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Federal Accounting Standards Advisory Board
Agenda - October 24-25, 2012
441 G Street NW, Room 7C13, Washington, DC 20548

Wednesday, October 24, 2012

9:00—9:15  Administrative Matters
a.m. ¢ Review of Clippings
9:15—-11:45 Federal Reporting Entity
a.m. Tab C —
¢ To review the pre-ballot draft exposure draft Revised Draft ED
and identify changes needed prior to balloting
Melissa Loughan
11:45 — Lunch Break '\R"ggﬁ” Dining
12:30 p.m.
12:30—1:15  Annual Report and Three-year Plan
p-m. e To review the revised FY2012 draft and Tab A-
identify changes needed for approval Wendy Payne
1:15-3:15 Reporting Model
e To discuss the preliminary results of the task
forces organized to determine improvements
in reporting cost, budget and performance
. LI ; Tab D
information in financial reports
e To determine whether there are any questions Ross Simms
or issues the Board would like to have
addressed before the report is finalized
3:15-4:15 Long-Term Fiscal Projections Tab B
e To consider a request for deferral of the Wendy Payne
transition from RSI to basic
4:15—4:30 Steering Committee Meeting Tab E
p-m. e To review the budget Wendy Payne






Federal Accounting Standards Advisory Board
Agenda - October 24-25, 2012
441 G Street NW, Room 7C13, Washington, DC 20548

Thursday, October 25, 2012

9:00 — 10:00 Time Available for Members to Review Revisions
a.m. prior to Discussion in the Open Meeting
10:00 - Discuss Changes to the Annual Report
10:30 . -
e To provide comments on revisions based on Wendy Payne
previous day’s deliberations and approve the
annual report
10:30 - Federal Reporting Entity
11:30

e To provide comments on revisions based on
previous day’s deliberations and make final
changes before a ballot draft is distributed for
approval

Melissa Loughan






Federal Accounting Standards Advisory Board
Agenda - October 24-25, 2012
441 G Street NW, Room 7C13, Washington, DC 20548

Administrative Information:
e Agenda times are tentative. The Board may alter start times during the day.
¢ Observers — To ensure access, please pre-register by 8 AM October 23rd at:

http://www.fasab.gov/board-activities/meeting/information-for-observers/pre-registration/

If you have any difficulties, please contact Charles Jackson at 202 512-7352 or
jacksoncwi1@fasab.gov.

¢ Minutes will be posted to the website following approval. In addition, a recording will be
made part of the public record. The recording is available for use by the public upon
request.

e [INCLEMENT WEATHER POLICY: If the Office of Personnel Management (OPM)
announces that federal employees may take unscheduled leave FASAB meetings will
begin a minimum of one hour later than scheduled (e.g., if 9 AM is the scheduled start
time, the meeting will begin at 10 AM). In such cases, a decision regarding further delay
or cancellation will be made no later than the originally announced meeting time
(generally, 9 AM). Please call 202 512-7350 to hear a recorded announcement about the
meeting status.

If federal offices are closed by OPM, the meeting is canceled.

OPM announcements are carried on most local radio and television news shows. The
OPM website (www.opm.gov) also displays the operating status for federal agencies.

Observers have the option of listening to the meeting via teleconference line. The
conference number is 1 - 866-453-4503. Please enter 1662696 #.
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Federal Accounting Standards Advisory Board

October 5, 2012
Memorandum

To: Members of the Board

/3 g T o
ALy 747, [ e e
From: Wendy M. Payne, Executive Director

Subj: Draft Annual Report — Tab A’

MEETING OBJECTIVES

= To review the draft annual report and three-year plan on October 24
= To approve the final document on October 25

BRIEFING MATERIAL
= Attachment 1 - Draft annual report (clean and track changes versions)
BACKGROUND

The board discussed a partial draft at the August meeting and approved a proposal to
combine the three-year plan with the annual report. A revised draft of the annual report
was circulated for comment on September 14™. This draft includes changes requested
by members as well as the three-year plan. The three-year plan includes updated
project plans for each project prioritized for action during the February — April 2012
review. It also provides updated potential projects to solicit comments from
stakeholders.

ACTIONS REQUESTED

Please provide comments on the revised report by October 18™. | will present a
revised draft for discussion at the meeting on the 24™. Any further changes agreed on
the 24" will be presented for approval on the 25™ so that the report can be finalized.
Note that members will be afforded time to review revisions from 9 to 10 AM on the 25™.
The open meeting will begin at 10 AM. Please contact me at 202 512-7357 or
paynew@fasab.gov to provide your comments.

! 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.

441 G Street NW, Mailstop 6K17V, Washington, DC 20548 ¢(202) 512-7350 ¢fax 202 512-7366
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Federal Accounting Standards Advisory Board

October 5, 2012
Memorandum

To: Members of the Board
/ 3 TR PP,
(ALY Y /7 [ 2l p P18

From: Wendy M. Payne, Executive Director
Subj: Proposal to Defer SFFAS 36 Transition— Tab B*

MEETING OBJECTIVES
= To consider a proposal to defer the FY 2013 transition to basic information for the
statement of long-term fiscal projections
= To provide comments on the attached draft exposure draft
BRIEFING MATERIAL
= Attachment 1 - Draft exposure draft
BACKGROUND

During the June 2012 board meeting, it was noted that a deferral of the transition from
required supplementary information to basic information might be requested. The Office
of Management and Budget has requested a one-year deferral.

DISCUSSION

A proposal to defer requires the same due process as new standards. If the deferral is
proposed by the Board following milestones would need to be met to finalize the
amendment to SFFAS 36 by September 30, 2013:

Issue the exposure draft mid-December 2012
Consider responses February Board meeting
Review the draft SFFAS April Board meeting
Ballot a final SFFAS June 12, 2013

Submit for 90-day review period June 30, 2013

To support discussion at the October meeting, | prepared a draft exposure draft. If you
have questions or concerns before the meeting, please contact me.

! 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.

441 G Street NW, Mailstop 6K17V, Washington, DC 20548 ¢(202) 512-7350 ¢fax 202 512-7366






Federal Accounting Standards Advisory Board

DEFERRAL OF THE STATEMENT OF

LONG-TERM PROJECTIONS

Amending SFFAS 36

Statement of Federal Financial Accounting Standards

Exposure Draft

Written comments are requested by [date 60 days after issuance]

Month day, year

Working Draft — Comments Are Not Requested on This Draft






THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB),
and the Comptroller General, established the Federal Accounting Standards Advisory Board
(FASAB or “the Board) in October 1990. FASAB is responsible for promulgating accounting
standards for the United States Government. These standards are recognized as generally
accepted accounting principles (GAAP) for the federal government.

An accounting standard is typically formulated initially as a proposal after considering the
financial and budgetary information needs of citizens (including the news media, state and local
legislators, analysts from private firms, academe, and elsewhere), Congress, federal executives,
Federal program managers, and other users of federal financial information. The proposed
standards are published in an Exposure Draft for public comment. In some cases, a discussion
memorandum, invitation to comment, or preliminary views document may be issued before an
exposure draft is released on a specific topic. A public hearing is sometimes held to receive oral
comments in addition to written comments. The Board considers comments and decides
whether to adopt the proposed standard with or without modification. After review by the three
officials who sponsor FASAB, the Board publishes adopted standards in a Statement of Federal
Financial Accounting Standards. The Board follows a similar process for Statements of Federal
Financial Accounting Concepts, which guide the Board in developing accounting standards and
formulating the framework for federal accounting and reporting.

Additional background information is available from the FASAB or its website:

. “Memorandum of Understanding among the Government Accountability Office,
the Department of the Treasury, and the Office of Management and Budget, on
Federal Government Accounting Standards and a Federal Accounting Standards
Advisory Board.”

. “Mission Statement: Federal Accounting Standards Advisory Board”, exposure
drafts, Statements of Federal Financial Accounting Standards and Concepts,
FASAB newsletters, and other items of interest are posted on FASAB'’s website
at: www.fasab.gov.

Copyright Information

This is a work of the U. S. government and is not subject to copyright protection in the United
States. It may be reproduced and distributed in its entirety without further permission from
FASAB. However, because this work may contain copyrighted images or other material,
permission from the copyright holder may be necessary if you wish to reproduce this material
separately.

Contact us:

Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814

Mail stop 6H19

Washington, DC 20548

Telephone 202-512-7350

FAX — 202-512-7366

www.fasab.gov




http://www.fasab.gov/about/

http://www.fasab.gov/about/

http://www.fasab.gov/about/

http://www.fasab.gov/about/

http://www.fasab.gov/about/mission-objectives/

http://www.fasab.gov/board-activities/documents-for-comment/exposure-drafts-and-documents-for-comment/

http://www.fasab.gov/board-activities/documents-for-comment/exposure-drafts-and-documents-for-comment/

http://www.fasab.gov/accounting-standards/authoritative-source-of-gaap/accounting-standards/fasab-handbook/

http://www.fasab.gov/newsroom/bi-monthly-newsletter/

file:///C:/DM/Temp/www.fasab.gov



Federal Accounting Standards Advisory Board

ISSUE DATE

TO: ALL WHO USE, PREPARE, AND AUDIT FEDERAL FINANCIAL INFORMATION

Your comments on the exposure draft of a proposed Statement of Federal Financial Accounting
Standards entitled, Deferral of the Statement of Long-Term Projections, are requested. Specific
guestions for your consideration appear on page 3 but you are welcome to comment on any
aspect of this proposal. If you do not agree with the proposed approach, your response would
be more helpful to the Board if you explain the reasons for your position and any alternative you
propose. Responses are requested by DUE DATE.

All comments received by the FASAB are considered public information. Those comments may
be posted to the FASAB's website and will be included in the project's public record.

Mail delivery is delayed by screening procedures. Therefore, please provide your comments in
electronic form by e-mail to fasab@fasab.gov. If you are unable to e-mail your responses, we
encourage you to fax the comments to 202.512.7366. Alternatively, you may mail your
comments to:

Wendy M. Payne, Executive Director

Federal Accounting Standards Advisory Board
Mailstop 6H19

441 G Street, NW, Suite 6814

Washington, DC 20548

We will confirm receipt of your comments. If you do not receive confirmation, please contact our
office at 202.512.7350 to determine if your comments were received.

The Board's rules of procedure provide that it may hold one or more public hearings on any
exposure draft. No hearing has yet been scheduled for this exposure draft. Notice of the date
and location of any public hearing on this document will be published in the Federal Register
and in the FASAB's newsletter.

Sincerely,

Tom L. Allen
Chairman










EXECUTIVE SUMMARY

WHAT IS THE BOARD PROPOSING?

The Board is proposing a one-year deferral of the transition of the statement presenting long-
term fiscal projections for the U.S. government and related disclosures from required
supplementary information (RSI) to basic information. Basic information is essential for the
financial statements and notes to be presented in conformity with generally accepted accounting
principles (GAAP). RSl is information that a body that establishes GAAP requires to accompany
basic information.

While both categories of information are required, each category is subject to different audit
procedures and reporting requirements under generally accepted government auditing
standards (GAGAS). When an auditor is engaged to audit an entity's financial statements, basic
information as a whole is subject to testing for conformity with GAAP. RSI is unaudited, but
subject to certain procedures specified by GAGAS for RSI. Deficiencies in basic information
affect the auditor’s opinion on the financial statements taken as a whole while deficiencies in
RSI do not, but are noted in the auditor’s opinion.

HOW WOULD THIS PROPOSAL IMPROVE FEDERAL FINANCIAL
REPORTING AND CONTRIBUTE TO MEETING THE FEDERAL FINANCIAL
REPORTING OBJECTIVES?

This proposal would permit:

e the audit community to complete its consideration of the need for revised guidance, and
e the preparer time to plan for the audit under any revised guidance.

During the deferral period, the consolidated financial report of the U. S. government would
continue to report the information, which is necessary for the reader to assess whether future
budgetary resources will likely be sufficient to sustain public services and to meet obligations as
they come due, as RSI. Deferral of the transition to basic information will provide time to
develop effective communication strategies for the auditor regarding the uncertainties inherent
in long-term fiscal projections.

Executive Summary | FASAB
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QUESTION FOR RESPONDENTS

Respondents may offer a response to the specific question posed below, raise new issues, or
respond generally. It is most helpful if your response includes an explanation for your position
and any alternatives you propose. All responses received will be publicly available on the
FASAB website and at the FASAB offices.

Your responses should be sent by e-mail to fasab@fasab.gov. If you are unable to respond by
e-mail, please fax your responses to 202.512.7366. Alternatively, you may mail your responses
to:

Wendy M. Payne, Executive Director

Federal Accounting Standards Advisory Board
Mailstop 6H19

441 G Street, NW, Suite 6814

Washington, DC 20548

All responses are requested by [insert date].

Q1. Do you agree or disagree with the proposed one-year deferral of the effective date
for the transition of the statement presenting long-term fiscal projections for the U.S.
government and related disclosures from required supplementary information (RSI) to
basic information required in SFFAS 36, Comprehensive Long-Term Projections for the
U.S. Government? The new effective date would provide for full implementation of
SFFAS 36 for reporting periods beginning after September 30, 2013. Please explain the
reasons for your position in as much detail as possible (see discussion in pars. Al
through A4).

Question for Respondents | FASAB





INTRODUCTION

PURPOSE

1. This Statement amends the effective date of the phase-in of requirements established in
Statement of Federal Financial Accounting Standards (SFFAS) 36, Comprehensive Long-
Term Projections for the U.S. Government. When fully implemented, SFFAS 36 requires a
basic financial statement in the consolidated financial report of the U.S. Government (CFR),
disclosures and related required supplementary information (RSI). To allow a phased
implementation, a three-year transition period was provided during which all information was
RSI. The transition period has ended and beginning in fiscal year (FY) 2013, SFFAS 36
requires information to be presented as follows:

a. The basic financial statement would present for all activities:

i. the present value of projected receipts and non-interest spending under current
policy without change,

ii. the relationship of these amounts to projected Gross Domestic Product (GDP),
and

iii. changes in the present value of projected receipts and non-interest spending
from the prior year.

b. Disclosures would explain and illustrate:
i. the assumptions underlying the projections,
ii. factors influencing trends, and
iii. significant changes in the projections from period to period.
c. RSI would explain and illustrate the projected trends in:
i. the relationship between receipts and spending,
ii. deficits or surpluses,
iii. Treasury debt held by the public as a share of GDP,
iv. possible results using alternative scenarios, and
v. the likely impact of delaying corrective action when a fiscal gap exists.

2. This Statement amends the transition period provided in SFFAS 36 to allow one additional
year — FY 2013 — during which all of the above information would be classified as RSI.

MATERIALITY

3. The provisions of this Statement need not be applied to immaterial items. The determination
of whether an item is material depends on the degree to which omitting or misstating
information about the item makes it probable that the judgment of a reasonable person

relying on the information would have been changed or influenced by the omission or the
misstatement.

Introduction | FASAB





PROPOSED STANDARDS

SCOPE

4. This Statement applies to the consolidated financial report of the U.S. Government (CFR).

5. This Statement amends SFFAS 36, Comprehensive Long-Term Projections for the U.S.
Government, to defer full implementation of its requirements by one year.

AMENDMENTS

6. Par. 45 of SFFAS 36 is replaced by the following:

45, The following phase-in of reporting requirements as basic information provides for
full implementation for reporting periods beginning after September 30, 2013.

a. These standards are effective for periods beginning after September 30, 2009.

b. Information should be reported as RSI for the first four years of implementation
(fiscal years 2010, 2011, 2012, and 2013).

c. Beginning in fiscal year 2014, the required information should be presented as
specified in paragraphs 12 - 42.

d. Earlier implementation is encouraged.

EFFECTIVE DATE

7. The requirements of this Statement are effective upon issuance.

The provisions of this Statement need not be applied to immaterial items.

Proposed Standards | FASAB





APPENDIX A: BASIS FOR CONCLUSIONS

This appendix discusses some factors considered significant by Board members in reaching the
conclusions in this Statement. It includes the reasons for accepting certain approaches and
rejecting others. Individual members gave greater weight to some factors than to others. The
standards enunciated in this Statement—not the material in this appendix—should govern the
accounting for specific transactions, events, or conditions.

PROJECT HISTORY

Al.Inclusion of audited long-term fiscal projections in U. S. federal government financial reports
began in fiscal year 2006 with the statement of social insurance. A number of individual
programs provide a statement of social insurance including Social Security and Medicare. In
2009, the Board issued SFFAS 36 and broadened requirements for long-term fiscal
projections beyond these discrete social insurance programs. SFFAS 36 requires
comprehensive projections for all government receipts and expenditures.

A2.The Board recognized the uncertainty inherent in making the policy, economic, and
demographic assumptions necessary for comprehensive projections. The standards,
therefore, provide for the exercise of judgment in selecting assumptions and require
information to aid the reader in understanding and considering uncertainty and alternative
outcomes. The audit community is considering the need to revise the audit guidance,
including guidance developed for the statement of social insurance, to address
comprehensive projections.

A3. The American Institute of CPAs (AICPA) Auditing Standards Board (ASB) organized the
Prospective Information Task Force to consider the auditor’s responsibility for prospective
financial information. The task force charge is to consider audit guidance for both the
prospective information proposed by the Governmental Accounting Standards Board in its
November 2011 preliminary views document, Economic Condition Reporting: Financial
Projections, and the statement of long-term fiscal projections. The task force is presently
considering guidance for auditors and appropriate audit report language.

A4.The Board’s experience with the statement of social insurance, where the AICPA acted to
address audit concerns, suggests that the ASB task force deliberations will make it difficult
to begin preparations to present and audit sustainability information as basic financial
statement and related disclosures for FY 2013. The Board believes a one-year deferral of
the transition to basic information is therefore warranted.

n Appendix A: Basis for Conclusions | FASAB





APPENDIX B: ABBREVIATIONS

AICPA
ASB
CFR
ED
FASAB
FY
GAAP
GAGAS
GAO
OoMB
RSI
SFFAC
SFFAS

u.S.

American Institute of Certified Public Accountants
Auditing Standards Board

Consolidated financial report of the U.S. government
Exposure draft

Federal Accounting Standards Advisory Board
Fiscal year

Generally Accepted Accounting Principles

Generally Accepted Government Auditing Standards
Government Accountability Office

Office of Management and Budget

Required supplementary information

Statement of Federal Financial Accounting Concepts
Statement of Federal Financial Accounting Standards

United States

Appendix B: Abbreviations | FASAB





APPENDIX C: GLOSSARY

Basic Financial As used in SFFAS 7, Accounting for Revenue and Other Financing Sources

Statements and Concepts for Reconciling Budgetary and Financial Accounting, the basic
financial statements are those on which an auditor would normally be
engaged to express an opinion. The term “basic” does not necessarily mean
that other financial information not covered by the auditor’s opinion is less
important to users than that contained in the basic statements; it merely
connotes the expected nature of the auditor’s review of, and association with,
the information. The basic financial statements in financial reports prepared
pursuant to the Chief Financial Officers Act, as amended, are called the
“principal financial statements.” The Form and Content of these statements
are determined by OMB. (see also Principal Financial Statements)

Basic Information Information that is essential for financial statements and notes to be
presented in conformity with generally accepted accounting principles
(GAAP).

Required Supplementary Information that a body that establishes GAAP requires to accompany basic

Information information. When an auditor is engaged to audit an entity's financial
statements, basic information is subject to testing for fair presentation in
conformity with GAAP. However, RSI for federal entities is unaudited but
subject to certain procedures specified by Generally Accepted Government
Auditing Standards for RSI.
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October 11, 2012

Memorandum

To: Members of the Board

From: Melissa Loughan, Assistant Director
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Through: Wendy M. Payne, Executive Director
Subj: Federal Reporting Entity--Tab C'

MEETING OBJECTIVES

To approve a pre-ballot Exposure Draft (ED) for the Federal Reporting Entity
project.

