllustrations

= Editorial, structural, or clarified in BfC



NEXT STEPS

Staff anticipates discussing selected issues at this meeting and the April 2014 meetings,
with the intent of a pre-ballot at the June meeting. The goal is to finalize a ballot by the
August 2014 meeting so that it may be forwarded to the sponsors.

As noted above, staff plans to update the disposition of comment letters with the next
distribution of materials so members may see a status and / or how they were
addressed.
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MEMBER FEEDBACK

If you require additional information or wish to suggest another alternative not
considered in the staff proposal, please contact staff as soon as possible. In most
cases, staff would be able to respond to your request for information and prepare to
discuss your suggestions with the Board, as needed, in advance of the meeting. If you
have any questions or comments prior to the meeting, please contact me by telephone
at 202-512-5976 or by e-mail at loughanm@fasab.gov with a cc to paynew@fasab.gov.




STAFF ANALYSIS AND RECOMMENDATIONS

1. Issue- Follow-up on Open Items from December 2013 Meeting

e Inthe Budget

As you may recall, at the December meeting staff presented an analysis of ‘outlier
organizations’ in the Budget of the United States Government: Analytical
Perspectives—Supplemental Materials schedule (approximately 450 pages) entitled
“Federal Programs by Agency and Account.” The review did not identify a large
population of “outlier” organizations such that new characteristics were warranted.?
However, staff determined there was a need for clarification within the proposed
standards to address state/local governments and non-profits and the federal financial
assistance footnote.

Also, an observation identified by staff was there had been confusion created by
differences between the Schedule and the Appendix to the Budget. Several of the
organizations discussed at the public hearing are actually listed as Other Agencies in
the Analytical Perspectives—Supplemental Materials and are not identified under
another specific Agency or program. For example, the Public Company Accounting
Oversight Board, Standard Setting Body, and Securities Investor Protection Corporation
are all listed as Other Agencies (that is, not under the Securities and Exchange
Commission (SEC) heading). Another issue was raised by the Financial Accounting
Foundation related to FASB receiving a ‘support fee,” which is not considered federal
financial assistance.

The Board unanimously agreed to retain the ‘in the budget’ as the first inclusion
principle and generally agreed with the staff proposed recommendations subject to the
changes suggested in the meeting.

The main concerns conveyed by members were the clarity of:

e par. 22b. (“Is a not-for-profit organization or corporation, such as ....”) and which
term — organization or corporation - should be used.

o the federal financial assistance footnote in addressing the issues, including the
additional language for the support fee, which is not considered federal financial
assistance.

¢ the provision that organizations must be assessed against the other inclusion
principles

While drafting proposed language to address the concerns above, staff noted
discomfort with expanding the descriptions and exceptions for items deemed ‘other
assistance.” One must consider that there could be unintended consequences and also
by adding such cases there is the perception that we move away from a principles
based standard to a rules based standard. Also, our expansion of “other assistance” to

2 See December 2013 Board materials for a full description of the procedure and results.
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include federally authorized support fees is not consistent with the Single Audit Act
terminology. Therefore, staff decided to offer an alternative to modifying the language
as discussed at the last meeting. This would also address a concern about whether we
have considered all the possible outlier cases and if there are other possible exceptions
that should be assessed. As we know, the budget is a changing document but the
board agrees it is the most efficient starting point and anchor to get 95 plus percent of
the organizations.

Considering, it appears there are few cases of these non-federal organization receiving
federal financial assistance-- instead of trying to ensure that all known cases of “non-
federal organization receiving federal financial assistance” have been explained in the
standard, another alternative would be to allow all listed state/local/territorial
governments and nonprofit organizations to be excluded unless one of the remaining
inclusion principles is met.  With this, the standard does not have to lay out all the
ways an organization meets the definition of a “non-federal organization receiving
federal financial assistance.”

Staff does not believe if this approach is preferred this would necessitate re-exposure
because the underlying goals are consistent, yet this is a more principles based
approach. The two options are presented below:

Alternative 1

This alternative is the one discussed at the last meeting and has been shared with a
staff contact at the FAF. [Alternative 2 is shown second because it is a new proposal,
not based on staff recommendation.]

Revised Proposed Language (with changes MARKED):

In the Budget

22.An organization with an account or accounts listed in the Budget of the United States
Government: Analytical Perspectives—Supplemental Materials schedule entitled
“Federal Programs by Agency and Account™ should be included in the government-
wide GPFFR unless it is a non-federal organization receiving federal financial
assistance.? An organization listed in the budget is a non-federal organization
receiving federal financial assistance if it:

® The Budget presents information in various forms for different purposes. Only the Budget of the United
States Government: Analytical Perspectives—Supplemental Materials schedule entitled “Federal
Programs by Agency and Account” should be used for determining where an entity should be included in

grants, loans, loan guarantees, property, cooperative agreements, interest subsidies, insurance, food



a) Is a state, local or territorial government, or component thereof or

b) Is a not-for-profit organization Comment [ML1]: Based on discussionswith
7777777777777777777777777777777777 counsel and review of 26 USC 501: Exemption from
. . L. . i i ) ) tax on corporations from the Internal Revenue Code,
23. Notwithstanding the above provision regarding non-federal organizations listed in it was determined * not-for-profit organization’ would

the budget, any entity meeting either of the next two principles (Majority Ownership Coverel
Interest and Control with Risk of Loss or Expectation of Benefit) should be included in
the government-wide GPFFR.

+~ ~ 7| Formatted: Indent: Left: 0.25", No bullets or
numbering

Alternative 2

In the Budget

22. An organization with an account or accounts listed in the Budget of the United
States Government: Analytical Perspectives—Supplemental Materials schedule entitled
“Federal Programs by Agency and Account™ should be included in the government-
wide GPFFR unless it is both:

a) a state, local or territorial government (or a component thereof) or not-for-profit
organization, and

b) an organization that does not meet either of the next two inclusion principles
(Majority Ownership Interest and Control with Risk of Loss or Expectation of Benéefit).

commodities, direct appropriations, or other assistance. For the purposes of these standards, ‘other
assistance’ includes federally-authorized support fees and other charges even if legislation granting
authority to collect them indicates that the fees or other charges are not considered public monies of the
United States.

® The Budget presents information in various forms for different purposes. Only the Budget of the United
States Government: Analytical Perspectives—Supplemental Materials schedule entitled “Federal
Programs by Agency and Account” should be used for determining where an entity should be included in
the government-wide GPFFR.




Basis for Conclusions

Principles for Inclusion in the Government-wide GPFFR

In the Budget

Al12. |dentification of an organization in the President’s Budget is the clearest evidence that an
organization should be included in the government-wide report. Absent budgetary actions —
originating with the President’s Budget and leading to appropriations — federal organizations would
be unable to conduct operations. Financial reporting objectives — budgetary integrity, operating
performance, stewardship, and systems and controls — could not be met if organizations identified
in the budget were not included in the financial reports. Therefore, the most efficient means to
identify organizations for inclusion in the GPFFR is by their participation in the budget process as
evidenced by being listed in the Budget of the United States Government: Analytical Perspectives—
Supplemental Materials schedule entitled “Federal Programs by Agency and Account.”

A13. Although the legislative and judicial branches (and most organizations within those branches) are
not currently required to prepare financial statements, based on this principle (/n the Budget) those
organizations would be reported upon in the government-wide report.®

Al4. Organizations should include any financing accounts associated with the organization although
such accounts may not be specifically identified in the schedule. For example, the schedule entitled
“Federal Programs by Agency and Account” may not identify federal credit reform financing
accounts, but those accounts should be included in the GPFFR for the organization.

Organizations Receiving Federal Financial Assistance

A15. The schedule entitled “Federal Programs by Agency and Account” also sometimes identifies
specific recipients of federal financial assistance. SFFAC 2 acknowledges that the “Federal Programs
by Agency and Account” schedule sometimes names an organization to receive a “subsidy” and
states “This does not mean, however, that an appropriation that finances a subsidy to a non-Federal
entity would, by itself, require the recipient to be included in the financial statements of the
organization or program that expends the appropriation.” Thus, “subsidy” is the term used in SFFAC
2 to distinguish such “non-federal” organizations from the organizations intended to be included in
the GPFFR.

A16. While the provision in SFFAC 2 was correct, the Board is proposing standards, and believes terms
used in this Statement should be defined. The Board considered ways to define “subsidy” but
concluded it was more appropriate to rely on the existing definition of “federal financial assistance.”

Al7. As exposed, Fthe proposed language attempted to ensures organizations that receive federal
financial assistance’ as defined by the Single Audit Act Amendments of 1996 but listed under an

® As the source of GAAP for federal reporting entities, FASAB GAAP would be the appropriate accounting
standards for these entities to adopt to the extent they prepare GAAP-based financial statements.



appropriation in the schedule entitled “Federal Programs by Agency and Account” aren’t
automatically included in the GPFFR. Most grants are provided through programs and the recipient
organizations are not necessarily listed in the budget. However, in some cases, an organization may
be listed. The Board believed a means to confirm whether specifically identified recipient
organizations are “non-federal organizations receiving federal financial assistance” was needed.
When such organizations are listed in the budget, they should be assessed against the “majority
ownership interest” and “control with risk of loss or expectation of benefit” principles before being
excluded from the government-wide GPFFR.

A18. Generally, the Board believes preparers can identify organizations that are in fact receiving

“subsidies” as described by SFFAC 2. The Statement provides that, although these may be listed in
the budget, they are neither automatically included based on the first inclusion principle nor
automatically excluded based on the assumption or perception that they would not be owned or
controlled. The Board does not believe it would be appropriate to articulate how subsidies are
presented in the “Federal Programs by Agency and Account” schedule or refer to other budget
documents because such treatments may change.

A19. Although the number of organizations listed in the budget as receiving subsidies were minimal,

respondents wondered (1) whether such organizations had to be subject to the requirements of the
Single Audit Act to qualify, (2) whether federally authorized “support fees” would meet the
definition of assistance, and (3) which listing within the budget should be used. Because the budget
is a changing document and the standards should stand the test of time, the board explored
addressing the issue without creating specific exclusions tailored to the examples respondents
offered. The Board revised the wording to clarify the types of organizations that may qualify are
those at other levels of government and not-for-profit organizations. Further, the Board did not
intend to limit the exclusion to organizations subject to the Single Audit Act or to specific forms of
financial assistance. Ultimately, if an organization listed in the budget is to be excluded it is because
itis neither owned nor controlled as defined in these standards.

la. Does the Board prefer Alternative 1 or 2 to modify the “In the
Budget” inclusion principle to address concerns with the proposed
standard?

" “Federal financial assistance” is assistance that non-federal entities receive or administer in the form of
grants, loans, loan guarantees, property, cooperative agreements, interest subsidies, insurance, food
commodities, direct appropriations, or other assistance.



. Temporary”

Staff presented the history and a summary of comment letter responses related to the
“temporary” issue at the December meeting. The board:

e Agreed there needs to be a discussion of the temporary notion and how it relates
to the disclosure entities earlier in the document. The Board generally agreed
with the staff recommendations® but provided feedback on the proposed
language and requested staff to provide revised wording for approval at the
March meeting.

e Opposed a member’s proposal to address temporary in nature in paragraphs 22
and 25 (so that temporary in nature would not be included in the entity or
financial report).