The objectives for the October Board meeting are to approve a pre-ballot ED. To
accomplish this optimistic goal, the Board will be required to approve changes agreed
upon at the last meeting, consider other suggested changes and vote on 4 areas,
including the final related party language. These actions will enable staff to make any
needed changes for additional deliberation or review at Thursday’s meeting. This will
allow staff to prepare a ballot ED for approval after the October meeting.

BRIEFING MATERIAL

The transmittal memorandum includes a discussion of 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.

= Attachment 1: Pre-Ballot ED

You may electronically access all of the briefing material at http://www.fasab.gov/board-
activities/meeting/briefing-materials/

441 G Street NW, Mailstop 6K17V, Washington, DC 20548 (202) 512-7350 efax 202 512-7366





BACKGROUND

As you may recall at the August meeting, the Board deliberated many issues in the
proposed standard and agreed upon certain changes. Staff implemented those
changes.

NEXT STEPS

The goal of completing the ED shortly after the October 2012 meeting is contingent
upon the Board’s decisions and extent of changes at this meeting and the Board’s vote
on the related party language and the revised language for the basis for conclusion to
address the Federal Reserve System. It is important that any member intending to offer
an alternative view state their intent.

*kkkkkkkhkkkhkkkkikkk

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.

! 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.





STAFF ANALYSIS AND RECOMMENDATIONS

1. Updated Exposure Draft for Decisions at the August Meeting & Other Changes

The goal of the session is to approve changes incorporated into the ED as well as
identify any remaining member concerns with the ED. As you will see in the Marked
Version of the ED, staff updated the document for the decisions made at the August
meeting.

After considering the August minutes and transcripts carefully, staff incorporated into
the ED agreed upon wording changes and suggested language revisions made by
Board members during and following the August meeting.

For example, staff incorporated the following changes that were approved by the Board
from Mr. Steinberg’s Alternate Draft:
1. Revised key terminology by replacing the following: ‘core’ with ‘consolidation’ and
‘non-core’ with ‘disclosure’
2. Added “organization” to the “relationship” objective for the disclosure relating to
“disclosure entities”
3. Removed the enumerated disclosures tailored to and required for entities
exercising powers reserved to the sovereign

In addition, staff added questions to respondents for (1) organizations with multiple
funding sources (such as museums) and (2) intervention actions beyond the scope of
the standard.

Further, staff also updated the Basis for Conclusions to reflect decisions made at recent
meetings and to be consistent with other changes made in the document.

Certain changes staff wanted to point out to the Board as they relate to new language
and may be considered beyond ‘editorial’ for the Board’s consideration and approval.

Federal Reserve System BfC Language

Staff shared draft language after the August Board meeting regarding the Federal
Reserve System and how consolidation might obscure the financial effects of fiscal
policies. Staff received comments from approximately half of the members on the draft
language. Members offered suggestions to the draft language for clarity.

Of those responding, certain members appeared to support the draft language, while
certain members expressed some reservation with the draft language. Of the members
noting concern, one member believed consolidation of the Federal Reserve was
appropriate and any obscurity that may occur could be made clear through the notes to
the financial statements. This same member commented that “Historically, 95% of
FRBank interest earnings on US Treasuries and mortgage backed securities have been
returned to the US Treasury at the end of the year. In effect purchases of US
Treasuries by the FRBanks (and at the direction of the FOMC made up of a majority of





the Board of Governors of the FRB — a federal entity) results in almost interest free
loans to the federal government.” The reporting of the FRB and FRBanks is a very
important issue. This member also suggested that a project be added to address how
activities of the Central Bank should be reported-- as consolidated with the federal
government or as a stand —a-lone entity.

Another member believes, the Board is obligated to understand prior to issuing the
standard how the Federal Reserve Board will be classified and reported upon.
However, staff does not believe it is the Board’s intent to explicitly state how any entity
will be classified in the standard or basis for conclusion.

Based on the comments received, staff revised the basis for conclusions language as
follows (See par. A31 - A35 in the ED for marked changes.) :

A1l

A2.

A3.

Differences in purposes and governance structures by organizations may require
differences in 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 the included organizations
between consolidation entities and disclosure entities.

Different means of presenting relevant information are provided for consolidation and
disclosure entities. The distinction between consolidation entities and disclosure
entities is based on the degree to which the following characteristics are met: the
entity is taxpayer supported, is governed by the Congress and/or the President,
imposes or may impose risks and rewards on the taxpayer, and/or provides goods and
services on a non-market basis. Maintaining a distinction between consolidation
entities where accountability rests with 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 entity is more useful than
consolidation of the individual entity’s financial statements in the government-wide
financial statements. In other cases, consolidation of individual entities’ financial
statements is needed to provide fair presentation of activities financed by the
taxpayers, accountable to the Congress and/or the President, and/or relying on the
taxpayers to settle liabilities.

The Board considered whether the proposed principle-based standards were likely to
result in fair presentation of certain significant entities or classes of entities. For
example, in considering the Federal Reserve System, some members believe that
consolidation might obscure the financial effects of fiscal policies while disclosure
might shed more light on monetary policy. However, one member believes
consolidation of the Federal Reserve System is appropriate and any obscurity that
may occur could be made clear through the notes to the financial statements. The
Federal Reserve System is presently structured to facilitate monetary policy decisions
that are independent of fiscal policy decisions by the President and Congress.





A4. Because monetary policy decisions are often executed through the purchase and sale
of Treasury securities in the open market,? Treasury securities are a significant asset
of the Federal Reserve Banks. If the Federal Reserve System is consolidated in the
government-wide financial statements, any Treasury securities held as assets by the
Federal Reserve System would be eliminated against the Treasury securities
identified as liabilities. Accordingly, this use of Treasury securities to conduct
monetary policy may introduce volatility and variability in the reported amount of
Treasury securities outstanding unrelated to the fiscal policies of the federal
government. Changes in these amounts arising from budgetary deficits and surpluses
could be obscured by changes arising from monetary policy. In addition, liabilities for
Federal Reserve notes outstanding and deposits by depository institutions would be
reported on the consolidated balance sheet. These liabilities differ in character from
liabilities arising from fiscal policy and may distort the government-wide financial
statements.

A5. In contrast to consolidation, disclosures regarding the Federal Reserve System may
aid users in understanding the Federal Reserve System, its relationship with the
federal government, and any significant activities or risks posed to taxpayers.
Principle-based standards do not result in the Board deliberating on the classification
of the Federal Reserve System or any other specific entity. However, deliberations
were conducted to assure the Board that the proposed standards were adequate and
the elements of the standards were appropriate for application given the unique role of
the central bank.

Question 1 for the Board:

Does the Board generally agree with the revised proposed language to address
the Federal Reserve System and how consolidation might obscure the financial
effects of fiscal policies? (Staff believes a Board vote is required.)

Control Definition

As you might recall, Mr. Steinberg’s alternate version suggested a slight change to the
control definition by revising it to “Control with possible benefits or risk of loss” versus
the August ED wording of “Control with expected benefits of risk of loss.”

Another member requested staff to switch the order of ‘expected benefits’ and ‘risk of
loss’ because the member believed the federal government more often deals with risk of
loss so that should be more prominent when considering the control definition. While
both suggestions have merit exclusively, it was difficult for staff to incorporate both
suggestions.

Therefore, staff proposes the following revision to the control definition (see par. 10 of
the ED for marked changes.):

% The Federal Reserve Act, Section 14, authorizes Federal Reserve banks to buy and sell bonds and
notes of the United States but requires when they exercise this authority and purchase or sell Treasury
Securities, it must be done in the open market (rather than directly from or to the Treasury).





Control with risk of loss or expectation of benefit “Control with risk of loss or
expectation of benefit” is the power to impose will on and/or govern the financial
and/or operating policies of another organization with the potential to be obligated to
provide financial support or assume financial obligations or to obtain financial
resources or non-financial benefits.

Question 2: for the Board:

Does the Board generally agree with the revisions to the control definition? (Staff
believes a Board vote is required.)

There were other changes incorporated into the ED, either suggested by Board
members or staff and staff believed improved the document. Most were minor or
editorial in nature and don’t warrant an explanation in this memo and staff did not
believe they would require a vote by the Board.

Question 3 for the Board:

Does the Board have any questions or comments on any of the other proposed
changes referenced above or on any of the ones noted throughout the ED?





2. Related Party Language

At the August meeting, the Board considered a draft that relied heavily on listing parties
to be included and excluded. In addition, the proposal provided room for judgment by
incorporating a misleading to exclude provision. While the Board did not have a formal
vote on the language at the August meeting, it did appear there was general agreement
with the direction.

The Board provided staff with suggestions—such as to move the notion of misleading to
exclude so it was more prominent in the language to guide preparers. The Board also
suggested that the ED provide examples of special interest groups. One member also
suggested that a question to respondents be considered so the Board could gather
additional information if there are other organizations that should be excluded from
related party reporting to better ensure there are no unintended consequences. Staff
incorporated these and other suggestions by members.

Based on the feedback at the August meeting, staff revised the Related Party language
as follows (See par. 74- 83 in the ED for marked changes.):

Related Party

1.

In addition to entities for which Congress and the President are accountable®, the federal
government may have the ability to exercise significant influence over other
organizations in making financial and operating decisions or to be influenced by its
relationship with the other organizations. Such relationships are numerous and not all
warrant disclosure. Guidance is provided below but judgment will also be required to
identify relationships that warrant disclosure as related parties.

Related parties are not controlled or owned by the federal government. Organizations
are considered to be related parties if the existing relationship?* or one party to the
existing relationship has the ability to exercise significant influence over the other party
in making financial and operating decisions.

Significant influence (for the purpose of this Statement) is the power to participate in the
financial and operating policy decisions of an entity, but not control those policies.
Significant influence may be exercised in several ways, sometimes by representation on
the board of directors or equivalent governing body but also by, for example,
participation in the policy making process, interchange of managerial personnel, or
dependence on technical information. Significant influence may be gained by an
ownership interest, statute, or agreement.

Significant influence does not arise from regulatory actions or economic dependency
alone. However, regulation or economic dependency, together with other factors, may

® Entities for which the Congress and President are accountable are in the budget, owned, or controlled
and would meet the inclusion principles and be reported as either a consolidation or disclosure entity and
not be subject to related party reporting.

4 Relationship as used in this context refers to material transactions or events involving both parties.





give rise to significant influence and therefore a related party relationship. Judgment is
required in assessing the impact of regulation and economic dependence on a
relationship.

5. Although significant influence exists among the component reporting entities of the
federal government, component reporting entities are subject to the overall direction and
operate together to achieve the policies of the federal government and are not
considered related parties. Therefore, component reporting entities need not be
disclosed as related parties by other component reporting entities.

6. Further, in the context of this Statement, related parties are organizations with the ability
to exercise significant influence —financially and operationally — such that it would be
misleading to exclude disclosures regarding the relationship. Related parties generally
would include but are not limited to:

a. Government sponsored enterprises not meeting the Inclusion Principles
b. Organizations governed by representatives from each of the governments
that created the organization, including the United States, wherein the federal
government has agreed to ongoing or contingent financial support to
accomplish shared objectives (for example, multi-lateral development banks)
7. In the context of this Statement, the following generally would not be considered related
parties:
a. Entities meeting the Inclusion Principles
b. Organizations with which the federal government transacts a significant
volume of business resulting in economic dependence such as
government contractors, state and local governments, collegial
institutions and non-profit organizations

c. Key executives

d. Organizations owned or managed by key executives, other employees, or
members of their families

e. Component reporting entities of the federal government (see full
discussion in par. 5)

f. Foreign governments
g. Organizations created through treaties or trade agreements that define
common goals and means for joint action where the U.S. role in

governing and financing the organizations is not significant

h. Special interest groups®

® Special Interest groups refers broadly to organizations whose members share common concerns and try
to influence government policies. Examples include but are not limited to International Brotherhood of





8. Although par. 7 generally permits the exclusion of certain organziations as related
parties, other factors may create a need for related party reporting and disclosures. The
use of judgment will be necessary in identifying those factors consistent with the
information needs described in par 9.

9. Certain information regarding related party relationships may enable users to better
understand the financial statements of the reporting entity because:

° Related party relationships might expose the federal government to risks or
provide opportunities that would not have existed in the absence of the
relationship;

. Related party relationships can influence the way in which the federal

government operates with other entities in achieving its individual objectives; and

o Related parties may enter into transactions that unrelated parties would not enter
into, or may agree to transactions on different terms and conditions than those
that would normally be available to unrelated parties.

10. For any Related Party, the following should be disclosed:

o Nature of the federal government’s relationship with the entity, including the
name of the entity or if aggregated, a description of the related parties. Such
information also would include as appropriate: the percentage of ownership
interest.

o Other information that would provide an understanding of the relationship and
potential financial reporting impact, including financial-related exposures to
potential gain and risk of loss to the reporting entity resulting from the
relationship.

Question 4 for the Board:

Does the Board generally agree with the proposed Related Party language and
disclosure requirements? (Staff believes a Board vote is required.)

Teamsters, American Public Power Association, Christian Coalition, the National Organization for Women
(NOW) and the National Rifle Association (NRA)





3. _Title of the Document

An issue that projects often revisit is the title of the final document. The title of the
federal reporting entity project has been difficult to pin down due to the scope. The
current title “Identifying and Reporting upon Organizations to Include in General
Purpose Federal Financial Report” appears to be grammatically challenged.

Further, when the Board last discussed the title it acknowledged there were still open
issues and therefore may still require revising. Considering we are at the point of a pre-
ballot, staff believes it was time to consider the title one last time, especially considering
some of the recent changes in terminology.

Staff proposes the following titles for the Board’s consideration:

1. Ildentifying Organizations to Include in General Purpose Federal Financial
Reports and Related Presentation Requirements

2. Identifying and Presenting Information about Organizations in General
Purpose Federal Financial Reports

3. Including and Reporting Organizations in General Purpose Federal
Financial Reports

4. ldentifying Organizations to Include and Report in General Purpose Federal
Financial Reports

5. Reporting Entities and Related Parties

Staff believes the first option “Identifying Organizations to Include in GPFFR and
Related Presentation Requirements” is the best option because it describes the scope
of the Statement. Staff also believes this most closely describes the approach taken in
the statement—identifying organizations to include in the general purpose federal
financial reports and presentation requirements. Staff believes this is consistent with
the purpose requirements as presented in par. 2 and the scope presented in par. 6 of
the ED.

If the Board would prefer a much more concise alternative staff would recommend one
of the shorter alternatives presented above.

However, staff believes the first option appears to be the best aligned title with the ED
as currently written.
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Question 5 for the Board:
Does the Board agree with the staff recommended title for the ED “ldentifying

Organizations to Include in General Purpose Federal Financial Reports and
Related Presentation Requirements?” (Staff believes a Board vote is required.)

Question 6 for the Board:

Does the Board wish to bring up any technical issues or concerns that should be
addressed before moving toward a ballot draft?

11





QUESTIONS FOR THE BOARD

. Does the Board generally agree with the revised proposed language to
address the Federal Reserve System and how consolidation might obscure
the financial effects of fiscal policies?

. Does the Board generally agree with the slight revisions to the control
definition?

. Does the Board have any questions or comments on any of the other
proposed changes referenced above or on any of the ones noted
throughout the ED?

. Does the Board generally agree with the proposed Related Party language
and disclosure requirements?

. Does the Board agree with the staff recommended title for the ED
“Identifying Organizations to Include in General Purpose Federal Financial
Reports and Related Presentation Requirements?”

. Does the Board wish to bring up any technical issues or concerns that
should be addressed before moving toward a ballot draft?
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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD
The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB), and
the Comptroller General, established the Federal Accounting Standards Advisory Board (FASAB
or “the Board) in October 1990. FASAB is responsible for promulgating accounting standards for
the United States Government. These standards are recognized as generally accepted
accounting principles (GAAP) for the federal government.

An accounting standard is typically formulated initially as a proposal after considering the financial
and budgetary information needs of citizens (including the news media, state and local legislators,
analysts from private firms, academe, and elsewhere), Congress, federal executives, federal
program managers, and other users of federal financial information. The proposed standards are
published in an exposure draft for public comment. In some cases, a discussion memorandum,

eleased on a specific topic. A public hearing is sometimes held to receive oral comments in ~~ { peleted: pubiished

addition to written comments. The Board considers comments and decides whether to adopt the~ {Dehted: published

proposed standard with or without modification. After review by the three officials who sponsor
FASAB, the Board publishes adopted standards in a Statement of Federal Financial Accounting
Standards. The Board follows a similar process for Statements of Federal Financial Accounting
Concepts, which guide the Board in developing accounting standards and formulating the
framework for federal accounting and reporting.

Additional background information is available from the FASAB or its website:

o “Memorandum of Understanding among the Government Accountability Office, the
Department of the Treasury, and the Office of Management and Budget, on Federal
Government Accounting Standards and a Federal Accounting Standards Advisory Board.”

o “Mission Statement: Federal Accounting Standards Advisory Board”, exposure drafts,
Statements of Federal Financial Accounting Standards and Concepts, FASAB newsletters,
and other items of interest are posted on FASAB’s website at: www.fasab.gov.

Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814
Mail stop 6H19
Washington, DC 20548
Telephone 202-512-7350
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States. It may be reproduced and distributed in its entirety without further permission from
FASAB. However, because this work may contain copyrighted images or other material,
permission from the copyright holder may be necessary if you wish to reproduce this material
separately.
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Executive Summary

What is the Board proposing?

The Board is proposing principles to ensure information about organizations for which

Those tools include the ability to create organizations with varying legal designations
(for example, government agencies, not-for-profit organizations, corporations) and
differing degrees of autonomy. The principles herein are not intended to establish
whether an entity is or should be considered a federal agency for legal or political
determining what organizations are required to be included in the reporting entity’s
GPFFR for financial accountability purposes.

The government-wide GPFFR should include all organizations (1) budgeted for by
federally-elected officials of the federal government, (2) owned by the federal
government, and (3) controlled by the federal government with_the risk of loss or the
expectation of benefits, When one of these three conditions exists, the Board believes

certain information regarding the organization is necessary to provide accountability.

This ED also provides criteria for determining the most appropriate means to present
information about these organizations. Consolidated financial statements presenting the
financial position and results of operations for those organizations financed by the
taxpayer, governed directly by elected or appointed officials, and/or relying on the
taxpayer to settle liabilities are appropriate. Consolidated financial statements present
the financial information as if the organizations were a single economic entity. Such a
presentation is needed to show — in aggregate — the net cost financed by the taxpayers
and the assets available for use and the liabilities to be settled in the future.
Organizations to be included in the consolidated financial statements within the GPFFR
are referred to as “consolidation entities.”

Consolidation is not appropriate for organizations operating with a high degree of
autonomy. Some organizations that meet the principles for inclusion are insulated from

about these discrete organizations in consolidated financial statements would obscure
the operating results and financial position of the organizations. Instead, information
about these types of organizations should be disclosed in notes to the consolidated
financial statements so that the nature of the relationship, relevant activity during the
reporting period, and future exposures to risks and rewards are revealed. Organizations
to be disclosed in GPFFR are referred to as “disclosure entities.”

Federal Accounting Standards Advisory Board
Identifying and Reporting upon Organizations to Include in General Purpose Federal Financial
Reports
Month Date, Year
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The proposed Statement would be effective for periods beginning after September 30,
2015. Earlier implementation is encouraged.