Suggestions conveyed by members were:

° Move the proposed footnote to the body of the standard
. Consider using ‘connection’ rather than ‘relationship’
) At least one member did not agree with adding a 5" characteristic and would like

to explore other ways by strengthening the language regarding disclosure entities in a
separate paragraph and the disclosure entity section.

Note- Staff is presenting two alternatives below- one with adding a 5™ characteristic,
and one with adding the additional language to the last paragraph of the consolidation
entity section. All other proposed language would be the same for both alternatives.
The sections that differ are marked with comments ALT1 and ALT 2 in the margins. ALT
1 and 2 is simply based on the order they are shown, not based on staff
recommendation.

Proposed Language (with changes MARKED):

20. This Statement provides three principles for determining which organizations should
be included® in the government-wide GPFFR and also requires inclusion of
organizations if excluding them would be misleading (see paragraph 36). The three
principles are to be applied without considering whether the relationship is temporary or
permanent. Instead, this is considered in determining whether the organization is a
consolidation entity or disclosure entity.

8 See December 2013 Board materials for a full description of the proposed language, but in summary
staff recommended a footnote to paragraph 21 that introduced the three principles established for
determining if an organization is to be included in the government-wide GPFFR so that readers are
alerted that temporary relationships must be assessed. Staff also recommended adding a 5th
characteristic “connected through a relationship with the federal government that is expected to be
permanent in nature” to paragraph 38 that describes consolidation entities as well as restoring discussion
of temporary that was previously removed by the board.

® “Included” means the information is either consolidated or disclosed.



21. An organization meeting any one of the three principles below is included in the
government-wide GPFFR:

[Text below shows revisions to both the consolidation entity and disclosure entity
characteristics. Summary text would be affected as well but — for simplicity — such text is
not presented in this memo.]

Consolidation entities

38.

39.

40.

41.

The organizations that should be consolidated in the financial statements in the
GPFFR are referred to as “consolidation entities.” Generally, an organization is
considered a consolidation entity if, based on an assessment of the following
characteristics as a whole, the organization is:

a. financed through taxes, and other non-exchange revenues.

b. governed by the Congress and/or the President.

c. imposing or may impose risks and rewards to the federal government.
d. providing goods and services on a non-market basis.

e. in a relationship with the federal government either:

i. for the entirety of its existence,

ii. for other than an insignificant amount of time, or

iii. in a way expected to be permanent in nature. |

Organizations listed in the budget, except for non-federal organizations receiving
federal assistance (see par 22), are presumed to qualify as consolidation entities
while greater judgment will be needed to classify other organizations.

For consolidation entities, the governance structure is vertically integrated, such
that the chain of command and manner of decision-making leads directly to
elected officials. Vertical integration may include the establishment of
organizational authorities, development and/or approval of budgets, and the
appointment of organizational leaders by the Congress and/or the President.

Classification of entities for which the relationship with the federal government is
not expected to be permanent, such as receiverships, conservatorships and other
intervention actions, should be based on the characteristics identified in paragraph
38. Generally, entities owned or controlled by the federal government for
intervention or liquidation purposes would be less likely, in aggregate, to meet

10
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these characteristics. Hence, such entities generally would not be classified as
consolidation entities. |

Disclosure entities

42. The federal government has relationships with organizations afforded a greater
degree of autonomy than consolidation entities. Some organizations may exercise
powers that are reserved to the federal government as sovereign. Other
organizations may not themselves carry out missions of the federal government
but, instead, are owned or controlled by the federal government as a result of
regulatory actions, such as organizations in receivership. Under such actions, the
relationship with the federal government is not expected to be permanent. To avoid
obscuring information about these more autonomous organizations while still
providing accountability, such organizations are to be disclosed rather than
consolidated in GPFFRs. Hereafter; these organizations are referred to as
“disclosure entities.”

43. Disclosure entities may maintain a separate legal identity, have a governance
structure that vests most decision-making authorities in a governing body to
insulate the organization from political influence, and/or have relative financial
independence.

| 44. Disclosure entities receive limited or no funding from general tax revenues. The
Congress and/or the President have less direct involvement in decision-making
(governance) than in consolidation entities. Limited risks and rewards fall to the

| federal government. Disclosure entities may provide the same or similar goods and
services that consolidation entities do, but are more likely to provide them on a
market basis.10

| 45. Disclosure entities may include but are not limited to: quasi-governmental and/or
financially independent organizations, organizations in receiverships and
conservatorships, and organizations owned or controlled through federal
government intervention actions. As noted above, in some cases, the relationship
with the federal government is not expected to be permanent. The following
disclosure entity types are presented to assist in identifying organizations that are
disclosure_entities. The accompanying Appendix C—lllustrations offers non-
authoritative hypothetical examples that may be useful in understanding the
application of the standards.

Once the approach within the standards is decided, we will propose additional wording
for paragraph A31 in the basis for conclusions discussing the differences between
consolidation entities and disclosure entities relating to temporary.

1% Goods and services are provided on a market basis when prices are based on the prices charged in a
competitive marketplace between willing buyers and sellers.
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Reporting on Organizations—Consolidation or Disclosure

A30. Differences in purposes and governance structures by organizations may
require different presentation of related financial information. This Statement
provides that the reporting entity should first determine which organizations are to
be included in the reports. Next the reporting entity should classify each included
organization as a consolidation entity or a disclosure_entity. Consolidation entities
are-subjeetto-should apply the hierarchy of GAAP established for “federal
reporting entities” in Statement of Federal Financial Accounting Standards
(SFFAS) 34. While disclosure entities are not subject to the hierarchy of GAAP
established for federal entities, information about such organizations is needed for
accountability purposes.

A.31 Different means of presenting relevant information are provided for
consolidation entities and disclosure_entities.™* The distinction between
consolidation entities and disclosure entities is based on the degree to which the
following characteristics are met: tthe organization is financed by taxes and other
non-exchange revenue, is governed by the Congress and/or the President,
imposes or may impose risks and rewards to the federal government, and/or

. . - . . . T T he choi f alt 1 2. Wording i
between consolidation entities where financial and operational decisions are more S T R G e T e e

provides goods and services on a non-market basis. \Maintaining a distinction __ - -| Comment [owner4]: Any change here would
suggested in this memo.

directly governed by the Congress and/or the President, and disclosure entities
that are more financially (or operationally) independent will provide information to
users that is more understandable and relevant. In some cases, disclosure of
information regarding an individual organization is more useful than consolidation
of the individual organization’s financial statements in the government-wide
financial statements. In other instances, consolidation of individual organizations’
financial statements is needed to provide fair presentation of activities financed by
the taxpayers, and/or relying on the taxpayers to settle liabilities.

1b. Does the Board prefer Alternative 1 or 2 to address the concerns
regarding the issue of ‘temporary’ in the proposed standard?

! Consolidated financial statements provided for “consolidation entities” will include all disclosures and required
supplementary information required by existing standards. Existing standards will ensure that adequate information is
provided regarding the nature and organizational structure of consolidation entities as well as the activities and future
exposures.
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2. Issue - Component Reporting Issues

The Board proposed each component reporting entity report in its GPFFR organizations
for which it is accountable; that includes consolidation entities and disclosure entities
administratively assigned to it. The proposal provides that administrative assignments
can be identified by evaluating:

= the scope of the budget process,
= whether accountability is established within a component reporting entity, or

= rare instances of other significant relationships such that it may be misleading to
exclude an organization not administratively assigned based on the previous two
principles.

The Board recognized that in rare instances it also may be misleading to include an
organization that is administratively assigned to a reporting entity based on the above
principles. In such cases, the organization may be excluded.

The Board asked respondents whether there was agreement with the overall principle
that each component reporting entity should report in its GPFFR organizations for which
it is accountable, which includes consolidation entities and disclosure entities
administratively assigned to it?

21 respondents generally agreed with the proposal and one respondent (SEC
CFO) disagreed. (17 respondents did not answer the question.) SEC disagreed
because of the misleading to include provision. SEC explained that paragraphs 61 and
62 state that there may be instances where the component entity’s financial statements
would be “misleading” if the principles in this proposed standard were followed.
Although the desire to cover unanticipated future situations is understandable, the
purpose of a principle-based standard is to provide principles that should be followed in
all known instances. Providing an exception for a broad and undefined reason
("misleading”) with no supporting principles or examples would primarily have the effect
of creating long-term controversy between preparers and auditors about whether or not
the principles in the proposed standard should actually be followed. If there are future
unanticipated situations, they should be addressed as such situations have been in the
past - by implementation guidance and/or amending the standards. SEC recommended
deleting paragraphs 56¢ (“misleading to exclude and/or misleading to include”), 61 and
62.

The Board also asked if there was agreement that administrative assignments can be
identified as provided in paragraphs 54-63.

20 respondents generally agreed with the proposal and three respondents
disagreed (Homeland CFO, SEC CFO, DOL CFO) and 16 respondents did not answer
the question.

¢ Homeland Security disagreed because they believed assignments should be
codified in statues or regulations and supported by budgetary appropriations. They
believed professional judgment should play a role but not a “pivotal” role.
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e SEC disagreed for the same reason cited above (the broad exception on “misleading
to exclude/misleading to include”) and with no supporting principles or examples in
paragraphs 62-63. SEC recommended deleting paragraphs 56c¢ (“misleading to
exclude and/or misleading to include”), 61 and 62.

o DOL CFO disagreed based on their interpretation of paragraph 62. They did not
believe an organization may be excluded from the component entity’s consolidation
so long as it is consolidated in another component entity or directly in the
government-wide reporting entity. They believe that the decision on whether or not
to consolidate an organization in the component entity should depend on the
interpretation of the accounting standard and should not depend on the financial
reporting of another component entity or on the financial reporting of the
government-wide reporting entity. They believe that the following phrase in the last
sentence of paragraph 62 should be deleted: “ ... so long as it is consolidated in
another component reporting entity or directly in the government-wide reporting
entity.” DOL also recommended disclosure requirements for “misleading to include”
entities in the consolidation; they believe that a brief disclosure may improve the
reader’s understanding of the financial statements.

Other points raised by respondents

. PBGC noted strong support for the proposed standards' provision to exclude
consolidation entities from component reporting entity reports when inclusion would be
misleading, as discussed in Paragraphs 62 - 63. PBGC is an example for this exclusion
provision. PBGC was legally established as a United States Government owned and
self-financed Corporation, and administratively assigned to the Department of Labor
(DOL). PBGC was authorized to operate independently, i.e., administered by a Director
appointed by the President and confirmed by the Senate. In addition, PBGC has a
Board of Directors consisting of the Secretary of Labor, the Secretary of the Treasury,
and the Secretary of Commerce. PBGC prepares its own audited financial statements
under the Government Corporation Control Act (59 Stat. 597, codified at 31 U.S.C. §
9101 et. seq.), and also submits financial data directly to the Department of the
Treasury for the Financial Report of the United States Government. Accordingly, the
consolidation of PBGC's financial results and operations with the DOL's General
Purpose Federal Financial Reports would not be useful and would only mislead users of
the DOL and PBGC financial statements.

) Treasury CFO agreed but reiterated coordinated guidance between central
agencies may be required to ensure government-wide consistency on processes for
identifying and assessing organizations for which federal agencies are accountable.

. While DOD agreed with the proposal, they noted this area is likely the most
challenging aspect for DoD. Each DoD reporting entity would need to determine who is
receiving the funds and how DoD influences the organization, including any reporting
requirements that DoD has implemented. Once the entities are identified, they would
need to implement a process and/or policy to modify their financial reporting
requirements to include the "consolidated" and/or "disclosure” entities.