How would this proposal improve federal financial reporting and contribute to
meeting the federal financial reporting objectives?

This Statement would improve federal financial reporting by identifying organizations
that should be included in the financial reports of the government-wide reporting entity
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structure of the financial reports should be clear, complete and comprehensible to
citizens.
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| Questions for Respondents

Questions for Respondents

The FASAB encourages you to become familiar with all proposals in the Statement
before responding to the questions in this section. In addition to the questions below,
the Board also would welcome your comments on other aspects of the proposed
Statement.

The Board believes that this proposal would improve federal financial reporting and
contribute to meeting the federal financial reporting objectives. The Board has
considered the perceived costs associated with this proposal. In responding, please
consider the expected benefits and perceived costs and communicate any concerns
that you may have in regard to implementing this proposal.

Because the proposals may be modified before a final Statement is issued, it is
important that you comment on proposals that you favor as well as any that you do not

favor. Comments that include the reasons for your views will be especially appreciated.

The questions in this section are available in a Word file for your use at
www.fasab.gov/exposure.html. Your responses should be sent by e-mail to
fasab@fasab.gov. If you are unable to respond electronically, please fax your
responses to (202) 512-7366 and follow up by mailing your responses to:

Wendy M. Payne, Executive Director

Federal Accounting Standards Advisory Board
Mailstop 6H19

441 G Street, NW, Suite 6814

Washington, DC 20548

All responses are requested by January 25, 2013.
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Q1. The Board is proposing three inclusion principles for an organization to be _ - | Comment [ML1]: From this point forward—

) Rl el il o e e m e e S e e e e e e e e the change to consolidation and disclosure
included in the government-wide report: entities is not marked in the document.

= An organization with an account or accounts listed in the Budget of the United
States Government: Analytical Perspectives- Supplemental Materials schedule
Federal Programs by Agency and Account unless the organization is a non-federal
organization receiving federal financial assistance,

- [ Deleted: . }

= When the federal government holds a majority ownership interest, - | Deleted: . ]

= An organization that is controlled by the federal government with the risk of loss or
the expectation of benefit, _ - { Deleted: . )

- ‘{ Deleted: the expectation of benefits or risk of }
loss.

In addition, the Board is proposing that an organization be included in the government-
wide report if it would be misleading to exclude it even though it does not meet one of
the three inclusion principles.

Refer to paragraphs 18-33 of the proposed standards and paragraphs A13- A30 in
Appendix A - Basis for Conclusions for a discussion and related explanation.

a. Do you agree or disagree with each of the inclusion principles?
Please provide the rationale for your answer.

b. Do you believe the inclusion principles, and related definitions and
indicators, are helpful and clear? Please provide the rationale for
your answer.

c. Do you agree or disagree with the addition of a Misleading to
Exclude principle? Please provide the rationale for your answer.

Q2. The Board proposes distinguishing between two types of entities jn general -~ { Deleted: for inclusion )
purpose federal financial reports_and that distinction ultimately determines how they are
reported: consolidation entities and disclosure entities. Consolidation entities are (1)
generally taxpayer supported as evidenced by their inclusion in the budget, (2) being
governed by the Congress and/or the President, (3) imposing or may impose risks and
rewards on the taxpayer, and/or (4) providing goods and services on a non-market

basis. In contrast, disclosure entities are those that (1) receive limited or no taxpayer
support, (2) have less direct involvement, and influence, by the Congress and/or the
President, (3) are more likely to provide market based goods and services, and/or (4)
impose limited risks and rewards on the taxpayers.
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The Board proposes consolidation entities be consolidated in the government-wide
financial statements. The Board proposes that information about disclosure entities be

Refer to paragraphs 35- 50 and 61-73 of the proposed standards and paragraphs,A31-
A52, A60- A62 and A68-A77 in Appendix A - Basis for Conclusions for a discussion
and related explanation.

a. Do you agree or disagree there is a need to distinguish between
consolidation and disclosure entities? Please provide the rationale
for your answer.

b. Do you agree or disagree with the attributes used to make the
distinction between consolidation and disclosure entities? Please
provide the rationale for your answer.

c. Do you agree or disagree with the requirements for reporting on
consolidation and disclosure entities? Please provide the rationale
for your answer.

Q3. For consolidation entities, the Statement would require consolidation of FASAB
and FASB based information without conversion.

Refer to paragraph 62- 63 of the proposed standards and paragraphs A63-A67 in
Appendix A - Basis for Conclusions for a discussion and related explanation.

Do you agree or disagree with the above referenced requirement? Please
provide the rationale for your answers.

9]
S
—
>0
D
o
o
Q
=
o
©
=
(@]
©
o
[
[
(2
[}
Q
o
>
Q
o
3
©
o
>
[}
>
-~
=
D
©
o
=
>
«Q
[¢)]
>
=
—
<
s
D
1]
o
—
5
=
[}
@
U
T
M
Py

o
(72
Q
o
(%)
<
@
1)
>
=
=
)
w
©
Q
3
3,
[%2]
~—
=
o
[=A
<
D
<
N
7))
@,
Q
3>
@
Q
—
o
P
>
a
3.
3,
[72])
o
=
o
=
<
@
o
/2]
@,
Q
>
3
o)
S
~—
2]
Q
)
S
o
@

identified by evaluating: the scope of the budget process, whether accountability is
established within a component reporting entity, and in rare cases, there may be
instances of other significant relationships such that it may be misleading to exclude

and/or misleading to include_an organization not administratively assigned based on the

previous principles.

Refer to paragraphs 51-60 of the proposed standards and paragraphs A53-A59 in
Appendix A - Basis for Conclusions for a discussion and related explanation.
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Questions for Respondents 11 __ - { Deleted: Table of Contents ]

Do you agree or disagree with the above referenced requirement? Please
provide the rationale for your answers.

Q5. The Statement describes common types of disclosure entities to assist in
identifying such entities. One common type is federal government intervention actions
where ownership or control is expected to be other than permanent. The federal
government may also have intervention activities (such as through extending loans or
loan guarantees) that do not lead to organizations meeting the inclusion principles
established in this Statement. Such transactions should be accounted for in
accordance with the appropriate accounting standards per the GAAP hierarchy and this

Statement does not include additional disclosure requirements for such intervention - { Deleted: s ]

actions. Some believe disclosure requirements for all intervention actions should be

addressed in this Statement, __ -~ {Deleted: . )
o ‘[Formatted: Font: J

Refer to paragraphs 47-50_of the proposed standards and paragraphs A50_in Appendix
A - Basis for Conclusions for a discussion and related explanation.

Do you agree or disagree with the above referenced requirement? Please
provide the rationale for your answers.

<— -~ | Formatted: Indent: Left: 0.01", No bullets or
numbering

Q6. The Statement provides for all consolidation entities (and component reporting
entities) to consider all organizations (which include funds) for which it is accountable.
For certain organizations, such as museums, this may include consolidating funds from
different sources—appropriated and donated funds.

Refer to paragraphs 51-60_of the proposed standards and paragraphs A20 in Appendix
A - Basis for Conclusions for a discussion and related explanation.

Do you agree or disagree with the above referenced requirement? Please
provide the rationale for your answers.

h ‘[ Formatted: Indent: Left: 0.01", No bullets or }
Q7. SFFAC 2 identified certain entities or types of entities (the Federal Reserve numbering

System, Government Sponsored Enterprises and Bailout Entities) that should not be
considered part of the government-wide reporting entity. The Board is proposing new
principles that should be applied to the entities previously excluded and conclusions

reached to consider whether the entities are included in the general purpose federal

_ | Deleted: The Board is proposing new
4 principles that can be applied to the entities

previously excluded and conclusions reached i

disclosure gntity. These decisions would affect whether or how such entities are | {Deleted: entities ]

principles, principles are proposed to decide whether the gntity is a consolidation or : o= {Deleted: entities are
o ‘[ Deleted: they
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remove these specific provisions.
Refer to paragraph A85 in Appendix A - Basis for Conclusions for a discussion and

related explanation.

Do you agree or disagree these amendments to SFFAC 2? Please provide
the rationale for your answer.

Q8. The Board proposes related parties be disclosed if one party to an existing
relationship has the ability to exercise significant influence over the other party in

making financial and operating decisions. The Statement provides related parties are
organizations of such significance that it would be misleading to exclude the

organization and also provides a list of organizations that are generally excluded. ,

Refer to paragraphs74 -83 of the proposed standards and paragraphs A78-A81 _in
Appendix A — Basis for Conclusions for a discussion and related explanation.

a. Do you agree or disagree with the related party definition and .
requirements? Please provide the rationale for your answer.

b. Do you agree or disagree with the list of exclusions? Please provide the
rationale for your answer.

c. Are there additional exclusions that should be considered? Please provide
the rationale for your answer.

d. Are there additional related party examples that should be included?
Please provide the rationale for your answer.

- { Deleted: the

- { Deleted: .

e { Formatted

- ‘{ Formatted: Indent: Left: 1", No bullets or

included in the federal reporting entity’s GPFFR from a concepts statement to a
standards statement

Appendix A - Basis for Conclusions for a discussion and related explanation.
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Do you agree or disagree with the amendments? Please provide the
rationale for your answer.

Q10. The Board proposes the Statement and Amendments to SFFAC 2, Entity and
Display have an effective date of periods beginning after September 30, 2015.

Do you agree or disagree with this effective date? Please provide the
rationale for your answer.

Q11. The Statement provides two non-authoritative appendices to assist users inthe - { Deleted: includes
application of the proposed standards. The Flowchart at Appendix B is a fool that can - { Deleted: helpful

be used in applying the principles established. The lllustrations at Appendix C offer
hypothetical examples that may be useful in understanding the application of the
standards.

Refer to Appendix B-Flowchart and Appendix C-lllustration for the full explanation.

a. Do you agree the appendices are helpful in the application of the
proposed standards?

b. Do you believe the appendices should remain after the Statement is
issued?

Q12. Are there other unique situations that should be addressed within this
Statement? Please explain fully and also how the situation is not addressed by this
Statement when considered in its entirety.
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Introduction

Purpose

The federal government and its relationships with organizations have become
increasingly complex. Notwithstanding these complexities, general purpose

be broad enough to report the Congress and/or the President’s accountability for
those organizations. In addition, component reporting entity financial reports
should allow the Congress and the President to hold management accountable
for implementation of public policy decisions. Although Statement of Federal
Financial Accounting Concepts (SFFAC) 2, Entity and Display, addresses
identifying reporting entities and criteria for including components in a reportin%
entity, questions have continued in this area indicating the need for standards.
Standards that can be used to identify organizations to include in the GPFFR of
the government-wide reporting entity and each component reporting entity are
important to meeting federal financial reporting objectives.

This Statement guides preparers of GPFFRs in determining what organizations

will ensure that users of GPFFRs are provided with comprehensive financial
information about federal reporting entities and their relationships so that federal
financial reporting objectives are met.

The guidance recognizes the substance of the relationship between the federal
government and an organization may not be reflected by an organization’s legal
form. As such, the legal form or designation of an organization does not always
determine whether it should be yeported in the government-wide GPFFR. Even in
cases where legislation indicates an organization is “not an agency or
instrumentality” of the federal government, the organization should be assessed

against the guidance contained in this Statement to determine whether it should

accountability given the nature of the relationship between the federal
government and the organization but inclusion does not change the legal form of
the organization.

3 SFFAC 2 is a Concepts Statement and is considered Other Accounting Literature. See SFFAS 34, The
Hierarchy of Generally Accepted Accounting Principles (GAAP) Including the Application of Standards
Issued by FASB for more information regarding the hierarchy.

I 4

the entity is (1) supported by taxpayers, (2) governed by elected or appointed officials, and (3) imposing
risks on the taxpayer. See par. 34 - 50 for information.
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Introduction 15

Materiality

4, The provisions of this Statement need not be applied to immaterial items. The
determination of whether an item is material depends on the degree to which
omitting or misstating information about the item makes it probable that the
judgment of a reasonable person relying on the information would have been
changed or influenced by the omission or the misstatement.
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Proposed Standards

Scope and Applicability

5. This Statement applies to federal entities that prepare general purpose federal - { Formatted: Font: Bold

financial reports (GPFFR) in conformance with generally accepted accounting
principles (GAAP) as defined by paragraphs 5 through 8 of Statement of Federal
Financial Accounting Standards (SFFAS) 34, The Hierarchy of Generally
Accepted Accounting Principles, Including the Application of Standards Issued by
the Financial Accounting Standards Board. Paragraph 63 of this Statement
applies to federal entities that prepare GPFFR in conformance with GAAP as
provided by paragraphs 9 through 12 of SFFAS 34.

A

6. This Statement does not require any entity to prepare and issue GPFFRs. The
purpose of this Statement is to enable entities preparing and issuing GPFFRs to
determine:
a. whether SFFAS 34 is applicable to an organization,
b. what organizations should be yeported on in the GPFFR of entites __ — { Deleted: included in
applying SFFAS 34,
C. the manner in which information should be presented for organizations
reported in the GPFFR,and - { Deleted: included
d. what, disclosures, if any, are needed regarding related parties. __ - { Formatted: Font: Bold
Definitions
Definitions in paragraphs 7 through 10 are presented within the standards because they | - - { Deleted: first
are new terms intended to have a specific meaning when applying the standards., | |- ‘{Deleted: of their importance in understanding
Jerms shown in boldface type the first time they appear in the remainder of this, | | the Statement
document are presented in the Glossary at Appendix D_with their existing definitions. \‘C\{De'ete& Othert
Respondents to this proposal may want to examine all definitions before reviewing the {Deleted: is
Statement and Basis for Conclusions.
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7. Reporting Entity Reporting entities are entities that issue a GPFFR because
either there is a statutory or administrative requirement to prepare a GPFFR or
they choose to prepare one. The term “reporting entity” may refer to either the
government-wide reporting entity or a component reporting entity (see definitions
below).

Statement of Federal Financial Accounting Concepts (SFFAC) 2 provides criteria
for an entity to be a reporting entity.® The criteria focus on whether an entity
should issue GPFFRs and are that a reporting entity’s:

a. management is responsible for controlling and deploying resources,
producing outputs and outcomes, and executing the budget or a portion
thereof (assuming that the entity is included in the budget), and is held
accountable for the entity’s performance.

b. financial statements would provide a meaningful representation of
operations and financial condition.

c. financial information could be used by interested parties to help them
make resource allocation and other decisions and hold the entity
accountable.

8. Government-wide Reporting Entity The government-wide reporting entity’s
GPFFR includes all organizations for which the Congress and/or the President
are accountable based on principles established in this Statement.

9. Component Reporting Entity “Component reporting entity” is used broadly to
refer to a reporting entity within a larger reporting entity.> Examples of
component reporting entities include entities such as executive departments,
independent agencies, government corporations, legislative agencies, and
federal courts. Component reporting entities would also include sub-components
(those components included in the GPFFR of a larger reporting entity) that may

Deleted: of

Deleted: a

”””””””””” loss

and/or operating policies of another organization with the potential to be N { Formatted: Font: Bold
‘[ Deleted: with expected benefits or risk of loss

10. Control with risk of loss or expectation of benefit ‘Control with risk of lossor - { Deleted: with expected benefits or risk of }

® SFFAC 2, par. 29-37, provides a discussion on ldentifying the Reporting Entity for General Purpose
Financial Reporting.

® The larger reporting entity could be the government-wide reporting entity or another component
reporting entity.
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obligated to provide financial support or assume financial obligations or to obtain
financial resources or non-financial benefits.”. See paragraphs 22 - 31.

Organizational Approach to Defining Boundaries

11.

12.

13.

14.

The federal government is unique because its constitutionally established
powers, motivations, and functions are different from those of all other
organizations. It is an extremely complex organization responsible for the

the federal government is financially accountable as well as other organizations
for which the nature and significance of their relationship with the government are
such that their exclusion would cause the federal government’s financial
statements to be misleading or incomplete.

Accountability demands comprehensive reporting. To provide comprehensive
reporting, the federal government must report on component reporting entities,
that serve varied purposes and have complex governance structures and
finances. For example, certain distinctions must be maintained for financial
reports to meet the reporting objectives established in SFFAC 1. In such cases,
disclosures about the organization rather than financial information consolidated
across all organizations may better meet these objectives.

This Statement first establishes the principles for including organizations in the
government-wide GPFFR (see Principles for Inclusion in the Government-wide
Entities (see section ‘ Reporting on Organizations — Consolidatonor
Disclosure’).

This Statement also establishes that component reporting entities must identify

both the component reporting entity and government-wide GPFFRs are
complete.

7 For example, a non-financial benefit would be one where the federal government benefits from a service
being provided to it or on its behalf.

8 SFFAC 2, par. 13-28 discusses the budget and program perspectives of the federal government, as well
as the intertwining of the perspectives.

® SFFAC 2, par. 31-38.
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| 15.  The Statement addresses presentation of financial information based on those - { Deleted: Lastly, t )

decisions (see GPFFR- Consolidation and Disclosure).

16. Lastly the Statement provides for disclosure of related party relationships of
significant influence that would misleading to exclude.

Principles for Inclusion in the Government-wide GPFFR

17.  This Statement provides three principles for determining which organizations or - -| Deleted: To determine which organizations

w9 DIACITITIIL PIVVIMES U PP e I A e M S g ey 9 Y . 10 : y
funds should be included"" in the government-wide GPFFR and also requires Srou pe included in the government-wide

inclusion of organizations if it would be misleading to exclude them (see par. 33).

o { Deleted: inclusion J

| 18.  An organization'? meeting any one of the three principles below is included in the
government-wide GPFFR:

a. In the Budget

b. Maijority Ownership Interest

c. Control with Risk of Loss or Expectation of Benefit, - ‘{Deleted: with Expected Benefits or Risk of
””””””””” Loss

In the Budget

19.  An organization with an account or accounts listed in the Budget of the United
States Government: Analytical Perspectives- Supplemental Materials schedule
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.” Any listed non-federal organizations receiving federal
financial assistance should be assessed against the next two principles (Majority
| Ownership Interest and Control with Risk of Loss or Expectation of Benefit) to __ — { Formatted: Font: Not Bold

determine whether they should be included in the government-wide GPFFR. | ‘[Deleted: with Expected Benefits or Risk of }

Loss

’ " ‘Included’ means the information is either consolidated or disclosed.
"2 Organization is used broadly to encompass organizations and funds in this Statement.
¥ As defined by the Single Audit Act Amendments of 1996, federal financial assistance is assistance that
non-federal organizations receive or administer in the form of grants, loans, loan guarantees, property,
cooperative agreements, interest subsidies, insurance, food commodities, direct appropriations, or other
assistance.
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Maijority Ownership Interest

20.  The federal government (directly or through its components) may have an
ownership interest™ in an organization. An ownership interest is a legal claim on
the net residual assets of an organization such as holding shares or other formal
equity instruments. The holding of an ownership interest usually but not always
entitles the holder to an interest in voting rights.

21. Majority ownership interest exists with over 50% of the voting rights or net
residual assets'® of an organization. When the federal government (directly or
through its components) holds a majority ownership interest in an organization it
should be included in the government-wide GPFFR."®

Control with Risk of Loss or Expectation of Benefit, - { Deleted: ¢
- ‘{ Deleted: with Expected Benefits or Risk of
22.  Anorganization that is controlled by the federal government with risk of loss or Loss
expectation of benefit should be included in the government-wide GPFFR. For ~~ ~ { Formatted: Font: Not Bold
these purposes, control with risk of loss or expectation of benefit, is definedas - T Deleted: with the expectation of benefits or risk
follows: s | ofloss

\i\\\‘[ Formatted: Font: Not Bold
Control with risk of loss or expectation of benefit is the power to impose will \\{ Deleted: with the expectation of

on and/or govern the financial and/or operating policies of another organization {Ddeted: benefits or risk of loss ]
with the potential to pe obligated to provide financial support or assume financial T Deleted: with expected benefits or risk of }

obligations or obtain financial resources or non-financial'” benefits, Both the loss

power and either the risk of loss or expectation of benefits aspects of the e { Deleted: o

definition should be met to justify inclusion of an organization. Hereafter, control \\\\\ \‘{Ddeted: or be obligated to provide financial

A\

with risk of loss or expectation of benefit js referred to as “control.” M, | support or assume financial obligations.
\ W \\{ Deleted: ed
e e . . \
23.  Control refers to the ability to control, whether or not that ability is actively i \\\\{ Deleted: o

exercised, and should be assessed at the reporting date regardless of the federal \\\\{ Deleted: r
\:\ \ { Deleted:
VA

\
" ‘Ownership interest’ is the possession of substantially all of the benefits and risks incident to ownership. \\\{ Deleted: risk of loss
FASAB Glossary FASAB Pronouncements as Amended as of June 30, 2011. \[ Formatted: Font: Not Bold
"® For example, the federal government may hold more equity in preferred stock than all other
stockholders but the preferred stock may be non-voting.
16 Ownership interests 50% or less should be accounted for in accordance with the appropriate
accounting standards per the GAAP hierarchy. However, the organization should still be assessed
a7gainst the control inclusion principle and the misleading to exclude principle.
"For example, a non-financial benefit would arise when the federal government receives a service or a
service is provided to others on its behalf.

{ Deleted: with expected benefits or risk of loss
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24.

25.

26.

27.

government’s ability to change it in the future. In determining whether control
exists, it is necessary to determine the substance of the relationship between the
federal government and the organization as it may not be completely reflected by
the legal form of the relationship.

Control does not necessarily mean the federal government has responsibility for
the management of the day-to-day operations of an organization. Rather, it is
the federal government’s authority to determine or influence the policies
governing those activities that indicates control.

Determining whether control exists requires the application of professional
judgment. The federal government achieves its objectives through a wide range
of organizations which individually will fall on a continuum. At one end of the
continuum, it is clear that an organization does not have the power to act
independently and is controlled by the federal government—such as an
executive department. At the other end, the organization has the power to act
independently and, while the federal government may have a level of influence, it

Indicators of Control

As discussed in the following paragraphs, there are indicators that should be
considered in determining whether the federal government controls an
organization. As noted above, consideration needs to be given to the nature of
the relationship between the federal government and the organization and
judgment applied to determine whether control exists.

Certain individual indicators provide persuasive evidence that control exists.
Because each indicator provides strong evidence of control, meeting any one
indicator would generally mean control is present. These indicators are when the
federal government has the unilateral authority to:

a. establish or amend the fundamental purpose and mission of the
organization,'® which may include authorizing the organization to exercise
sovereign powers of the federal government and requiring the
organization to carry out federal missions and objectives;

1 Congressionally chartered nonprofit organizations identified under Title 36, Subtitle 1l and Ill, should not
be considered controlled solely because amendments to their federal charter must be enacted through
legislation. Instead, such organizations should be considered controlled only if they meet the indicators in
paragraph 28 or another indicator in this paragraph.
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appoint or remove a majority of the governing board members;

direct the governing body regarding the establishment and subsequent
revision of financial and operating policies of the organization; or

dissolve the organization thereby having access to the assets and
responsibility for the obligations.

28. Other indicators provide evidence that control exists, but must be considered in
the aggregate and often require the application of professional judgment in
assessing. These indicators are when the federal government has the ability to
or is obligated to:

a.

provide significant input into the appointment of members of the governing
body of the organization or being involved in the appointment or removal
of a significant number of members;

direct the ongoing use of the organization’s assets;

direct investment decisions including to liquidate investments;
appoint or remove key executives or personnel;

approve the budgets or business plans for the organization;
require audits;

veto, overrule, or modify governing board decisions or otherwise
significantly influence normal operations;

finance the deficits of, provide financial support to, or settle liabilities of the
organization;

direct the organization to work with the government to provide services to
taxpayers which may include determining the outcome or disposition of
matters affecting the recipients of services;

establish, rescind, or amend the organization’s governance framework; - { Deleted:

establish limits or restrictions on borrowing and investments of the
organization; or

restrict the capacity to generate revenue of the organization, especially
the sources of revenue.
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Situations Where Control Does Not Exist

29. Because of the uniqueness of the federal government, control should not be
inferred from either:

a. authority to exercise regulatory powers over an organization; or
b. economic dependency of the organization on the federal government.

30. The federal government has the power to regulate many organizations by use of
its sovereign and legislative powers. For example, the federal government has
the power to regulate the behavior of organizations by imposing conditions or
sanctions on their operations. However, the governing bodies of the regulated
organizations make decisions within the regulatory framework. Regulatory
powers do not constitute control for purposes of this Statement because the
federal government’s interest in these organizations extends only to the
regulatory aspects of the operations.

31.  Certain organizations may be economically dependent on the federal
government but ultimately retain discretion as to whether to accept funding or do
business with the federal government. For example, many nonprofit
organizations rely on federal government funding but that does not mean they
are controlled by the federal government. Although the federal government may
be able to influence organizations dependent on federal funding or business
through purchasing power, the federal government typically does not govern their
financial and operating policies.

Misleading to Exclude Principle

32.  There may be instances when an organization does not meet the inclusion
principles in paragraphs 18 through 28 yet the government-wide GPFFR would
be misleading or incomplete if the organization were excluded.

33.  Organizations should be included in the government-wide GPFFR if it would be
misleading to exclude them.

1 Although such situations would be rare, this Statement provides for situations that may arise.
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Reporting on Organizations--Consolidation or Disclosure

34. The principles above should be used to assess which organizations to include in

GPFFRs. Next, a distinction should be made between “consolidation entities”

and “disclosure entities” and that distinction ultimately determines how the

organizations will be reported. This distinction is based on an assessment of the
degree to which the following characteristics are met: the organization is
taxpayer supported, is governed by the Congress and/or the President, imposes
or may impose risks and rewards on the taxpayer, and/or provides goods and
services on a non-market basis. Note, however, not all characteristics are
required to be met to the same degree; classification is based on the assessment

as a whole.

Consolidation Entities

35. Entities which are financed primarily through taxes, fees, and other non-
exchange revenues; governed by the Congress and/or the President; impose
significant risks and rewards on the taxpayer; and/or provide goods and services
to the public on a non-market basis® should be consolidated in GPFFR. Such
entities are referred to hereafter as “consolidation entities.”

36. Entities listed in the budget, except for non-federal organizations receiving
federal assistance (see par 19), are presumed to qualify as consolidation entities
while greater judgment will be needed to classify other organizations.

President. Their 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 approval of budgets, and the appointment of organizational
leaders by the Congress and/or the President.

Disclosure Entities

38.  The federal government may have relationships with organizations afforded a
greater degree of autonomy than consolidated entities. Some entities, may
exercise powers that are reserved to the federal government as sovereign.

2 Goods and services are provided on a non-market basis when they are provided free of charge or at
charges that bear little relationship to the cost of goods or services.
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39.

40.

41.

| 42.

Other disclosure entities may not themselves carry out missions of the federal
government but, instead, are owned or controlled by the federal government as a
information about these more autonomous organizations while still being
accountable, such entities are to be disclosed rather than consolidated in

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.

Disclosure entities receive limited or no taxpayer support. Accountability rests
with the Congress and/or the President, but they have less direct involvement in
decision making than in consolidation entities. Limited risks and rewards fall to
the taxpayers. 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.??

Disclosure entities may include but are not limited to: quasi governmental and/or
and entities owned or controlled through federal government intervention actions.
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 entities 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.

Quasi Governmental and/or Financially Independent Entities

consolidation entities with regard to governance and/or financial arrangements.
Such disclosure entities are on a continuum that considers such factors as
whether the governance is through appointed officials versus a structure that
vests most decision-making authorities in a governing body to insulate the
organization from political influence; whether the entity is financed primarily
through taxes and other non-exchange revenues versus limited or no taxpayer
support; and whether it provides goods and services on a non-market basis
versus provide goods and services on a market basis.

22 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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43.

44,

45.

Governance differences typically lead to greater independence. Characteristics
may include the following:

a. Longer appointments of key executives or governing boards to allow these
appointees a degree of independence from the Congress and/or the
President

b. Delegated operational authority to provide a service or execute a program

in a manner similar to private business enterprises

C. Private sector legal characteristics, such as not-for-profit status under the
Internal Revenue Code

d. Exemption by statute from laws or regulations dealing with the federal
budget, funds, personnel, ethics, acquisition, property, or works

e. Voluntary association with the federal government and shared purposes to
implement government policies

Financial differences typically lead to greater fiscal autonomy. Characteristics
may include the following:

a. Primarily funded from a source other than appropriations

b. Delegated financial authority to provide a service or execute a program in
a manner similar to private business enterprises

C. Principally engaged in selling goods and/or services to organizations
outside of the federal government

d. Intended to, in the normal course of its operations, maintain its operations
and meet its liabilities from revenues received from sources outside of the
federal government

While not all entities of a given type will meet the characteristics above,
examples of the types of entities that may be quasi governmental and/or

financially independent entities include certain Federally Funded Research and - { Formatted: Font: Bold

Development Centers, museums, performing arts organizations, universities,
and venture capital funds. Each individual entity should be assessed objectively
since there are likely to be differences among the entities within these example
types such that some should be consolidation entities and others disclosure
entities.
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, , . 23
Receiverships and Conservatorships

| 46.  The federal government may take control or ownership of failed financial

—

institutions or to guide such institutions back to safe and sound conditions.
Entities controlled or owned through receiverships or conservatorships are likely
to be disclosure entities.

Federal Government Intervention Actions Resulting in Control or Ownership

47.  The federal government may intervene in exceptional circumstances, such as an
economic crisis or military occupation, due to its broad responsibility for the well
being of the country. Although intervention actions are not expected to be
permanent, they may not include a specific time limit.

48.  Typically federal government intervention actions are not routine activities.
Strategic planning documents are unlikely to include objectives to routinely
initiate such interventions or to permanently operate organizations acquired
through interventions.

49. Examples of intervention actions resulting in control or ownership include:

| a. Temporary control with risk of loss or expectation of benefit -- the federal

government seizes control of an established organization but expects to
relinquish or cede control.

b. Temporary ownership--the federal government acquires an ownership
interest of an organization but expects to end its interest as soon as
practicable.

50. Intervention actions that exist at fiscal year-end must be assessed to confirm the

resulting control or ownership is not expected to be permanent. If the
intervention activities are not expected to be permanent or other characteristics
of disclosure entities exist, organizations controlled or owned as a result of
intervention actions would be disclosure entities.

3 This type differs slightly from federal interventions. Receivership and conservatorship activities are
considered part of the mission of the federal reporting entities that perform them and the duration of the
relationship is typically shorter.

For example, the Federal Deposit Insurance Corporation (FDIC) is an independent agency created by
the Congress with the mission “to maintain stability and public confidence in the nation’s financial system
by: insuring deposits; examining and supervising financial institutions for safety and soundness and
consumer protection; and, managing receiverships.”
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Component Reporting Entities

51.  The government-wide reporting entity is the only federal reporting entity that is an
independent economic entity25 and the inclusion principles are expressed from
the perspective of the federal government. However, GPFFRs for the
government-wide reporting entity represent a consolidation of component
reporting entity GPFFRs. Therefore, component reporting entities must identify
and include in their GPFFRs all consolidation and disclosure entities for which
they are accountable so that both the component reporting entity and
government-wide GPFFRs are complete.

52. A component reporting entity’'s GPFFR should include all organizations that
would allow the Congress and the President to hold its management (appointed
officials or other agency heads) accountable for implementation of public policy
decisions. Inclusion would also reveal the risks inherent in component reporting
entity operations, and enhance accountability to the public. Each component
reporting entity is accountable for all consolidation and disclosure entities
administratively assigned to it.

53.  Administrative assignments to component reporting entities are typically made in
policy documents such as laws, budget documents, regulations, or strategic
plans. Administrative assignments can be identified by evaluating one or more of
the following areas:?

a. Scope of the Budget Process
b. Accountability Established Within a Component Entity

C. Misleading to Exclude and/or Misleading to Include

Scope of the Budget Process

% SFFAC 2, par. 38.

% Component reporting entities should develop processes to ensure organizations in each of the areas
identified in par. 53 a.- c. have been considered and assessed. Central agencies are anticipated to
determine if there is a need for coordinated guidance to be developed to ensure government-wide
consistency.
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54. Consolidation and disclosure entities subject to the budget approval and oversight
process of the component reporting entity head should be included in the component
reporting entity GPFFR. Each component reporting entity should include:

a. all consolidation entities listed within its section of the Budget of the United
States Government: Analytical Perspectives- Supplemental Materials
schedule Federal Programs by Agency and Account unless they are non-
federal organizations receiving federal financial assistance?’ and

b. all disclosure entities included within its Congressional Budget
Justification.?®

Accountability Established Within a Component Reporting Entity

55. Consolidation and disclosure entities for which a component reporting entity has
been assigned accountability responsibilities should be included in its GPFFR.
Determining whether accountability was established or assigned to a component
reporting entity requires the consideration of certain indicators and the application of
professional judgment. Indicators®® that accountability has been established in the
component reporting entity include:

a. Statutes or regulations establishing an organization state that it is
assigned to or part of a larger federal organization.*

b. An organization is included in the component reporting entity’s published
organization chart.

C. The component reporting entity acquires and/or monitors*! ownership
interests in organizations where there are ongoing responsibilities®? such
as:

(1)  coordinating and/or conveying input on strategic plans, _ - - | Deleted: <#>monitoring activities and/or
77777777 - - reporting on outcomes,
<#>monitoring the value of the ownership
interest,{

7 See par. 19.

% The Congressional Budget Justification is the document submitted annually to Congress to justify an
organizations budget request.

2 These indicators provide evidence that accountability was established or was assigned to a component
reporting entity. Meeting any one would typically mean accountability was established.

% For example, the United States Census Bureau (officially the Bureau of the Census, as defined in Title
13 U.S.C. § 11) is part of the US Department of Commerce.

5TSuch responsibilities may be assigned to a program office.

%2 These responsibilities are examples of actions or activities performed by the component reporting entity
indicative of monitoring an ownership interest in an organization, which is an indicator of accountability.
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(2) providing appropriated funds to the organization and
receiving requests for funding in the current and/or future
years, or

(3)  administering any federal grants or contracts awarded to
the organization.

(4) monitoring activities and/or reporting on outcomes,

(5) monitoring the value of the ownership interest,

<- - ~— 7| Formatted: Indent: Left: 2.25", No bullets or
numbering

d. A controlled organization®* was established by statute or by action of the
component reporting entity to support the mission of the component
reporting entity, and a continuing relationship exists. Examples of
continuing relationships include:

(1)  approving bylaws including any amendments,

(2) being represented on the governing board (e.g., as an
ex-officio member),

appointing members of the governing board,
coordinating and/or conveying input on strategic plans,

monitoring organizational performance,

~ o~ o~ o~
(204 BE A éV)
—_ = = =

approving budgets, operating plans, or contracts with
others,

(7)  establishing and executing cooperative agreements with
the organization,

(8) administering federal grants to or contracts with the
organization,

(9) testifying before Congress regarding entity performance
and objectives, or

(10) significant financial transactions or balances that indicate
ongoing managerial involvement.

56. If more than one component reporting entity is assigned responsibilities as described
above, the following guidance applies:

% Where control exists at the government-wide level based on paragraphs 22-31.
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a. Disclosure entities should be included in the GPFFR of each component
reporting entity assigned such responsibilities.

b. Consolidation entities should be administratively assigned to only one
component regorting entity.>* The component reporting entity assigned the
largest share® of responsibilities described in paragraph 55 generally
should include the consolidation entity.

57. If a disclosure entity has not been administratively assigned to a consolidation
entity, the disclosure entity should be reported by a component reporting entity (a)
assigned responsibility for transferring funds to the disclosure entity or (b) with

which its mission most closely aligns. ,  Deleted:

+ " Deleted: entity or entities should include the
disclosure entity. |

N
\

Budget should assist in determining which
component reporting

Deleted: The Office of Management and
Misleading to Exclude and / or Misleading to Include

58. There may be instances where an organization is not administratively assigned to
the component reporting entity based on the principles in paragraphs 54-57 yet the
component reporting entity GPFFR would be misleading or incomplete if the
organization were excluded. If so, such organizations should be included in the
component reporting entity’s GPFFR.%

””””””” consolidated entities based on the

59. There may be instances where applying the principles in paragraphs 54-57 to | - { Deleted: administrative assignments of
consolidation entities, would result in misleading presentation_for the component

reporting entity. For example, an organization may have been legally established
within a larger entity while being authorized to operate independently. While such

__— { Deleted: inciude

)

excluded so long as it js consolidated in the government-wide reporting entity, _ - 7| Deleted: prepares its own GPFFR which is
77777777777777777777777777777 T T consolidated in a larger reporting entity (which

60. Determining whether it would be misleading to include a consolidation entity couldbe

.. N R . . . ; . Deleted: or another component reportin
administratively assigned to a comgonent reporting entity requires the application of I P porting

entity)

)

professional judgment. Examples®’ of indicators that it may be misleading to include
an organization are:

% Note that the component reporting entity to which a consolidation entity is administratively assigned
may also be administratively assigned to a higher level component reporting entity.

% Largest share as used here may be assessed based on volume of financial transactions or most
significant administrative roles.

36 Although such situations would be rare, this Statement provides for situations that may arise.

% The indicators listed in 60 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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61.

The budget submission is combined for procedural purposes only, as
indicated by:

(1) the budget request not being approved by component reporting
entity management, or

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

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

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

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.

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

The organization provides financial data directly to the Department of the
Treasury for the government-wide GPFFR.

GPFFR Consolidation and Disclosure
Consolidation entities

Consolidation entities’ financial statements should be consolidated to facilitate an
assessment of the financial position of the federal government and the cost of
operations financed by taxpayers. A component reporting entity should provide
consolidated financial statements for all consolidation entities administratively
assigned to it. Consolidation®® aggregates the individual financial amounts of

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.

% Consolidation is a method of accounting that combines the accounts of those entities line by line on a
uniform basis of accounting and eliminates balances and transactions among the entities. For selected
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entities comprising a reporting entity and results in presentation of information for

| a single economic entity representing taxpayer supported activities, resources, - { Deleted: core

and obligations where accountability rests with the Congress and/or the
President.

62.  Consolidation entities as defined herein are considered federal entities and
should apply GAAP as defined in SFFAS 34, The Hierarchy of Generally
Accepted Accounting Principles, Including the Application of Standards Issued by
the Financial Accounting Standards Board.

63.  SFFAS 34 recognizes that a limited number of federal entities prepare and
publish financial reports pursuant to the accounting and reporting standards
issued by the Financial Accounting Standards Board (FASB). SFFAS 34
provides that GPFFRs prepared in conformity with accounting standards issued
by the FASB also may be regarded as in conformity with GAAP. Consolidation

entities (i.e. the consolidated government-wide entity or a consolidated __ { Deleted: reporting

component reporting entity) should consolidate component reporting entity or
sub-component financial statements for consolidation entities prepared in
accordance with SFFAS 34 without conversion for any differences in accounting
policies among the entities. Nonetheless, any component reporting entity that
publishes financial reports pursuant to the accounting and reporting standards

issued by the FASB should disclose intragovernmental amounts,measured in __ { Deleted: , which disclosures should be

accordance with federal financial accounting standards to facilitate elimination
entries in preparation of the government-wide financial statements.