14



) NSF suggested FASAB should consider adding reference to the “Master
Government List of Federally Funded Research and Development Centers (FFRDCs)”
to aid in determining FFRDC administrative assignment. The 2013 list can be found at
http://www.nsf.gov/statistics/ffrdclist/.

) NASA suggested their interpretation of paragraph 58 a., Statutes or regulations
establishing an organization states that it is assigned to or part of a larger federal
organization would include the FAR 35.017 that establishes Federally Funded Research
and Development Centers (FFRDC) and references the Master List of FFRDCs
maintained by the National Science Foundation (NSF).

) KPMG explained they found it confusing to present guidance related to
component reporting entities apart from the guidance related to the government-wide
entity.

. Staff would like to point out there were many positive points offered by the
respondents that supported the proposal and approach. For example just to point out
some, OPM CFO explained the criteria appear to be appropriate and comprehensive.
SSA CFO explained the evaluation of these documents by the component entity will
provide insight if reporting of an organization is required. NRC OIG agreed and stated
each component reporting entity should report organizations for which it is accountable.
This is the same principle that’s applied in rolling up and consolidating GAAP financial
statements. Without a full consolidation of the component reporting entity including
disclosure entities, it's GPFFR would not be complete making the government wide
reporting entity’s GPFFR also incomplete. In order to get the full financial picture of the
government wide reporting entity, all entities that make up that picture must be
complete. Further, CCC explained the evaluation items listed in Para 56 provide very
clear criteria, especially items a) and b). The Intelligence Community explained
underlyng principles provided for this are consistent with those outlined for the principles
for inclusion in the government-wide GPFFR (e.g., budget inclusion, majority ownership,
control, and misleading to exclude). This will ensure the financial statements present a
complete picture of the entity. The FMSB agrees that administrative assignments can
be identified as provided for in paragraphs 54 — 63. The important factor in this process
is the decision to consolidate or disclose. The rationale provided in paragraph 59 a. and
59.b. provide a sound basis for making a decision.

Staff Analysis and Recommendations

Based on the responses, a majority support the proposal and very few identified
concerns. The main issue brought up related to the Misleading to Include provision.
While the SEC did not believe there were examples or guidance, paragraph 63.
provides examples of indicators that it may be misleading to include an organization.
Further, just as PBGC's letter demonstrated, the provision would apply to them.
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While staff understands DOL'’s point regarding their interpretation of paragraph 62,
paragraph 62 states:

“There may be instances where applying the principles in paragraphs 57-60 to
consolidation entities would result in misleading presentation for the component
reporting entity. For example, an organization may have been legally established
within a larger organization while authorized to operate independently. While
such conditions are expected to be rare, if it would be misleading to consolidate
the organization in the component reporting entity GPFFR, the organization may
be excluded so long as it is consolidated in another component reporting entity or
directly in the government-wide reporting entity.

Staff interprets that the organization has to be misleading to consolidate and that is
based on professional judgment and examples of indicators that are presented in
paragraph 63. but the organization must also be providing the necessary information to
ensure information eventually is in the government-wide reporting entity. There is an
example indicator f regarding the submission of data to Treasury - “The organization
provides financial data directly to the Department of the Treasury for the government-
wide GPFFR.” While these are examples, staff believes it could be viewed as
redundant to put one of the indicators in paragraph 62 but doing so ensures it is not
overlooked.

Staff believes paragraphs 62 and 63 could be clarified by explaining that this is a
substance versus form issue. Staff suggests the following:

62. There may be instances where-applying the principles in paragraphs 57-60 are

met in form but not substance so that consolidation at the component reporting entity
level would result in misleading presentation for athe component reporting entity. In
such cases, there will be little to no budget approval or oversight of the organization
by the component reporting entity head and indicators that accountability has been
stabllshed in the component reporting entl'_cy w1ll be minimal. Fepexampleuaﬂ

aa%heﬂ%edrt&epepat&mdepeﬂéen&yLWhﬂe such condltlons are expected to be rare, if

it would be misleading to consolidate the organization in the component reporting
entity GPFFR, the organization may be excluded so long as it is consolidated in
another component reporting entity or directly in the government-wide reporting
entity.

63. Determining whether it would be misleading to include a consolidation entity
administratively assigned to a component reporting entity requires the application of
professional judgment. Examples?2 of indicators that it may be misleading to include
an organization are:

2 The indicators listed in 63 a. — f. are examples and there may be other indicators not included on this
list. Further, no specific number of indicators need be present to determine an organization would be
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a. The budget submission is combined for procedural purposes only, as indicated
by:

i. the budget request not being approved by component reporting entity
management, or

ii. the absence of involvement by component reporting entity management
regarding budget execution, investments, or strategic planning.

b. The component reporting entity provides no direct oversight of the organization.

c. The organization’s funding is separate from the component reporting entity’s
funding.

d. Inclusion of the organization’s financial information in the component reporting
entity’s financial statement could be misleading as to the entity’s responsibilities
for the organization’s liabilities and other obligations.

e. The organization has established itself as a stand-alone organization since its
inception and has routinely prepared audited financial statements since that

time and submitted financial data directly to the Department of the Treasury for
the government-wide GPFFR.

z ¢ - {Formatted: Outline Numbering, Space After:
0 pt

The other recommendation related to incorporating the FFRDC list as an aid in
determining FFRDC administrative assignment. While staff does not believe the
proposed standard should go to that level of detail, staff does believe it could be added
into a paragraph in the basis for conclusion and conveyed to the team responsible for
coordinated guidance between central agencies to ensure government-wide
consistency on processes for identifying and assessing organizations for which federal
agencies are accountable.