Disclosure entities

64. Maintaining a distinction between the finances of consolidation entities and
disclosure entities will more effectively meet federal financial reporting objectives.
However, federal financial reporting objectives cannot be fully met without
information regarding disclosure entities.

65.  For those organizations classified as disclosure entities, this Statement provides
for judgment by the preparer in determining the appropriate disclosures based on

the factors and principles provided herein. Information regarding disclosure - { Deleted: Disclosures

- {Deleted: provided

detailed in par. 67 to 70 below after considering the factors listed in par. 66. ~~ { Deleted: Disclosures for Disclosure Entities

)
J
)

financial statements such as the statement of budgetary resources, a combined financial statement which
does not eliminate balances and transactions among the entities is acceptable.
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Factors in Determining Disclosures | Deleted: Eniry

66. Materiality is an overarching consideration in financial reporting. Preparers
should consider both qualitative and quantitative materiality in determining
disclosure entity disclosures. Beyond materiality, the following factors*®® should
be considered in making judgments about the extent of appropriate disclosure
entity 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
consolidation 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.
b. Nature and magnitude of the potential risks/exposures_or benefits - { Deleted: benefits or
Aassociated with the relationship- Information is needed to provide an - { peleted:

understanding of the potential operational or financial impact, including
financial-related exposures to potential gain and risk of loss, to the
consolidation entity resulting from the disclosure entity’s operations.

c. Disclosure entity views/perspective- (Entities determined to be
disclosed in accordance with paragraphs 38 -- 41.) Information about
how the disclosure entities account for or report on their 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 may
influence the type and extent of information that is disclosed.

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

e. Extent to which the information interests, or may be expected to
interest, a wide audience - Due to the sensitivity of the relationship,

% The factors are presented in a list for consideration in the aggregate; no individual weights should be
assigned or interpreted.
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materiality of the transactions, media attention, or other reasons,

f. 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.

Disclosure Requirements

67. In addition to the factors presented in par. 66 regarding the extent of disclosures,

both qualitative and quantitative factors should be considered in determining

whether jnformation regarding a disclosure entity should be presented separately _ - { Deleted:

disclosure entity type, class, investment type, or a particular event deemed
significant to the reporting entity.

68. 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

regarding investments in the disclosure entity.

69. For each significant disclosure entity and aggregation of disclosure entities,
information should be disclosed to meet the following objectives*’:

a. Relationship and Organization: The nature of the federal government’s
relationship with the disclosure entity or entities

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

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

: disclosure

: disclosed

: Disclosures for Disclosure

the disclosures for

: their

: disclosure of

: disclosures are

A

: disclosure
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70. Examples of information that may meet the above objectives and provide the
necessary understanding of the disclosure entity’s relationship_and organization,
activities, and future exposures specific to the federal government are provided
below.*! In determining what information is needed to meet the objectives in
paragraph 69, the factors in paragraph 66, 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, - { Deleted:
organization and any significant involvements with outside parties ~~ { Deleted: and
b. The nature of the relationship between the federal government and the

disclosure entity including relevant information regarding:
(1) How any control or influence over the disclosure entity is exercised

(2)  Key terms of contractual agreements, statutes, or other legal
authorities

(3)  The percentage of ownership interest and/or voting rights

C. For intervention actions the primary reasons for the intervention and a
brief description of the federal government’s plan relative to monitoring,
operating and/or disposing of the disclosure entity and/or a statement
that the intervention is not expected to be permanent

d. 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)

e. A discussion of key financial indicators and changes in key financial
indicators

“ 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 69 should be provided.

“2 For simplicity, information is described in relation to a single disclosure entity. Nonetheless, the
information may be presented for an aggregation of similar disclosure entities.
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f.

financial report and how it can be obtained

In the event that contractual agreements, statues, or other legal

authorities obligate the consolidation 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 entity during the period

The amount that best represents the federal government’s maximum

Information regarding the availability of the disclosure entity’s annual

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 potential gain
and risk of loss 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.

71.

accrual basis standards provided in generally accepted accounting principles_or
an other comprehensive basis of accounting developed for its specific type of
entity.** This includes generally accepted accounting principles for the relevant
domain (FASAB, Governmental Accounting Standards Board, or FASB).

72.  When information is derived from the disclosure entity’s financial report, it is

preferable but not mandatory that the report be for the same reporting period as
the government-wide reporting entity. If a disclosure entity’s reporting period
differs from the government-wide reporting entity’s and it is not cost-beneficial to
align the reporting periods, any financial information disclosed from the

disclosure entity’s financial report should be for a reporting period ending within
the government-wide reporting entity’s reporting period.

Generally Accepted Accounting Principles, Including the Application of Standards Issued by the Financial
Accounting Standards Board.
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73.  Significant changes in information occurring from the end of the disclosure
entity’s reporting period should be reported consistent with the requirements of
SFFAS 39, Subsequent Events: Codification of Accounting and Financial
Reporting Standards Contained in the AICPA Statements on Auditing Standards.

Related Party

|

)

74. In addition to entities for which Congress and the President are accountable45, « {Formatted: Indent: Left: 0", Tab stops: 0.5",
the federal government may have the ability to exercise significant influence over Listtab + Notat -1.5" + 1"
other organizations in making financial and operating decisionsortobe -~ { peleted: parties
influenced by its relationship with the other organizations. Such relationships are - { peleted: parties

)

numerous and not all warrant disclosure. Guidance is provided below but
judgment will also be required to identify relationships that warrant disclosure as
related parties.

75. Related parties are not controlled or owned by the federal government.

Organizations are considered to be related parties if the_existing relationship“® or - { Deleted: Parties

influence over the other party in making financial and operating decisions.

76.  Significant influence (for the purpose of this Statement) is the power to
participate in the financial and operating policy decisions of an entity, but not
control those policies. Significant influence may be exercised in several ways,
sometimes by representation on the board of directors or equivalent governing
body but also by, for example, participation in the policy making process,
interchange of managerial personnel, or dependence on technical information.
Significant influence may be gained by an ownership interest, statute, or
agreement.

77.  Significant influence does not arise from regulatory actions or economic
dependency alone. However, regulation or economic dependency, together with
other factors, may give rise to significant influence and therefore a related party
relationship. Judgment is required in assessing the impact of regulation and
economic dependence on a relationship.

45 Entities for which the Congress and President are accountable are in the budget, owned, or controlled
and would meet the inclusion principles and be reported as either a consolidation or disclosure entity and
not be subject to related party reporting.

“% Relationship as used in this context refers to material transactions or events involving both parties.
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| 78.  Although significant influence exists among the component reporting entities of
the federal government, component reporting entities are subject to the overall
direction and operate together to achieve the policies of the federal government
and are not considered related parties. Therefore, component reporting entities
need not be disclosed as related parties by other component reporting entities.

79.  Further, jn the context of this Statement, related parties are organizations with

the ability to exercise significant influence —financially and operationally — such

that it would be misleading to exclude disclosures regarding the relationship.

Related parties generally would include but are not limited to: |

a. Government sponsored enterprises not meeting the Inclusion
Principles

b. Organizations governed by representatives from each of the

governments that created the organization, including the United States,

financial support to accomplish shared objectives (for example, multi-
lateral development banks)

80. In the context of this Statement, the following generally would not be considered «- -

related parties:

a.

Entities meeting the Inclusion Principles

significant volume of business resulting in economic dependence
such as government contractors, state and local governments,
collegial institutions and non-profit organizations

Key executives

employees, or members of their families

Component reporting entities of the federal government (see full
discussion in par. 78)

Foreign governments
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82.

83.

g. Organizations created through treaties or trade agreements that
define common goals and means for joint action where the U.S.
role in governing and financing the organizations is not significant

h. Special interest groups“—7

Although par. 80 generally permits the exclusion of certain prganziations as | - { Deleted: entities

related parties, other factors may create a need for related party reporting and

disclosures. The use of judgment will be necessary in identifying those factors
consistent with the information needs described in par 82.

Certain information regarding related party relationships may enable users to
better understand the financial statements of the reporting entity because:

a.

Related party relationships might expose the federal government to risks <+~ - - { Formatted

or provide opportunities that would not have existed in the absence of the
relationship;

Related party relationships can influence the way in which the federal
government operates with other entities in achieving its individual
objectives; and

Related parties may enter into transactions that unrelated parties would
not enter into, or may agree to transactions on different terms and
conditions than those that would normally be available to unrelated
parties.

For any Related Party, the following should be disclosed:

a.

Nature of the federal government’s relationship with the entity, including
the name of the entity or if aggregated, a description of the related parties.
Such information also would include as appropriate: the percentage of
ownership interest.

Other information that would provide an understanding of the relationship
and potential financial reporting impact, including financial-related
exposures to potential gain and risk of loss to the reporting entity resulting
from the relationship.

47 . . .
Special Interest groups refers broadly to organizations whose members share common concerns and

try to influence government policies. Examples include but are not limited to International Brotherhood of

Teamsters, American Public Power Association, Christian Coalition, the National Organization for Women

(NOW) and the National Rifle Association (NRA)
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v __ - | Deleted: |
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1
Effect on Existing Concepts-- Proposed Amendments to SFFAC 2, Entity and 1
Display
84.  The purpose of this section of the Statement is to propose amendments to
Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity and
Display, as described in the following paragraphs.
| 8. Conforming changes have been proposed to SFFAC 2. Paragraphs 54—77 and - { Deleted: It should be noted that minimal ¢
79 — 112 address concepts outside the scope of this Statement and are not
amended.

86. Paragraph 2 is replaced with the following paragraph which describes the
amended purpose and contents of the Statement.

The purpose of this statement is to establish concepts regarding what
would be encompassed by a Federal Government entity’s financial report.

777777 - { Deleted: ought

financial reports (hereinafter called reporting entities), establishes an | { Deleted: to

organizational perspective for considering the makeup of each type of
reporting entity, identifies types of financial reports for communicating the
information for each type of reporting entity, suggests the types of
information each type of report would convey, and identifies the process
and factors the Board may consider in determining whether information
should be basic information, required supplementary information (RSI), or
other accompanying information (OAl).

87. Paragraphs 3 - 5 are rescinded because the preamble applicable to all concepts

statements, which was adopted at the time SFFAC 5 was issued, addresses the - { Deleted: with the issuance of
topics covered. "~ 1 Deleted: and applicable to all concepts
statements

88. Paragraph 6a below is inserted following paragraph 6 to recognize the
importance of accountability in determining organizations to be included in the
reporting entity GPFFR:

6a. SFFAC 1 also discusses accountability and users’ information needs
as the foundation for the objectives of federal financial reporting.
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90.

91.

92.

93.

Specifically, par. 71 states “It may be said that ‘accountability’ and its
corollary, 'decision usefulness,” comprise the two fundamental values of
governmental accounting and financial reporting. They provide the
foundation for the objectives of federal financial reporting. ... The assertion
of accountability therefore leads to identifying, first, those to whom
government is accountable and, second, the information needed to
maintain and demonstrate that accountability.” Based on the concepts
established in SFFAC 1, it is clear accountability is a fundamental goal of
financial reporting to be considered in establishing the boundaries of
general purpose federal financial reports.

\Paragraph,] js rescinded because jt is covered by the new preamble to __ —-| comment [ML2]: Paragraph 8 will remain in

" . . { SFFAC 2. Board member comment that it does
statements of federal financial accounting concepts. 5 it e o iy, aneer, S oy fi

w appeared to go beyond a concept but will

Paragraph 10, first bulleted item is amended by replacing it with the following W g}ﬁ‘rﬂ‘:g‘rgzgappea“ ® o eyEn e segpe
Dbulleted item, addressing an understanding of what the reporting entity entails: \\\\[ Deleted : ]
************************************* T oo s m s e HS
v W
. ensure information at each reporting level includes information about all ) \ \f Deleted: - 5 are )
relevant organizations to support accountability by including organizations { Deleted: rescinded J
that are in the budget, owned, or controlled with risk of loss or expectation " { Deleted: this ]
of benefit; 1 { Deleted: two )
Y _ . \\{ Deleted: s ]
. N { Deleted: the reasons for J
Paragraph 38 is amended to exclude references to other paragraphs amended " ( Deleted: |
by this Statement. Paragraph 38 is replaced with the following: ensure that organizations are not included in the
reporting entity if the federal government does
The ultimate aggregation of organizations is into the Federal Government which, 2?}%”2;2?2‘ hot ?SJEJZS ﬁb:“gézgggtm e
in reality, is the only independent economic entity, The Federal Government D 3 .
L T . L eleted: --although some would say the entire
encompasses all of the resources and responsibilities existing within the Loumry is the ultimate economic entity. J

component reporting entities. The aggregation would include organizations for
which the Federal Government is financially accountable as well as other
organizations for which the nature and significance of their relationship with the
government are such that their exclusion would cause the Federal Government's
financial statements to be misleading or incomplete.

Paragraphs 39 -50 are rescinded because they go beyond conceptual guidance
and appear to establish standards within a concepts statement. Deleting these
paragraphs will avoid any confusion regarding the role of the inclusion principles
presented in the draft standards without creating a void in concepts.

The sub heading before paragraph 51 - “Other Aspects Concerning
Completeness of the Entity” - is revised to read “Other Aspects Concerning
Completeness of the Component Reporting Entity.”
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94. Paragraph 51 is replaced with the following:

Identifying the organizations to include in the reporting entity is one aspect of
ensuring that the users of a reporting entity’s financial reports are provided with all
the information relevant to the reporting entity. However, because the only
independent economic entity is the entire Federal Government, financial resources
or free services are often provided from one component in the government to
another component without a quid pro quo. For example, a portion of the
retirement costs of Federal employees is reported by the Office of Personnel
Management rather than the organizational entities employing the persons. Thus,
within parameters more appropriately established in accounting standards, it is
important to ensure that the reporting entity’s financial reports include amounts
that are attributable to the reporting entity’s activities, even though they are
recorded elsewhere. This is particularly important for costs associated with the use
of human resources; personnel services are such a major part of most government
activities. It is also important for the costs of services provided by other reporting
entities, such as computer services provided by another unit.

95. Paragraphs 52 — 53 are rescinded because these paragraphs relate to issues
covered in standards and are not necessary for understanding the notion of the
reporting entity.

96. A new sub-heading “Need to Distinguish between Consolidation and Disclosure

97. Insert Paragraphs 53A — 53 E. under the sub-heading: “Need to Distinguish

between Consolidation and Disclosure Entities” - The proposed language
provides a high level explanation of consolidation and disclosure entities. These
understanding the reporting entity concept in the federal government. More
importantly, the proposed language describes the need to distinguish them and
the reason for this distinction in terms of financial statement presentation.

that are distinct from consolidation entities to fulfill public policy objectives_(such
as financially independent organizations). These distinct entities are referred to
collectively as disclosure entities.

governance structure designed to insulate the organization from political
influence, and/or be granted relative financial independence. Despite disclosure
entities’ relative operational and financial independence, accountability for all
organizations owned or controlled by the Federal Government rests with the
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Congress and/or the President. So, both consolidation and disclosure entities
should be included in financial reports to provide accountability.

objectives, through consolidated financial statements because they blur the
distinction between consolidation entities and disclosure entities. Consolidated
financial statements may obscure the fact that resources and resource allocation
entities are financed by taxpayers and governed directly by elected officials,
disclosure entities often do not rely on taxpayers for financing or elected officials
for spending authority. For example, a single-column presentation of information
for all entities likely would create a risk of incorrect inferences. Such inferences
may include the amount of assets and revenues available for consolidation
entities to use in general government activities, and the extent to which taxpayers
stand ready to liquidate liabilities and meet expenses of disclosure entities.

entities may more effectively meet federal financial reporting objectives. Such a
distinction may be maintained through discrete presentation of information
regarding disclosure entities. For example, disclosure by the government,
including component reporting entities, of information regarding disclosure
entities may provide needed information about disclosure entities. Nonetheless,
disclosures are not a substitute for consolidation entities recognizing the financial
effects of transactions with disclosure entities.

facilitate an assessment of the financial position of the federal government and
the cost of operations financed by taxpayers. Consolidation aggregates the
individual financial statements of entities comprising a reporting entity and results
in presentation of information for a single economic entity representing
consolidated taxpayer supported activities, resources, and obligations.

defined in SFFAS 34, The Hierarchy of Generally Accepted Accounting
Principles, Including the Application of Standards Issued by the Financial
Accounting Standards Board. The following sections discuss display of
information in consolidation entity financial reports.

98. Paragraph 78 is rescinded because it is not conceptual guidance. It identifies an
expectation that material differences between the recognition and measurement
requirements under the Financial Accounting Standards Board and the FASAB
standards will be adjusted before consolidation. This issue is to be addressed in
standards.

o
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: mostly
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Effective Date

| 99.  This Statement is effective for periods beginning after September 30, 2015. - { Deleted: These standards are

Earlier implementation is encouraged.

The provisions of this Statement need not be applied to immaterial items.
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Appendix A: Basis for Conclusions

This appendix discusses some factors considered significant by Board members in
reaching the conclusions in this Statement. It includes the reasons for accepting certain
approaches and rejecting others. Individual members gave greater weight to some
factors than to others. The standards enunciated in this Statement—not the material in
this appendix—should govern the accounting for specific transactions, events, or
conditions.

Introduction

A1l.

A2.

The federal government and its relationships with other organizations have
become increasingly complex. These complex relationships make it difficult to
identify federal entities. In addition, some organizations may be viewed as
“non-federal” and yet be owned or controlled by the federal government.
Identifying the organizations to be included in the government-wide and
component reporting entity general purpose federal financial reports (GPFFR)
is necessary to ensure their completeness.

The GPFFR should include the varied organizations for which the Congress
and/or the President are accountable regardless of their form. Therefore, the
primary reason for developing standards for the government-wide and
component reporting entity GPFFRs is to ensure that users will be provided
with complete financial information about the federal government and its
involvements. While SFFAC 2, Entity and Display, provides criteria for
determining if an organization should be included, questions have continued in
this area that resulted in the need for standards.

Project History /Task Force

A3.

A4.

In 2008, the Board formed a task force to support the project. The objective of
the task force was “to assist in developing the proposed standards on the
boundaries of the reporting entity and specific criteria for determining whether
an organization should be included.”

The task force met several times over the course of the project and also
exchanged numerous ideas and recommendations electronically. The task
force views and recommendations were presented to the Board for their
consideration during the development of these proposed standards. Their
assistance was essential and their views carefully considered by members
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Organizational Approach to Defining Boundaries

Underlying Concepts

A5. The federal government is complex and therefore defining the boundary of
GPFFRs may be difficult. Its constitutionally established powers and often its
motivations and functions are different from other organizations. Despite these
complexities, difficulties, and differences, accountability is a fundamental goal
of financial reporting. As noted in SFFAC 1:

The federal government derives its just powers from the consent of the
governed. It therefore has a special responsibility to report on its actions
and the results of those actions. These reports must accurately reflect the
distinctive nature of the federal government and must provide information
useful to the citizens, their elected representatives, federal executives,
and program managers. Providing this information to the public, the news
media, and elected officials is an essential part of accountability in
government.*®

*- - - { Formatted: Space After: 0 pt

A6. SFFAC 1 discusses accountability and users’ information needs as the
foundation of governmental financial reporting. Specifically, par. 71 states “It
may be said that ‘accountability’ and its corollary, 'decision usefulness,’
comprise the two fundamental values of governmental accounting and financial
reporting. They provide the foundation for the objectives of federal financial
reporting. ... The assertion of accountability therefore leads to identifying, first,
those to whom government is accountable and, second, the information
needed to maintain and demonstrate that accountability.”

A7. SFFAC 1 explains that the federal government has a special responsibility to
report on its actions and the results of those actions. SFFAC 1 discusses the
information needs of both internal and external users including the citizens,
their elected representatives, federal executives, and program managers
because meeting user information needs is an essential part of accountability
in government.

A8. An organizationally based approach to defining boundaries supports
accountability to all users but particularly to external users who may be
unaware of the nature of organizational relationships. Focusing on
organizations helps to identify who is accountable and for what. In addition, an

“8 SFFAC 1, paragraph 8.
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48

A9.

A10.

A11.

A12.

organizational approach provides meaningful financial statements by aligning
boundaries with defined organizations for which there would likely be users of
GPFFRs.*

v

Identifying and Classifying Organizations

organization if it would be misleading to exclude it.

\\\\‘\\ \
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\\\‘”\

Next, for those organizations to be included, a distinction is made between

financial information is to be presented in the GPFFR. Consolidation entity
financial information is to be provided in consolidated_financial statements and

REETIY
\ W
b
LAY
W

to the financial statements.

\
\
W
Vo W

Professional judgment is required in the application of the standards proposed \
in this Statement. This Statement presents a principles-based approach to
determining which organizations should be included®' in the government-wide
GPFFR because of the wide and varying relationships of the federal
government. General
wide reporting entity should be broad enough to report the Congress and the
President’s accountability for organizations, as well as the Judicial Branch. This
ensures that the financial reports contain all the information essential for fair
presentation of the government’s financial position and results of operations.

\
\\\
\

\
\
\
\

The Board considered several alternative approaches to identifying
organizations for which elected officials — the Congress and/or the President —
are accountable. The principles for inclusion proposed herein establish
accountability for organizations (1) funded through the budgetary process, (2)
where a majority ownership interest is held, or (3) controlled with risk of loss or

49 See SFFAC 2, paragraphs 29-38, for a discussion of the organizational approach.

% ‘|ncluded’ means an organization’s information is either consolidated or disclosed.
*" Note that this Statement does not specify which organizations must prepare and issue financial

stateme

nts.
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below.

Principles for Inclusion in the Government-wide GPFFR

In the Budget

A13.

A14.

A15.

Identification of an organization in the President’s Budget is the clearest
evidence that an entity 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 continue
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 is by
their participation in the budget process as evidenced by the Budget of the
United States Government: Analytical Perspectives- Supplemental Materials
schedule Federal Programs by Agency and Account.

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

Organizations should include any financing accounts associated with the
organization although such accounts may not be specifically identified in the
schedule. For example, the Federal Programs by Agency and Account may
not identify federal credit reform financing accounts, but those accounts should
be included in GPFFR for the organization. In addition, other GAAP principles
would apply, such as SFFAS 2, Accounting for Direct Loans and Loan
Guarantees, and SFFAS 5, Accounting for Liabilities of the Federal
Government, and help identify the elements and required disclosures for each
organization.

%2 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.
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Organizations receiving federal financial assistance

A16. The Federal Programs by Agency and Account schedule also sometimes
names 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.

A17. 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.”

A18. The proposed language ensures organizations that receive assistance as
defined by the Single Audit Act Amendments of 1996 but listed under an
appropriation in the Federal Programs by Agency and Account aren’t
automatically included in the GPFFR. Often grants are received through
programs and recipient organizations are not necessarily listed in the budget,
but an organization may be listed in some cases. The Board believes a means
to confirm whether specifically identified recipient organizations are “non-
federal organizations receiving federal financial assistance” is 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. - { Eeleted: with Expected Benefits or Risk of }
0ss

A19. 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., - { Deleted: perceptions. ]
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.

%3 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.
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Organizations partially in the budget

A20. The Board deliberated the issue of certain organizations being partially in the
budget (i.e., some of their operations or accounts are not in the President’s
Budget), such as a museum receiving substantial donor support. The Board
determined the organization should be included in the government-wide
GPFFR based on the in the budget principle. The Board further decided that

such organizations should be presented jn the same manner as other _ - - | peleted: how
consolidation or disclosure entity, as discussed later in the Statement. o ‘[Deleted: would be based on whether the
Therefore, the language in the principle (in the budget) does not provide organization was a

separate and distinct guidance for organizations partially funded by non-
budgetary sources._This means the organization — in its entirety - is either a
consolidation or a disclosure entity. Further, paragraph 36 _provides that entities
listed in the budget are presumed to be consolidation entities.

Need for Additional Principles

A21. While the principle in the Budget is the most efficient means to identify
organizations for inclusion, there are additional principles to be considered to
identify other organizations that should be included in the government-wide
GPFFR. The budget principle represents a starting point in analysis but

Accountability goals could not be met solely through that principle. Because - { Deleted: does not necessarly mean that
the budget’s purposes differ from financial reporting objectives in many ~ { Deleted: would

respects (such as the focus on the allocation of budgetary resource flows
versus costs of operations), it is possible that organizations or activities might
be excluded from the budget for reasons that do not justify exclusion from
financial reports. For example, some organizations may be established to
operate in a manner similar to businesses and excluded from the budgetary
process. Therefore, additional inclusion principles are necessary to ensure
completeness in the context of the federal financial reporting objectives.

\2 - { Deleted:

Majority Ownership Interest

A22. Ownership interests typically provide owners access to resources and
exposure to risks while supporting their desired goals. Federal financial
reporting objectives require that information about the service efforts, costs,
and accomplishments be made available. To ensure such information is
included, when the federal government holds a majority ownership in an
organization it should be included in the GPFFR. As described in the

Federal Accounting Standards Advisory Board
Identifying and Reporting upon Organizations to Include in General Purpose Federal Financial
Reports
Month Date, Year
Working Draft - October 11, 2012





Appendix A: Basis for Conclusions 52

A23.

Control with Risk of Loss or Expectation of Benefit, - { Deleted:

A24.

A25.

A26.

A27.

Statement, majority ownership interest exists with over 50% of the voting rights
or the net residual assets of an organization.

The Board noted that some may wonder how to account for minority ownership
interests (less than 50%). The Board agreed addressing minority interests
through the project is likely to be less effective than allowing the GAAP
hierarchy to fill any void. To address the potential question, the Board included
within the Statement a footnote stating ownership interests 50% or less should
be accounted for in accordance with the appropriate accounting standards per
the GAAP hierarchy.

When the federal government controls an organization with risk of loss or

wide GPFFR to provide accountability. As detailed in the Statement, control
involves the power to impose will on and/or govern the financial and/or
operating policies of another organization with the potential to obtain financial
resources or non-financial benefits or be obligated to provide financial support
or assume financial obligations as a result of those actions. Both the power

government is unable to exercise that power for its own benefit and rarely
explicitly assumes risk of loss. Therefore, including such an organization in the
GPFFR would misrepresent the financial position and results of operation of
the government. This would not support achievement of the objectives of
financial reporting.

For financial reporting purposes, assessment of control is made at the
reporting date and based on current legislation, rather than legislation that may
or may not be enacted in the future.

Determining control requires judgment, and the Statement provides indicators
to assist in making determinations. The first set of indicators is “persuasive” as
the federal government has the authority to control and any one of the listed
items would mean control is present. The second set of indicators requires
more judgment because the set of indicators is considered in the aggregate to
assess whether the federal government has the ability to control the
organization.
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A28.

Because the government does not usually seek only financial benefits, the
expected benefit associated with control does not have to be a financial
benefit. Instead, it may be non-financial. For example, it may be in the form of a
service provided on the federal government’s behalf or the ability to direct the
work of the other entity to deliver goods and services.

Misleading to Exclude Principle

A29.

A30.

A31.

A32.

The Statement includes a general provision requiring inclusion of an
organization if it would be misleading to exclude it. Certain members believed
this may be problematic because no criteria are offered. However the Board

may arise in the future. This is consistent with provisions of SFFAC 2.

The Board also believes the principle is consistent with the Governmental
Accounting Standards Board Statement 14, The Financial Reporting Entity. It
provides for those unique situations where the preparer and auditor agree an
organization should be included that was not otherwise incorporated as a result
of the principles. Judgment would be required in this area. Therefore, the

Differences in purposes and governance structures by organizations may
require differences in presentation of related financial information. This

disclosure entities.

Different means of presenting relevant information are provided for
consolidation and disclosure entities. The distinction between consolidation
entities and disclosure entities is based on the degree to which the following
characteristics are met: the entity is taxpayer supported, is governed by the
Congress and/or the President, imposes or may impose risks and rewards on
the taxpayer, and/or provides goods and services on a non-market basis.
Maintaining a distinction between consolidation entities where accountability
rests with the Congress and/or the President, and disclosure entities that are
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A33.

A34.

A35.

more financially (or operationally) independent will provide,jnformation to users - { Deleted: help to ensure that users are

7\
I

that is more understandable and relevant. In some cases, disclosure of " { Deleted:

information regarding an individual entity is more useful than consolidation of \{Ddeted: with

C

the individual entity’s financial statements in the government-wide financial
statements. In other cases, consolidation of individual entities’ financial
statements is needed to provide fair presentation of activities financed by the

taxpayers, accountable to the Congress and/or the President, and/or relyingon - { Deleted: governed directly by elected or

the taxpayers to settle liabilites. appointed offiials,

The Board considered whether the proposed principle-based standards were
likely to result in fair presentation of certain significant entities or classes of
entities. For example, in considering the Federal Reserve System, some

_ - { Deleted: opined

policies while disclosure might shed more light on monetary policy. However,
one member believes consolidation of the Federal Reserve System is
appropriate and any obscurity that may occur could be made clear through the

notes to the financial statements. .The Federal Reserve System is presently - { Deleted: How monetary policy is conducted
structured to facilitate monetary policy decisions that are independent of fiscal ~ =~ Lmay change over time buttoday t
policy decisions by the President and Congress, Deleted: viewed as being

[~ = ‘[ Deleted: elected officials

A

Because monetary policy decisions are often executed through the purchase
and sale of Treasury securities in the open market,> Treasury securities are a
significant asset of the Federal Reserve Banks. If the Federal Reserve System

- { Deleted: a

against the Treasury securities identified as liabilities. Accordingly, this use of - { Deleted: T

Treasury securities to conduct monetary policy may introduce volatility and __ -~ { Deleted: would

to the fiscal policies of the federal government. Changes in these amounts | Deleted: aciivities

) U J

arising from budgetary deficits and surpluses could be obscured by changes
arising from monetary policy. In addition, liabilities for Federal Reserve notes
outstanding and deposits by depository institutions would be reported on the
consolidated balance sheet. These liabilities differ in character from liabilities
arising from fiscal policy and may distort the government-wide financial
statements.

In contrast_to consolidation, disclosures regarding the Federal Reserve System

may aid users in understanding the Federal Reserve System, its relationship - { Deleted: organization

taxpayers. Principle-based standards do not result in the Board deliberatjing on - { Deleted: Although the Board did not

7777777 o { Deleted: e

A J J

% The Federal Reserve Act, Section 14, authorizes Federal Reserve banks to buy and sell bonds and

_ | Deleted: purchases of Treasury Securities in

notes of the United States but requires when they exercise this authority and purchase or sell Treasury -7 | the open market (rather than directly from the

Secuirities, it must be done in the open market (rather than directly from or to the Treasury), e Treasury)
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the classification of the Federal Reserve System or any other specific entity, - { Deleted: in sufficient depth to determine a J
However, deliberations were conducted to assure the Board that the proposed certain classification,
standards were adequate and the elements of the standards were appropriate

for application given the unique role of the central bank.

<+- — — 7| Formatted: Indent: Left: 0.65", No bullets or
numbering

Consolidation entities

A36. Consolidation entities generally provide goods and services on a non-market
basis. That is, prices are not established solely through market transactions
where supply and demand determine price. Goods and services provided on a
non-market basis may be free of charge or provided at prices that are either
not economically significant or bear little relationship to the cost of the goods or
services.

A37. Consolidation entities are financed through taxes, fees and other non-
exchange revenue as evidenced by inclusion in the budget. Significant risks
and rewards fall to the taxpayer for consolidation entities. Inclusion in the
budget is the clearest evidence an entity is relying on the taxpayer and that
elected officials are key decision makers.

A38. The budget is a political document serving many purposes. The 1967 Report of
the President’s Commission on Budget Concepts indicates that “the budget
must serve simultaneously as an aid in decisions about both the efficient
allocation of resources among competing claims and economic stabilization
and growth.” On the topic of coverage of the budget, the Commission
recommended that “the budget should, as a general rule, be comprehensive of
the full range of Federal activities.” Because the budget includes “federal
activities,” entities listed in the budget, except those receiving federal financial - { Deleted: budget that are not ]
assistance, are presumed to qualify as consolidation entities. For such entities,
allocation of resources to its activities is determined through federal legislation
— making the entity itself financially accountable to the Congress and/or the
President. Accountability to citizens for consolidation entities ultimately rests
with the Congress and/or the President, and their approved appointed
organizational leaders.

A39. The assessment of whether an entity meets the attributes for a consolidation
entity is based on the assessment of all the attributes and the degree to which
each is met. As such, not all attributes are required to be met; classification is
based on the assessment as a whole. For example, the post office may
compete against other organizations; therefore it may be viewed as providing
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goods and services on a market basis. However, if it primarily meets the
remaining characteristics then it is a consolidation entity.

Disclosure entities

A40. On the opposite end of the spectrum and with varying degrees in between are
disclosure entities. The use of professional judgment will be required when

having varying degrees of relationships with the federal government.

A41. Disclosure entities receive limited or no taxpayer support. Disclosure entities, in
contrast to consolidation entities, are often structured so there is a clear barrier
or limit on taxpayer financing of the entity. This is an effort to shield the
taxpayer from risk.

A42. In addition, another contrast with consolidation entities is that with disclosure
entities, accountability ultimately rests with the Congress and/or the President
but there is much less direct involvement in decision making. Greater
accountability for decision making may rest with an independent governing

separate legal identity.

A43. Itis important to recognize the continuum that exists among disclosure entities.
For example, despite a greater degree of autonomy, some disclosure entities
may still exercise powers that are reserved to the federal government as

the federal government but, instead, are owned or controlled by the federal
government as a result of regulatory or intervention actions.

A44. The Statement provides categories of disclosure entities primarily as a way to
help identify disclosure entities. However, the Statement does not require
presentation by any specific class or category and allows flexibility in
presenting information about disclosure entities. The categories of disclosure
entities include quasi governmental and/or financially independent entities,
receiverships and conservatorships, and federal government intervention
actions.

Quasi Governmental and/or Financially Independent Entities

A45. The Statement describes quasi governmental and/or financially independent
entities as those disclosure entities where governance and/or financial
differences lead to greater independence. The Statement provides both
governance and financial characteristics that would be found in this type of
disclosure entity.
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A46. Quasi governmental and/or financially independent entities may include certain
Federally Funded Research and Development Centers (FFRDC), museums,
performing arts organizations and universities, and venture capital funds.
Because details may differ among organizations in each example type, an
objective assessment may classify some individual organizations as
consolidation entities rather than disclosure entities. The accompanying
lllustrative Guide offers examples that may be useful in application.

Receiverships and Conservatorships

A47. The Statement describes receiverships and conservatorships as disclosure
entities. This includes those failed financial institutions and banks the federal
government takes control or ownership of with no goal to maintain the
relationship. Absent a decision to make control permanent, such controlled or
owned entities would be disclosure entities.

Federal Government Intervention Actions

A48. The Statement describes federal government intervention actions as disclosure
entity involvements resulting from exceptional circumstances where the
involvements are not expected to be permanent. SFFAC 1 acknowledges the
unique nature of federal government activity and its broad responsibilities. Par.
50 explains “The federal government is unique, when compared with any other
entity in the country, because it is the vehicle through which the citizens of the
United States exercise their sovereign power. The federal government has the
power through law, regulation, and taxation to exercise ultimate control over
many facets of the national economy and society...” SFFAC 1 describes the
federal government’s responsibility for the general welfare of the nation in par.
53-54 as “a broad responsibility that involves multiple goals.”

A49. With these broad responsibilities, the federal government may decide to take - { Deleted: be required

certain actions or intervene in certain situations. Examples may include
actions to provide stability to the financial markets, key industries, states, cities,
counties, or military occupation of another country.>® These types of federal
government interventions are considered rare.*® Historically the federal

% After the signing of the Japanese Instrument of Surrender in 1945, Japan was supervised for 6 years
by the Allied (primarily American) forces and subject to military control, with General MacArthur at the
head of the Occupation administration. (Takemae, Eiji 2002 p. xxvi and Wikipedia
http://en.wikipedia.org.wiki/Occupation_of Japan )

The financial crisis that began in 2007 is considered to be the most severe since the Great Depression.
(White Paper on Changes to Financial Regulations)
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government has been involved in few commercial enterprises on an equity
basis or shared ownership basis.®” As a sovereign entity, the federal
government does not act to maximize profits. In doing so, the federal
government may intervene and act in capacities to protect taxpayers which
may ultimately lead to taking control of organizations or acquiring some form of
ownership.

A50. The federal government may also intervene by providing assistance through
extending loans or debt guarantees that do not meet the inclusion principles
established in this Statement. Such transactions should be accounted for in
accordance with the appropriate accounting standards per the GAAP
hierarchy. This Statement does not include additional disclosures for such

intervention actions. Some members believe, a single Statement should - { Deleted: buts
address all types of intervention actions, o {Deleted: it should
- { Deleted: .

A51. Currently SFFAC 2 provides an exception for situations where the indicative
criteria, leading to consolidation, are met temporarily. Specifically, par. 45 of
SFFAC 2 states “The entity or any of the above criteria are likely to remain in
existence for a time, i.e., the interest in the entity and its governmental
characteristics are more than fleeting.” ‘Fleeting’ may imply periods of one
year or less to some and the Board considered how to clarify the term ‘fleeting.’
Ultimately, the Board decided terms such as ‘fleeting’ and ‘temporary’ implied a
time limit.

A52. However, there may be instances where an intervention is longer than one
year due to the extreme factors of the national crisis. In most instances, it is
difficult to establish and meet a timeline for ending an intervention. In these
instances, the focus continues to be on governance and protection, rather than
maximizing profits or establishing new federal government lines of business.
Although the actions may be longer than one year, the interventions are ‘not
expected to be permanent.” The Board established this ‘non-permanent’
expectation as a characteristic of disclosure entities rather than relying on
‘temporary’ or ‘fleeting’ to avoid the implication that a time limit could be
established.

Component Reporting Entities

%" CRS Report for Congress RL30533, The Quasi Government: Hybrid Organizations with Both
Government and Private Sector Legal Characteristics
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A53.

Ab54.

AB5.

A56.

A57.

The Board believes there should be consistency in treatment of organizations
at the government-wide and the component reporting entity levels. The
reasons for including entities in the government-wide entity GPFFR should be
consistent with the reasons at the component reporting entity level. Further,
classification as consolidation or disclosure entities would be consistent in
government-wide and component reporting entity GPFFRs. The Board believes
a single set of principles for inclusion and classification presented from the
government-wide perspective provides for the desired consistency. This is
appropriate and necessary because the government-wide reporting entity is the
only federal reporting entity that is an independent economic entity.

Nonetheless, implementation of these principles will involve the component
reporting entities because the government-wide report is a consolidation of the
reports provided by component reporting entities. Therefore, component
reporting entities must identify and include in their GPFFR all consolidation and
disclosure entities for which they are accountable so that both the component
reporting entity GPFFR and government-wide GPFFR are complete.