Proposed Basis for Conclusions Paragraph

A60. .....While most respondents agreed with the proposal, several indicated the
challenges for implementation and the need for quidance. Central agencies are
anticipated to determine if there is a need for coordinated guidance to be developed to
ensure government-wide consistency._Central guidance may include more detail about

misleading to include. This determination is based on the assessment as a whole after considering all
facts and often requires professional judgment in making such decisions.
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what to consider for administrative assignments for each indicator in paragraph 58. For
example, this guidance may refer to the Master List of FFRDCs maintained by the
National Science Foundation (NSF)

2. Does the Board agree with staff’'s proposed language to address
the component reporting entity concerns with the proposed
standard? Specifically, does the board agree with the proposed
revisions to:

a. clarify paragraph 62 by explaining substance versus form

b. combine 63 e and f, but still keeping the example and
reference in par. 62

c. reference the Master List of FFRDCs in the BfC
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Issue 3- Disclosure Entity Issues

As you may recall, the board asked respondents whether they agreed with the
disclosure entity

i. factors to be considered in making judgments about the extent of appropriate
disclosures (see par. 69),

ii. objectives for disclosures (see par. 72), and
iii. examples provided (see par. 73).

21 respondents generally agreed with the proposal and 18 respondents did not
answer the question. No respondents indicated disagreement with the entire question.
However, considering this was a multi-part question (and each of those parts contained
multiple factors, objectives or examples that were to be addressed by the respondent)
there were suggestions offered and certain respondents noted disagreement with
aspects of the proposal. Staff notes the following:

Factors to be considered in making judgments about the extent of appropriate
disclosures (see par. 69)

= Two respondents believed the factors should be removed (Homeland and
KPMG).

Although Homeland CFO agreed with the objectives and examples, they disagreed with
the factors to be considered because of the subjective judgments allowed.

KPMG suggested that paragraph 69 could be removed because they believed that:

. 69a (Relevance to reporting objectives) —are included within paragraph 72a and the
related examples included within paragraph 73 (specifically 73a-c).

. 69b (Nature and magnitude of the potential risks/exposures or benefits associated with
the relationship) —are included within paragraph 72b and the related examples included within
paragraph 73 (specifically 73d).

. 69c (Disclosure entity views/perspectives) —They do not believe that the federal reporting
entity would know the disclosure entities’ views/perspectives of its relationship with the federal
reporting entity, nor should this influence the level of disclosures included within the reporting
entity’s financial statements.

. 69d (Complexity of relationship) —additional required disclosures for a complex
relationship should be included within the requirements of paragraph 72.

. 69e and 69f — They believe the concepts presented in paragraphs 69e and 69f are too
subjective and should not be considered to influence the level of disclosures included in the
reporting entity’s financial statements.

= Three respondents recommended removing par. 69¢ “how a disclosure entity
views its relationship with the federal government” [This is one of the 6 factors
considered.] (SEC CFO, Treasury Bureau of Fiscal Service, and Treasury CFO)
SEC CFO disagreed with 69c because the nature of this “influence” upon the
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type and extent of information disclosed is not specified. They explained an
example would greatly assist federal preparers to determine appropriate
reporting for such situations. An example may be “issues stand-alone audited
financial statements available to the public.” Treasury Bureau of Fiscal Service
and Treasury CFO took exception with par.69c.because they did not believe this
should have a bearing on what is disclosed. [Staff notes one could consider 5
respondents suggest removing par. 69c if you include the two respondents that
believed the factors should be removed.]

Objectives for disclosures (see par. 72)

= Two respondents noted concern with the objective in paragraph 72c Future
exposure: A description of financial and non-financial risks and potential benefits
and, if possible, the amount of the federal government’s exposure to gains and
losses from the past or future operations of the disclosure entity. (CCC CFO and
Treasury CFO) Although CCC CFO agreed with all three objectives, they noted
par. 72 ¢ could be open for interpretation within the audit community and
reporting projected future exposure may be difficult. Likewise, the Treasury CFO
agree but believed “Disclosure of the amount of the federal government'’s
exposure to gains and losses from future operations of the disclosure entity”
appeared to be “forward looking” and recommend removing the phrase “or future
operations” from paragraph 72(c).

Examples provided (see par. 73)

= Three respondents noted concern with the example provided in paragraph 73 e
“A discussion of the disclosure entity’s key financial indicators and changes in
key financial indicators.” (SEC CFO, Treasury CFO and NASA) While agreeing
with the example, NASA suggested 73e should provide clarity on the objective of
this disclosure and how it relates to the reporting entity’s financial report.
Treasury disagreed with the example because audit assurance could be difficult
and costly to obtain. SEC suggested that 73e does not appear to support any of
the three objectives listed in paragraph 72. Instead, the SEC explained that 73e
appears to focus on the assets, liabilities, expenses, gains and losses of the
disclosure entity. [They noted this problem also applies to paragraphs 74, 75,
and 76, which discuss the presentation of financial information for the disclosure
entity.]

= One respondent noted concern with example provided in paragraph 73i. “the
amount that best represents the federal government's maximum exposure to gain
orloss...” (GSA CFO) While GSA agreed the examples provided were useful,
they noted it is just unknown how maximum exposure could be quantified without
some rules defining what the true limits to liability are.

Even considering the above, staff would like to point out there were many positive
points offered by the respondents that supported the approach. For example just to
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point out some, OPM CFO explained they determine disclosures are comprehensive
and appear to support SFFAC land DOC CFO stated all three should be considered to
maintain objectivity. SSA CFO was also very supportive by responding the factors
appear suitable and reflect the key aspects needed for appropriate disclosures and set
forth in SFFAC 1 regarding relevance to reporting objectives. They also noted the
objectives appear in-line with the desired goals and results of full disclosure and the
examples provided are helpful in understanding the reporting required. HHS OIG
explained the factors to be considered, the objectives and the examples provided show
very clear concepts on how disclosure entities should be reported in the GPFFR and, if
applied properly, will help preparers and auditors of GPFFRS provide adequate
disclosures for organizations where the Federal government has a financial, material
and/or managerial interest. In contrast to some of the other respondents, AGA FMSB
believed the issue of future loss exposures is especially significant and we applaud the
FASAB for requiring this information in 73.i.

Board history/ Minutes

See Appendix 1 for excerpts of relevant Board minutes on this topic.

Staff Analysis and Recommendation

Based on the responses, a majority support the proposal and very few identified
concerns. The only concerns, which staff views as limited, was that:
= Two respondents suggested removing the factors in their entirety and three
respondents believed par. 69¢ “how a disclosure entity views its relationship
with the federal government” should be removed.
= Two respondents noted concern with the objective in paragraph 72c Future
exposure: A description of financial and non-financial risks and potential benefits
and, if possible, the amount of the federal government’s exposure to gains and
losses from the past or future operations of the disclosure entity.
= Three respondents noted concern with the example provided in paragraph 73 e
“A discussion of the disclosure entity’s key financial indicators and changes in
key financial indicators.”

Staff notes the Board’s approach for the disclosure entities was to provide flexibility in
meeting the stated objectives. This flexibility was viewed as most appropriate due to
the different types of disclosure entities that may exist and therefore require broad and
different information to meet the reporting objectives. The factors assist the preparer in
determining the nature and extent of information to disclose. The factors are
considered in the aggregate. While staff believes there is merit in maintaining
paragraph 69c. and due to appearance, could see improvement simply by moving it to
the last factor. Staff believes the way an entity perceives itself does affect the
disclosures, for example-although no decision has been made regarding the Federal
Reserve, if one reviews the current or previous note disclosure—some of the
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information that is present is a direct relation to how they view themselves. For
example, the note reads “The Board is an independent organization.....” Therefore,
staff’'s recommendation would be to move that particular factor to last as staff does
understand some of the points made by respondents, and adding the phrase “because
they have less direct involvement in governance” to clarify.

Although two respondents noted concern with 72c, staff recalls that ‘Future exposures’
was considered a prominent objective by several Board members and when drafting the
factors, objectives and examples—one of the primary focuses was to ensure there was
ample language to assist in this area. In fact, the Board recognizes that the first two
objectives would be the most straight forward to address but the important information
was objective c. Therefore, unless the board directs staff that there has been a change
in their position of this, staff would not recommend a specific change in this area.

While staff recognizes there were a few comments on the examples, it is still important
to point out these are examples of information that meet the objectives for the
disclosure entities when considering the factors. Further, the Board recognized
materiality is an important consideration regarding what gets reported and disclosed
and this is discussed in the basis. Further, it is very important to make clear that these
are not required disclosures. Instead of automatically deleting examples, it seems more
appropriate to ensure the language is clear that these are examples.

Staff proposes the following changes, while recognizing the results and undetermined
path for the Central Bank may ultimately affect this is as well if the board decides to
remove the minimum disclosures for the Central Bank.

Staff Proposed Changes

Factors in Determining Disclosures

69. Materiality is an overarching consideration in financial reporting. Preparers should consider
both qualitative and quantitative materiality in determining the information that should be
presented regarding disclosure entities. Beyond materiality, the following factors!3 should be
considered in making judgments about the extent of appropriate disclosures:

a. Relevance to reporting objectives - Significance of the disclosure entity to meeting the
reporting objectives established in SFFAC 1, Objectives of Federal Financial Reporting,
with regard to the reporting entity. In particular, this would include the significance of
the information regarding results of operations and financial position to meeting the
operating performance and stewardship reporting objectives.

'3 The factors are presented in a list for consideration in the aggregate; no individual weights should be
assigned or interpreted.
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b. Nature and magnitude of the potential risks/exposures or benefits associated with
the relationship - Information is needed to provide an understanding of the potential
operational or financial impact, including financial-related exposures to risk of loss and
potential gain, to the consolidation entity resulting from the disclosure entity’s
operations.

N ‘[Formatted: Bullets and Numbering

€:c. Complexity of the relationship - More complex relationships would involve additional
detailed disclosures to ensure the relationship is understood by the readers.

e-d. Extent to which the information interests, or may be expected to interest, a wide
audience - Due to the sensitivity of the relationship, materiality of the transactions,
media attention, or other reasons, interested parties may expect more extensive
information regarding the disclosure entity or its relationship with the federal
government.

f£e. Extent to which there are no alternative sources of reliable information - An
objective of GPFFRs is to meet the needs of users who may have limited access to
information or statements and lack the ability to demand the desired information.

f. Disclosure entity views/perspective - Information about how the disclosure enti
views its relationship with the federal government. For example, whether the disclosure
entity views itself as an extension of the federal government or operationally
independent of the Congress and/or the President because they have less direct

involvement in governance may influence the type and extent of information that is
disclosed.

Disclosure Requirements

70. In addition to the factors presented in par. 69 regarding the extent of disclosures, both
qualitative and quantitative factors should be considered in determining whether information
regarding a disclosure entity should be presented separately due to its significance or
aggregated with the information regarding other disclosure entities. If information is
aggregated, aggregation may be based on disclosure entity type, class, investment type, or a
particular event deemed significant to the reporting entity.