The Board believes that component reporting entities should identify
consolidation and disclosure entities administratively assigned to the
component reporting entity. Standards that are based on organization and
accountability provide a more realistic view of how component reporting entities
become accountable for organizations and how component entity boundaries
are likely to be determined. The result will be component reporting entity
GPFFR’s that include all organizations for which the component reporting entity
management (appointed officials) are expected to be accountable.

Administrative assignments to component entities are typically made in policy
documents such as laws, budget documents, regulations, or strategic plans.
Ultimately, component reporting entities would identify and include in their
GPFFR all consolidation and disclosure entities for which they are accountable
so that both the component reporting entity and government-wide GPFFR
would be complete.

Administrative assignments can be identified by evaluating one or more of the
following areas:

a. Scope of the Budget Process
b. Accountability Established Within a Component Entity

c. Misleading to Exclude and/or Misleading to Include
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AS58.

A59.

Component reporting entities should develop processes to ensure
organizations in each of these areas are identified, considered and assessed.
Central agencies are anticipated to determine if there is a need for coordinated
guidance to be developed to ensure government-wide consistency

Although there may be a one-time review to ensure completeness and
consistency, the Board believes this method is reasonably consistent with
current practice. Further, a coordinated effort from the central agencies could
promote a process to ensure the component reporting entities are performing
the necessary procedures to capture the material organizations from their
perspectives and also for consideration at the government-wide level. The
effective date considered this and allowed sufficient time for a coordination of
efforts.

GPFFR Consolidation and Disclosure

AGO.

ABG1.

As noted above, decisions about the government-wide GPFFR require
determining what organizations are to be included in the reports and identifying
appropriate means to present relevant information about organizations. The
final determination of the presentation of financial information through
consolidation or disclosure is based upon the results of two assessments—first
if the organization is included and second, if those included organizations are
classified as consolidation or disclosure entities.

The High Level Flowchart at Appendix B to this ED is a useful tool in applying
the principles established as it steps through this process. It is helpful in the
assessment and applying the standards in order. It includes paragraph
references to the ED and major decision points.

Consolidation entities

AB2.

The Statement provides that consolidation entities should apply SFFAS 34,
The Hierarchy of Generally Accepted Accounting Principles, Including the
Application of Standards Issued by the Financial Accounting Standards Board.
In addition, it provides for the consolidation of the financial statements of
consolidation entities so taxpayers and citizens may assess the financial
position and the cost of operations of the federal government. Consolidation of
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AB3.

A64.

financial information regarding the taxpayer supported activities, resources,
and obligations where accountability rests with the Congress and/or the
President ensures that the reporting objectives of SFFAC 1 are met.

Consolidation of FASB-based and FASAB-based Information

The Board has considered the potential ramifications when some federal
entities follow GAAP for nongovernmental entities promulgated by the private
sector Financial Accounting Standards Board (FASB GAAP) and their
information is consolidated with information based on FASAB standards. For
example, federal government corporations, the U.S. Postal Service, certain
component reporting entities of the U.S. Department of the Treasury, and some
other entities in the executive and legislative branches have historically applied
FASB GAAP and continue to do so. SFFAS 34 recognizes that “general
purpose financial reports prepared in conformity with accounting standards
issued by the FASB also may be regarded as in conformity with GAAP for
those entities that have in the past issued such reports.” SFFAS 34 also
provides that a federal entity preparing audited financial statements for the first
time may adopt FASB standards in the rare case that the needs of its primary
users would be best met through the application of FASB standards. The
acceptance of these practices raises the question of whether the information
prepared under FASB standards may be consolidated with information
prepared under FASAB standards in consolidated reports prepared by other
component reporting entities and in the consolidated government-wide

reporting entity.

The Board has considered such issues on several occasions and provided
concepts as follows:

The reporting entities of which the components [preparing reports under
FASB or regulatory accounting standards] are a part can issue
consolidated, consolidating, or combining statements that include the
components’ financial information prepared in accordance with the other
accounting standards. They need to be sensitive, however, to differences
resulting from applying different accounting standards that could be
material to the users of the reporting entity’s financial statements. If these
differences are material, the standards recommended by FASAB and
issued by OMB and GAO should be applied. The components would need
to provide any additional disclosures recommended by FASAB and
included in the OMB issued standards that would not be required by the
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AB5.

AGG.

AGT7.

other standards.®® (SFFAC 2, Entity and Display, par. 78 (excerpt from
section on “Financial Reporting For An Organizational Entity”))

The Board determined in SFFAS 34 that FASB-based statements are
acceptable in certain circumstances. While there are significant differences
between FASB and FASAB standards, both standards result in accrual basis
information and disclosures that aid users in understanding the information.
Given the decisions made in SFFAS 34, members do not believe requiring a
conversion of FASB-based information to FASAB-based information for
consolidated financial reports of larger entities is justifiable.

Users may be confused by the presentation of different amounts for a
component in its own financial report and in the consolidated financial reports
of larger entities; particularly when both amounts would be in accordance with
GAARP for federal entities per SFFAS 34. In addition, conversion imposes a
cost and it is not clear that the cost is justifiable based on benefits to the user.
Therefore, this Statement proposes that amounts derived for component
reporting entities in compliance with SFFAS 34 be consolidated without
adjustment.

However, if this leads to consolidation in a single line item of amounts
measured differently due to differences between FASB and FASAB principles,
then one would anticipate disclosures of the different accounting policies and
the related amounts to aid the reader in understanding the information
provided. The Board considered adopting requirements for such disclosures
but believes that existing requirements and long-standing professional
practices are sufficient.

Disclosure entities

AG8

. The Board believes consolidation of disclosure entities would not result in
information meeting the basic qualitative characteristics of information in
financial reports because it would not provide the most relevant,
understandable, or consistent information. For example, for disclosure entities
the Board believes consolidation may obscure the boundaries of the risks and
rewards intended to be assumed or gained. Further, assets that are not
available for purposes other than the specific business operation of the non-

%8 |n October 1999, FASAB was recognized as the Rule 203 standards-setting body for the federal
government. As such, FASAB now issues the standards, rather than issuing recommendations to OMB
and GAO for issuance of the standards.
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consolidated entity might be commingled with federal assets and liabilities not
fully guaranteed by the federal government might be added to federal liabilities.
For example, there may be certain funding streams—such as those related to
monetary policy—that it makes sense to keep separate from fiscal policy to
prevent unintended disruptions or distortions to the taxpayer financed financial
statements.

AB9. SFFAC 1 par. 49 states “...Federal accounting and financial reporting are
shaped by, and need to respond to, the unique characteristics and environment
of the federal government.” SFFAC 1 par. 105 further explains “reports must
accurately reflect the distinctive nature of the federal government and must
provide information useful to the people, their elected representatives, and
federal executives...” SFFAC 1 also provides the qualitative characteristics of
information in financial reports, by identifying these basic characteristics:
understandability, reliability, relevance, timeliness, consistency, and
comparability.>®

AT70.

necessary to meet reporting objectives while also providing an understanding
of the potential effect of the relationship on the consolidation entity’s financial
statements.

Factors in Determining Disclosure Entity Disclosures

A71. Because of the flexibility needed regarding disclosures, preparers are provided
a list of factors or guidance to assist in determining what disclosures to include.
Materiality is an overarching consideration in financial reporting. Preparers
should consider both qualitative and quantitative materiality in determining
disclosure entity presentation and disclosure. Beyond materiality, the factors

provided in the Statement assist in determining the nature and extent of

% SFFAC 1, par. 156
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AT72.

AT3.

|  A74.

AT5.

Disclosures,

The factors are to be considered in the aggregate; no individual weight should
be assigned or interpreted. The assessment of the appropriate disclosures

— N e Y Y MM Y M e Y -

should be made after considering all the factors.

The Board recognizes that although the Statement provides flexibilityjn =~
meeting the disclosure objectives, there is a wide variety of information listed

as examples that may be disclosed to meet the intended objectives. Care
should be taken to ensure the objectives are met, without producing

unintended consequences. Preparers should keep in mind there are

associated costs and potential audit implications with any information included
in GPFFR. Incorporating by reference or including summary financial
statements or summary financial information generally would result in an

auditor being required to gain audit assurance on that information and thereby
may result in additional audit costs.

government-wide GPFFR should be based on accrual basis standards specific
to the type of entity while minimizing additional costs on the disclosure entity.
Therefore, there will be instances where information about disclosure entities js

Board agreed that if disclosure entities have a different reporting period than
the government-wide GPFFR, disclosure of information from a reporting period
ending within the government-wide reporting entity’s reporting period is
acceptable. The Board performed outreach on this issue to the audit
community and to the federal entity task force. Generally, the feedback
supported this approach.

However, due to the fact there could be a large time lag, there should be a

statements for a later fiscal year end. The Board notes this would only be
necessary if a disclosure entity’s summarized financial statements or
summarized financial information were presented. Otherwise normal
transactions would be captured throughout the year so this would be a
somewhat narrowed focus.
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A76. The Board is especially concerned with the interpretation by the users and

ultimately how they would affect the display and disclosures. The Board
believes this would be an important consideration during deliberations on the
ED and invited the assistance of the Department of the Treasury and a
potential included organization in preparing a draft lllustration of a disclosure
based on the draft requirements.

A77. Although the Board believed some enhancement of the draft standards was in
order to encourage concise and transparent disclosures, the Board agreed the
inclusion principles were appropriate. Further, the flexibility provided within the
disclosure requirements, along with the factors to consider, were preferable to
prescribing information required regarding specific entities. The Board noted
the need to emphasize the aggregation of information, referencing other

disclosures when possible, additional focus on risk and other enhancements to

N

relationships being described, transactions affecting multiple assets and
liabilities being reported, and the desirability of an integrated set of disclosures.
The Board subsequently modified the draft disclosure requirements to
emphasize integration of disclosures.

Related Party,

A78. The Board determined it should define ‘related party’ and address it within this '\
Statement for several reasons. Related party reporting is such a fundamental
notion within GAAP and the auditing standards that addressing how related )

party concepts apply in the federal domain is important. Absent clear related e

party concepts and concerns in the federal domain, the Board believes the
private sector concepts would be applied by default.,

,,,,,,,,,,,,,,,,,,,,, .
<’\\

\

A79. The provision incorporates those parties with an established relationship that
involves significant influence. Because of the extent of the federal
government’s relationships — whether already established or implied — the
standards rely heavily on listing parties to be included and excluded. In
addition, the proposal provides room for judgment by incorporating a

misleading to exclude provision.
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entities or types of entities (the Federal Reserve
System, Government Sponsored Enterprises
and Bailout Entities) that could be included in
the government-wide reporting entity based on
the established concepts but that should not be
included.®® This Statement establishes
principles to ensure users of GPFFR are
provided comprehensive financial information
while recognizing the complexity of the federal
government and its relationships with varied
organizations. The new principles can be
applied to the entities previously excluded and
conclusions reached to include the entities—
either as consolidation or disclosure entities—or
to continue to exclude the entities. SFFAC 2 is
being amended to ensure that concepts provide
a framework for standards-setting but do not
themselves establish standards by listing
specific exclusions.
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Appendix A: Basis for Conclusions 66

A80. Further, one cannot anticipate all types of relationships the federal government
may have or might have in the future that should be reported. The related
party category is needed to provide for disclosure of those organizations that
are not included under the inclusion principles but where there is an existing
relationship of significant influence.

“«— - =

*

A81. Component reporting entities of a single controlling entity are generally subject
to related party reporting requirements in other domains. So,the Board
discussed whether jointly controlled component reporting entities should
disclose information about their relationships. Presently, component reporting
entities are required by OMB guidance to state in the management’s
discussion and analysis section that: "The statements should be read with the
realization that they are for a component of the U.S. Government, a sovereign
entity.” In addition, existing standards require recognition of inter-entity costs to
ensure that cost information is not misstated as a result of relationships
between component reporting entities. While members noted that readers may
need additional contextual information to understand what these complex
relationships imply about component reporting entity information, they
preferred that OMB explore options for additional guidance through Circular A-
136, Financial Reporting Requirements, so that it is integrated with existing
disclosure requirements. Addressing additional disclosures in this Statement
would likely expand its scope into areas adequately addressed in established

practice.

Proposed Amendments to SFFAC 2

A82. The purpose of this section of the Statement is to propose amendments to
Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity and
Display. The Statement provides a description of the change to SFFAC 2 and
an explanation as to why the change is being made. Most of the conforming
changes are rescissions that result from movement of criteria for determining
what organizations are required to be included in the federal reporting entity’s
GPFFR from a concepts statement to standards statement.,

A83. Paragraphs 54—77 and 79 — 112 address concepts outside the scope of this
Statement and are not amended.

A84. In addition, paragraphs 11-37 remain as is with no proposed changes because
the Board believes these paragraphs provide the conceptual underpinning for
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Appendix A: Basis for Conclusions 67

understanding the structure of the federal government and how this relates to
reporting entities for general purpose federal financial reporting. Although
there may be some small differences in terminology in those paragraphs, the
Board did not believe they were significant enough to warrant a rewrite of the
section or individual paragraphs.

A85. Paragraphs 47-50 identify certain entities or types of entities (the Federal
Reserve System, Government Sponsored Enterprises and Bailout Entities) that
could be included in the government-wide reporting entity based on the SFFAC
2 concepts but that should not be included.®® This Statement establishes
principles to ensure users of GPFFR are provided comprehensive financial
information while recognizing the complexity of the federal government and its
relationships with varied organizations. The new principles can be applied to
the entities previously excluded and conclusions reached to include the
entities—either as consolidation or disclosure entities—or to continue to
exclude the entities. SFFAC 2 is being amended to ensure that concepts
provide a framework for standards-setting but do not themselves establish
standards by listing specific exclusions.

| 6 SFFAC 2, Entity and Display. par. 47-50.
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Appendix B: FLOWCHART

The flow chart appears following Appendix E: Glossary.
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Appendix D: Abbreviations

CFR
DOL
ED
FASAB
FASB
GAAP
GPFFR
OAl
OMB
RSI
SFFAC
SFFAS
u.S.

Consolidated Financial Report

U.S. Department of Labor

Exposure Draft

Federal Accounting Standards Advisory Board
Financial Accounting Standards Board

Generally Accepted Accounting Principles

General Purpose Federal Financial Reports

Other Accompanying Information

Office of Management and Budget

Required Supplementary Information

Statement of Federal Financial Accounting Concepts
Statement of Federal Financial Accounting Standards
United States

Federal Accounting Standards Advisory Board

Identifying and Reporting upon Organizations to Include in General Purpose Federal Financial

Reports
Month Date, Year
Working Draft - October 11, 2012





Appendix E: Glossary 71

Appendix E: Glossary

Component Reporting Entity “Component reporting entity” is used broadly to refer to
a reporting entity within a larger reporting entity.** Examples of component reporting
entities include entities such as executive departments, independent agencies,
government corporations, legislative agencies, and federal courts. Component
reporting entities would also include sub-components (those components included in
the GPFFR of a larger reporting entity) that may themselves prepare GPFFRs. One
example is a bureau that is within a larger department that prepares its own standalone - { Deleted: of )

GPFFR. [ \\‘[Deleted:a J

Conservatorship A conservatorship is the legal process in which a person or entity is

appointed to establish control and oversight of a Company to put it in a sound and

solvent condition. In a conservatorship, the powers of the Company’s directors, officers,

and shareholders are transferred to the designated Conservator.®® __— { Formatted: Font: Not Bold

Control with risk of loss or expectation of benefit Control with risk of loss or __ — { Formatted: Font: Bold

expectation of benefit, is the power to impose will on and/or govern the financial and/or ; o T Deleted: with expected benefits or risk of }

operating policies of another organization with the potential to be obligated to provide R
financial support or assume financial obligations or to obtain financial resources or non- { Deleted: with expected benefits or risk of loss
financial benefits.®®,

loss

__ — | Deleted: or be obligated to provide financial
’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’ support or assume financial obligations.

Disclosures Reporting information in notes or narrative regarded as an integral part of - { Formatted: Font: (Default) Aria, 12 pt

the basic financial statement.

Federally Funded Research and Development Center Federally Funded Research
and Development Center (FFRDC) is a government-funded entity that has a long-term
contractual relationship with one or more federal agencies.®” FERDCs can be privately
owned or government-owned, and they serve to meet the long-term research and
development needs of federal agencies that could not otherwise be met as effectively in-
house or through existing contractors. 49 Fed. Req. at 14,464; 48 C.F.R. § 35.017(a).
FFRDCs are established either specifically in statute or under the statutory authority of

® The larger reporting entity could be the government-wide reporting entity or another component

reporting entity.

% Federal Housing Finance Agency Fact Sheet, Questions and Answers on Conservatorship, - { Formatted: Font: Italic ]
For example, a non-financial benefit would be one where the federal government benefits from a

service being provided to it or on its behalf.

®” The OFPP and FAR policies for FFRDCs apply to executive agencies, which includes “an executive

department, a military department, or any independent establishment within the meaning of 5 U.S.C. 101,

102, and 104(1), respectively, and any wholly owned Government corporation within the meaning of

31 U.S.C. §9101.” 48 C.F.R. §2.101; see also 5 U.S.C. § 403.
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agencies to enter into contracts, which can be inherent or specific authority, and are used
to perform research and development and related tasks.

General Purpose Federal Financial Reports General purpose federal financial reports
(GPFFR) is used throughout this Statement as a generic term to refer to the report that
contains the reporting entity’s financial statements that are prepared pursuant to
generally accepted accounting principles. In the federal government, the report for the
U.S. government-wide reporting entity is known as the Financial Report of the U.S.
Government and for component reporting entities it is usually called the Performance
and Accountability Report, the Agency Financial Report, or the Annual Management
Report.

Government-wide Reporting Entity The government-wide reporting entity’s GPFFR
includes all organizations for which the Congress and/or the President are accountable
based on principles established in this Statement.

Receivership Receivership is the legal procedure for winding down the affairs ofan - { Formatted: Font: Not Bold
insolvent institution.>. __ - { Formatted: Font: Not Bold
Related Party Related parties are not controlled or owned by the federal government. - { Formatted: nderine

Organizations are considered to be related if the relationship or one party to the
relationship has the ability to exercise significant influence over the other party in
making financial and operating decisions.

Reporting Entity Reporting entities are entities that issue a GPFFR because either
there is a statutory or administrative requirement to prepare a GPFFR or they choose to
prepare one. The term “reporting entity” may refer to either the government-wide
reporting entity or a component reporting entity (see definitions below).

Statement of Federal Financial Accounting Concepts (SFFAC) 2 provides criteria
for an entity to be a reporting entity.®® The criteria focus on whether an entity
should issue GPFFRs and are that a reporting entity’s:

a. management is responsible for controlling and deploying resources,
producing outputs and outcomes, and executing the budget or a portion

6 Managing the Crisis: The FDIC and RTC Experience, Appendix B - List of Abbreviations and Glossary
of Terms; available online at http://www.fdic.gov/bank/historical/managing/; last accessed October 11,
2012.

% SFFAC 2, par. 29-37, provides a discussion on Identifying the Reporting Entity for General Purpose

Financial Reporting.
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thereof (assuming that the entity is included in the budget), and is held
accountable for the entity’s performance.

b. financial statements would provide a meaningful representation of
operations and financial condition.

C. financial information could be used by interested parties to help them
make resource allocation and other decisions and hold the entity
accountable.
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Preamble

These illustrations demonstrate how the provisions of the proposed standards could be
applied to organizations given simplified hypothetical circumstances. They are for
illustrative purposes and are nonauthoritative. They do not:

1. represent actual entities.

2. provide a thorough analysis of all the facts and circumstances that are needed to
reach a conclusion in practice.