71. Disclosures should be integrated so that concise, meaningful and transparent information is
provided. Integration is accomplished by providing a single comprehensive note regarding
the disclosure entity and related balances or by incorporating references to relevant notes
elsewhere in the GPFFR but relating to the disclosure_entity. For example, a reference may be
made to a note regarding investments in the disclosure entity.
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| 72. For each significant disclosure entity and aggregation of disclosure entities, information
should be disclosed to meet the following objectives:14

a. Relationship and Organization: The nature of the federal government’s relationship
with the disclosure entity(ies)

b. Relevant Activity: Nature and magnitude of relevant activity during the period and
balances at the end of the period

c. Future exposures: A description of financial and non-financial risks and potential
benefits and, if possible, the amount of the federal government’s exposure to gains and
losses from the past or future operations of the disclosure entity

73. [Examples of information that may meet the above objectives and provide the necessary - {Formatted: Font: Bold, Underline

understanding of the disclosure entity’s relationship and organization, relevant activities, and
future exposures specific to the federal government are provided below.*> While no
individual example is itself a required disclosure, nor are the examples required in the
aggregate, they are examples provided to assist in determining the types of information that

would meet the objectives. Therefore, the examples are not alternatives or substitutes for
one another. Rather a disclosure that meets the objectives in paragraph 72 should be
provided. In determining what information is needed to meet the objectives in paragraph 72,
the factors in paragraph 69, including the complexity and nature and magnitude of the
relationship, should be considered. The list of examples below may not be exhaustive and
additional items of information necessary to meet the objectives should be disclosed even if
not specifically identified in the list below.

a. The name and description of the disclosure_entity,!¢ including information about how its
mission relates to federal policy objectives, actions taken on behalf of the federal
government, its organization and any significant involvements with outside parties

b. The nature of the relationship between the federal government and the disclosure
entity including relevant information regarding:

i. How any control or influence over the disclosure entity is exercised
ii. Key terms of contractual agreements, statutes, or other legal authorities
iii. The percentage of ownership interest and/or voting rights

c. Forintervention actions, the primary reasons for the intervention and a brief
description of the federal government’s plan relative to monitoring, operating and/or

“ The objectives are not listed in any order of preference.

' No individual example is itself a required disclosure. Nor are the examples required in the aggregate.
Therefore, the examples are not alternatives or substitutes one for another. Rather, a disclosure that
meets the objectives in paragraph 72 should be provided.

' For simplicity, information is described in relation to a single disclosure organization. Nonetheless, the
information may be presented for an aggregation of similar disclosure organizations.
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disposing of the disclosure entity and/or a statement that the intervention is not
expected to be permanent

A description and summary of assets, liabilities, revenues, expenses, gains, and losses
recognized in the financial statements of the reporting entity as a consequence of
transactions with or interests in the disclosure entity and the basis for determining the
amounts reported (or a reference to other disclosures where such information is
provided)

A discussion of the disclosure entity’s key financial indicators and changes in key
financial indicators

Information regarding the availability of the disclosure entity’s annual financial report
and how it can be obtained

In the event that contractual agreements, statues, or other legal authorities obligate the
reporting entity to provide financial support to the disclosure entity in the future,
information regarding potential financial impacts (including those terms of the
arrangements to provide financial support and liquidity, including events or
circumstances that could expose the federal government to a loss)

The nature of, and changes in, the risks and benefits associated with the control of, or
other involvement with, the disclosure entity during the period

The amount that best represents the federal government’s maximum exposure to gain
or loss from its involvement with the disclosure entity, including how the maximum
exposure to gain or loss is determined (If this cannot be quantified, a narrative
discussion could be offered.)

Other information that would provide an understanding of the potential financial
impact, including financial-related exposures to risk of loss or potential gain to the
reporting entity, resulting from the disclosure entity’s operations including important
existing, currently-known demands, risks, uncertainties, events, conditions and
trends—both favorable and unfavorable

3. Does the Board agree with staff’'s proposed language to address
the disclosure entity concerns with the proposed standard?
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Issue 4- Organizations Partially in the Budget-Museums

Background

Certain entities, such as the Smithsonian, are partially on budget--meaning a substantial
portion of their funding is from federal appropriations included in the budget and the
entity receives private support (such as donations) not included in the budget. Examples
of these types of entities include the following:

o Smithsonian Institution
. *National Gallery of Art
. *JFK Center for the Performing Art
. *Woodrow Wilson International Center for Scholars

. (*These were established by Congress within the Smithsonian, but are
governed by independent boards of trustees. They also prepare separate
standalone financial statements.)

. US Holocaust Memorial Museum

Currently, these entities present the budgeted portion as ‘federal’ or ‘appropriated funds’
and present the other funding as ‘non-appropriated,’ or ‘trust funds’ in their stand-alone
reports. However, only the budgeted portion is included in the US Government-wide
financial statement.

Generally, the component reporting entity statements are presented using the FASB’s
non-profit formats. The statements present federal funds, donor funds, and total funds
(consolidated) in columns. Amounts are identified for restricted and unrestricted funds.

Responses

As you may recall, the board asked respondents whether the reporting entity should
consolidate financial information for all consolidation entities for which it is accountable
without regard to funding source (for example, appropriations or donations). For certain
organizations, such as museums and performing art organizations, this may lead to
consolidating funds from sources such as donations that are presently not consolidated
in the government-wide GPFFR.

5 respondents disagreed with the proposal. (#2 Holocaust, #13NASA, #18 DOD, #23
SEC CFO, #37 Stephen Wills)

In addition, while DOC CFO agreed with the proposal they suggested material non-
federal funding should be distinguishable in the reports and disclosed in the notes.
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Issues raised by respondents

=  Commingling of donor/restricted funds would be misleading

The US Holocaust disagreed because it would be misleading to the readers of the
report to include non-federal funding because the funds are not budgeted, owned or
controlled by the federal government. They explained donations are not appropriated
funds and are governed by the donor--not the federal government. The activities that
they fund may not be taxpayer supported. In addition, there are other laws that govern
tax exempt, non-profit organizations. They believe it would be more appropriate to
footnote information about the non-federal funds in the government-wide general
purpose federal financial report.

The SEC CFO disagreed because they believe it would result in reporting that presents
a commingling of the federal government