3. indicate a preferred method of analyzing facts and circumstances.

4. substitute for the application of professional judgment to actual facts and
circumstances.

These illustrations follow the sequence presented in the decision flowchart in Appendix B

circumstances presented. In most illustrations the tentative conclusions refer to
consideration of other factors by management and the auditor. This reference is included
to emphasize that, in practice, consideration of all relevant facts and circumstances would
be needed to reach conclusions. The reader should assume that the general reference to
‘other factors’ means that such factors, in aggregate, supported the conclusions implied by
the necessarily limited assumed facts and circumstances presented in each illustration.

Application of the proposed standards to actual entities requires consideration of the
circumstances specific to each entity and the exercise of professional judgment. Although
the limited assumed facts and circumstances presented in the illustrations may be similar
to situations at a particular reporting entity, they should not be used in practice as a
substitute for a complete and thorough consideration of all of the relevant facts and
circumstances, which may lead to a conclusion different from the tentative conclusions in
these illustrations. For example, the illustrations make certain assumptions that, in
practice, require judgment of the specific facts and circumstances to make appropriate
determinations.

All of the illustrations discuss administrative assignments to component reporting entities
where there is only one component reporting entity relationship described. In reality, more
than one component reporting entity may have a relationship with the illustrative entity. In
such cases, additional information would need to be considered to determine whether
other administrative assignments exist.

- [ Formatted: Font: Italic
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Assumed Facts and Circumstances

Congress established ABC Department (ABC), a federal organization, to promote
entrepreneurship and innovation as a means to address national economic and
environmental challenges. Provisions that govern ABC are generally prescribed in
legislation and ABC accomplishes its mission through the activities of various bureaus,
grants to research institutions, and contracts with universities and not-for-profit
organizations.

The executive leadership of ABC consists of a secretary, deputy secretary, and three
assistant secretaries. The President nominates and the Senate confirms each of these
officials. These officials serve at the pleasure of the President. ABC is subject to all laws
and regulations applicable to executive branch agencies.

ABC relies on appropriated public funds to conduct its mission and is included in the
Budget of the United States Government: Analytical Perspectives — Supplemental
Materials schedule Federal Programs by Agency and Account (Budget). The President
and the Congress consider ABC'’s requests for resources and determine the amount that
should be budgeted to provide services. Furthermore, ABC is not considered to be a non-
federal organization receiving federal financial assistance.

Tentative Conclusions

Based on the assumed facts and circumstances, management determined and the auditor
concurred that ABC should be included in the government-wide GPFFR because it (1)
meets the first of the three inclusion principles (being listed in the budget) and (2) is not a
non-federal organization receiving federal financial assistance.

Classification as a Consolidation or Disclosure Entity

entity assuming no information to the contrary. In this example, management determined
and the auditor concurred that there were no facts contradicting the assumption that ABC

consolidated in the government-wide GPFFR.

Administrative Assignments

The assumed facts and circumstances do not indicate ABC should be consolidated with
another component reporting entity. Further consideration of ABC'’s relationships with

assigned to ABC.
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Assumed Facts and Circumstances

The Congress and the President established Epsilon Corporation as an independent
government corporation to insure consumer funds placed in trust with certain types of
institutions. Federal legislation established provisions that govern Epsilon’s activities.
Epsilon is governed by a seven member board of directors and each board member is
appointed by the President and confirmed by the Senate. The Congress monitors
Epsilon’s activities by conducting hearings on Epsilon’s programs and requesting
Government Accountability Office (GAO) and Office of Inspector General (OIG) audits.

Epsilon is listed in the Budget and receives its funding based on legislation permitting it to
receive and spend premiums from the institutions it insures. Legislation limits how Epsilon
can invest proceeds from premiums and, to help ensure that Epsilon remains financially
viable, legislation requires Epsilon to have a reserve fund. The board of directors
determines the level of the reserve fund. If Epsilon encounters a shortfall, the entity may
borrow a limited amount from the U.S. Department of the Treasury, but any additional
funding requirements must be obtained from premium assessments.

Epsilon is required to periodically report to the Congress and the President on matters
such as:

e Program performance results
e Financial position, results of operations, and cash flows
¢ Adequacy of internal controls and systems

Furthermore, Epsilon is not considered to be a non-federal organization receiving federal
financial assistance.

Tentative Conclusions

Based on the assumed facts and circumstances, management determined and the auditor
concurred that Epsilon Corporation should be included in the government-wide GPFFR
because it meets the first of the three inclusion principles (being listed in the budget) and
is not a non-federal organization receiving federal financial assistance.

Classification as a ,Consolidation or Disclosure Entity

financial statements should be consolidated in the government-wide GPFFR

Administrative Assignments

There is no information included in the assumed facts and circumstances indicating that
Epsilon should be consolidated with another component reporting entity. Further
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Assumed Facts and Circumstances

The Congress and the President established Sigma Association (Sigma) as a not-for-
profit, non-taxpayer funded organization to market innovative U.S. agricultural technology
worldwide and to respond to any claims of damage arising from new technology. The
fundamental purpose of the corporation is specified in legislation and its mission statement
is “to open new markets for U.S. agricultural technology through a cooperative marketing
strategy and risk-sharing approach for market participants.”

Sigma is governed by a ten-member board of directors. Five members are appointed by
the President and confirmed by the Senate. Four members are elected by industry
members. The Secretary of Agriculture (or his/her designee) serves as a voting ex-officio
member of the board. No more than three of the appointed members may be from the
same political party. Board members serve seven-year terms and can only be removed for
cause (meaning they may not be removed for policy decisions). Also, Congress monitors
Sigma’s activities by conducting hearings on Sigma'’s programs and requesting GAO
audits.

Sigma is financed by fees imposed on industry members. Sigma'’s board of directors must
establish an annual budget and legislation limits how Sigma can invest proceeds from fees
and, to help ensure that Sigma remains financially viable, legislation requires Sigma to
have a reserve fund. The board of directors determines the level of the reserve fund after
considering input from industry members. If Sigma encounters a shortfall, it may borrow a
limited amount from the U.S. Department of the Treasury (Treasury), but any additional
funding requirements must be obtained from future fee assessments on industry
members.

Tentative Conclusions

Based on the assumed facts and circumstances, and other considerations, management
determined and the auditor concurred that Sigma should be included in the government-
wide GPFFR because Sigma meets the third inclusion principle (control with expected
benefits or risk of loss). Indicators that the federal government can control Sigma are that
the Congress and the President (1) established its fundamental purpose and mission
through legislation and (2) appoint a majority of the members of its board of directors (its
governing body). Each of these facts individually would be sufficient to indicate control
such that Sigma would be included.

Classification as a Consolidation or Disclosure Entity

For this illustration, management determined and the auditor concurred that, based on the
assumed facts and circumstances as well as other considerations not described in the

independent entity. Management and the auditor considered the assumed facts and
circumstances presented below in the aggregate, weighed them against other
considerations, and used professional judgment.

Evidence suggesting that it is a disclosure entity, includes:

1. Taxpayer support is not provided for ongoing operations.

- {Deleted:

Core

| ‘[Deleted:

Non-core

N - - [ Deleted:

included

[ ‘[Deleted:

non-core

- {Deleted:

non-core






O©Co~NOOh WN -

2. The corporation is relatively financially independent because it is primarily funded
from a source other than appropriations. Its budget and fees are not subject to
Congressional or Presidential approval.

3. Seven-year terms for directors and their not being subject to removal for policy
decisions indicate a higher degree of autonomy than executive branch appointees.
This governance structure vests greater decision making authority with the board
while insulating it from political influence. As a result, Congressional and
Presidential oversight is less direct since they are not involved in decisions such as
the level of reserves needed.

4. While Sigma is permitted to borrow from the Treasury, such borrowing is limited.
This means risks to the taxpayer are limited. Instead, Sigma is expected to
maintain its operations and meet its liabilities with revenues received from sources
outside of the federal government.

Evidence suggesting that Sigma may be a consolidation entity includes:

1. Accountability rests with the President and the Senate who appoint and confirm,
respectively, members of the board of directors as well as establish organizational
authorities in legislation.

2. Sigma provides a service that is not available from market participants. Its fees are
adjusted to recover losses rather to respond to market influences. Hence, its fees
are not market based.

Administrative Assignment

management considered whether Sigma has been administratively assigned to the
Department of Agriculture. Evidence suggesting administrative assignment to the
Department of Agriculture includes that the secretary serves as an ex-officio member of
the board.

As a result, management determined and the auditor concurred that the Department of
Agriculture should disclose information regarding Sigma in its GPFFR. If Sigma is also
administratively assigned to other component reporting entities, then those entities should
also consider the need to disclose information in their GPFFRs.
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Scholars University

(Not Included)
Assumed Facts and Circumstances

The Congress and the President chartered Scholars University as a small, private,
independent, not-for-profit educational institution and legislation describes the mission of
the university. The legislation also indicates that the university is not an instrumentality of
the federal government and that the federal government does not assume any liabilities of
the university.

Scholars University is governed by a 29-member board of trustees. The Secretary of
Education is an ex-officio member of the board and the remaining members are elected by
the board for three-year terms. The board controls and directs the university’s affairs such
as determining the university’s tuition and fee structure, adding or removing colleges within
the university, and establishing new research institutions.

To support its mission, Scholars University receives most of its revenue from student
tuitions and fees, and private contributions. The university receives appropriations to
support some of its academic programs. The university is listed in the Budget under a
Department of Education program because an amount is appropriated for Scholars
University each year. Although the appropriations discuss limitations on how the funds
may be used, the university generally has discretion over how it chooses to allocate funds
for its academic programs and construction activities.

Tentative Conclusions

Based on the assumed facts and circumstances and other information, management
determined and the auditor concurred that Scholars University should not be included in
the government-wide GPFFR. Although listed in the Budget, management asserts that
Scholars University is a non-federal organization receiving federal financial assistance in
the form of a grant. Any non-federal organization listed in the budget should be assessed
against the other two principles. So, management must determine if the other inclusion
principles are met or if it would be misleading to exclude the university.

The initial analysis is summarized below:

e Ownership — The Congress and the President chartered Scholars
University as a private, independent entity. There is no evidence that the
federal government has an ownership interest in the university.

o Control - Based on the assumptions presented, the persuasive indicators of
control have not been met. While the federal government chartered
Scholars University, the standards provide that further indicators of control
must be present to conclude that the entity is controlled. The remaining
persuasive indicators—appointing or removing a majority of the governing
board members, establishing financial and operating policies, and
dissolving the university and having access to its assets—are not met. The
available facts and circumstances suggest that Scholars is not controlled.
[Note, however, for brevity this illustration does not present an analysis of
indicators of control that in the aggregate may reveal that Scholars is
controlled. Such an analysis may be needed in practice.]
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e Misleading to exclude - Scholars University is a small not-for-profit that is
listed in the Budget solely as a program within the Department of
Education. Management determined and the auditors concurred that it is
both quantitatively and qualitatively immaterial. Also, there were no other
facts and circumstances that would suggest that Scholars University should
be included in the GPFFR. As a result, it would not be misleading to
exclude.

Based on the assumed facts and circumstances and other considerations, management
determined and the auditor concurred that Scholars University should not be included in
the government-wide GPFFR.
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Assumed Facts and Circumstances

The purpose of the ERI is to assist state and local officials in making informed decisions
regarding effective education methods. ERI was established by the Congress and the
President through a public law specifying the organization’s:

o status as a tax exempt not-for-profit,
e purpose and duties,

e governance structure,

e sources of financing, and

e reporting requirements.

The public law establishing ERI requires reauthorization of its operations every five years.
If the Congress and the President do not authorize continued operation, ERI must cease
operations and distribute its net assets to a successor organization designated by the
federal government. If ERI is unable to satisfy its liabilities prior to dissolution, the federal
government will assume its liabilities.

ERI is governed by a seven-member board of directors; five of whom are voting. Two
members are specific federal officials within the Department of Education who serve part-
time and do not having voting rights. The remaining five serve full-time and are appointed
by the Association of Local School Boards and serve six-year terms. One of these five
members is elected by the board to serve as chairperson.

The legislation creating ERI designates funding of $1 per elementary school student per
year to be made available from the general fund of the U.S. Treasury to the ERI trust fund.
An annual transfer to ERI is not listed in the Budget but is included in the Department of
Education’s Congressional Budget Justification. The board of directors is authorized to
establish an annual budget not to exceed the amounts available in the trust fund. ERI may
fund up to 25% of its annual budget through donations but may not use federal funds to
solicit donations.

The Department of Education approves the ERI annual budget. The department also
reports information related to ERI activities in its annual performance report and
Congressional Budget Justification.

ERI must provide annually an audited financial report to the Department of Education and
relevant Congressional committees.

Tentative Conclusions

Based on the assumed facts and circumstances and other considerations, management
determined and the auditor concurred that ERI should be included in the government-wide
GPFFR because the third inclusion principle (control) is met. A persuasive indicator of
control exists because the federal government can unilaterally dissolve the organization
and have access to its assets and responsibility for its liabilities.
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For this illustration, management determined and the auditor concurred that, based on the
assumed facts and circumstances as well as other considerations not described in the

management and the auditor considered the assumed facts and circumstances presented
below in the aggregate and, finding no other facts that in the aggregate contradict these,

1. Itis primarily financed by taxpayers.
2. Taxpayers have assumed the risks associated with ERI’s liabilities.

3. The purpose of ERI is to assist state and local officials by providing consultation
services on a non-market basis.

4. ERI's annual budget is approved by the Department of Education and the
Department also provides information related to ERI activities in its annual
performance report and Congressional Budget Justification. These activities show
that elected officials, acting with and through politically appointed officials, make
decisions regarding ERI’s budget.

Evidence suggesting that ERI is a disclosure entity includes:

1. A majority of the members of the board of directors is appointed by non-federal
officials.

2. ERIis able to access donations to sustain some of its operations.
Administrative Assignment

The Department of Education should consider whether or not ERI is administratively
assigned to it. Evidence that indicates ERI is administratively assigned includes
Education’s participation in ERI’s budgetary process and inclusion of information regarding
ERI in its own Congressional Budget Justification. Having considered the above
information and other available evidence, the Department of Education determined and its
auditor concurred that it should consolidate ERI’s financial statements, in its GPFFR.
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Assumed Facts and Circumstances

Mediation was established as a 501(c)(3) non-member not-for-profit organization through
a public law specifying the organization’s:

e status and operating location,
e purpose and duties,

e governance structure,

e sources of financing, and

e reporting requirements.

The purpose of Mediation is to ensure that low-income individuals have access to
mediation services to resolve non-criminal legal disputes. An assigned duty is to develop
and maintain a network of state and local government organizations to deliver services
financed by grants. Network members may raise funds to finance delivery of services
through taxes, donations, and other grants without limitation.

The governing board comprises 13 members including Mediation’s executive secretary.
The President nominates candidates to fill the board member positions. A panel of local
government officials participating in the network selects new members of the governing
board from among the nominees. No more than seven members may be affiliated with the
same political party. The members elect their chairperson from among the members. The
President appoints the executive secretary and the Senate confirms appointment. The
executive secretary’s term is fifteen years during which the President may only remove the
appointee for cause.

Mediation is financed by an annual appropriation, interest earnings, and grants from any
public or private grant making organization. Grants must not finance more than 20% of its
annual budget. The U.S. Attorney General approves the annual budget. Any liabilities
incurred by Mediation must be settled from its assets and are not backed by the full faith
and credit of the U. S. Government.

An annual appropriation is provided in the federal budget for “Grants to the Mediation
Corporation.” The appropriation is made to the Department of Justice which transfers
budget authority to Mediation. Mediation manages its cash balances similar to other not-
for-profits and may retain any interest earned on unspent funds. In addition, it may apply
for and receive grants from any grant making organization—public or private—subject to
the 20% limitation.

The public law creating Mediation requires it to make annual audited financial reports
publicly available. Mediation also files annual tax returns with the Internal Revenue
Service. Furthermore, Mediation is considered to be a non-federal organization receiving
federal financial assistance.

Tentative Conclusions
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Although Mediation is listed in the Budget, it is a non-federal organization receiving federal
financial assistance. To determine if Mediation should be included in the government-wide
GPFFR, management considered the remaining inclusion principles—ownership and
control. It is unclear, based on the assumed facts and circumstances, whether Mediation is
owned by the federal government. Therefore, management must consider the control
indicators to determine if the third inclusion principle is met. None of the persuasive
indicators of control are present based on the assumed facts and circumstances so
considerable professional judgment is required to determine whether — in the aggregate —
the indicators provide evidence of control. The indicators suggesting federal government
control over Mediation include:

1. The federal government provides significant input regarding selection of the entity’s
governing board members since a selection can only be made from among
candidates identified by the President.

2. The President appoints a key executive — the executive secretary — and may
remove him or her for cause.

3. Federal law restricts Mediation’s capacity to generate revenues since only
appropriations, interest earned, and grants may be used. In addition, only 20% of
its annual needs may be met through grants.

4. The U.S. Attorney General approves the annual budget.
Federal law requires annual audited financial reports.

Federal law directs Mediation to work through a network of government agencies
to provide services.

Based on the assumed facts and circumstances and other considerations, and using
professional judgment, management determined and the auditor concurred that Mediation
should be included in the government-wide GPFFR.

Classification as a,Consolidation or Disclosure Entity

For this illustration, management determined and the auditor concurred that, based on the
assumed facts and circumstances as well as other considerations not described in the

conclusion, management and the auditor considered the assumed facts and
circumstances presented below in the aggregate and, finding no other facts that in the
aggregate contradict these, used professional judgment to determine that Mediation is a

1. Itis primarily funded by taxpayers.

2. Elected officials determine Mediation’s budget, because at least 80% of its funding
is appropriated to Justice. In addition, an appointed federal official, the U.S.
Attorney General, approves Mediation’s annual budget.

Evidence suggesting that Mediation is a disclosure entity includes:

1. Members of its governing body are selected by non-federal officials, serve longer
terms than political appointees, must include members from different political
parties, and may only be removed for cause. These conditions insulate the
governing body from political influence.
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2. Mediation has some access to non-federal funding through grants and its network
of service providers is free to access non-federal funding for service delivery
(subject to the 20% limitation).

3. Taxpayers have not assumed risks related to Mediation’s liabilities.

Administrative Assignments

The Department of Justice should consider whether or not Mediation is administratively
assigned to it. Evidence that indicates it is administratively assigned includes the
Department of Justice’s participation in Mediation’s budgetary process. After considering
the above and other factors, and using professional judgment, management at the
Department of Justice determined and the auditor concurred that disclosures regarding
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Bicycle America, Inc. (Scenario A)

(Not Included)
Assumed Facts and Circumstances

Individual bicycle shop owners determined that a nation-wide network of shops and trails
was needed to encourage greater reliance on bicycles for transportation and invested in a
new corporation, Bicycle America. BA’s mission was to create a coast-to-coast network
and ensure wide access to bicycling. Shares in the venture are held by local bicycle shops
in all major cities.

BA is governed by a board of directors. The board controls and directs the organization’s
affairs and interests. Board members are elected by the shareholders to serve three-year
terms.

Until recently, BA was able to finance its operations from user fees. A recent lawsuit led to
serious financial challenges and cash was unavailable to meet pressing needs. Absent a
cash inflow, BA was considering closing the trails. Due to exceptional citizen reliance on
the trails for transportation and recreation, the federal government intervened and enacted
legislation to provide funding.

The federal government provided a short-term loan to BA. The federal financial
intervention to preserve BA was not separately identified in the Budget, but was part of a
larger federal program within the Department of Transportation.

The funding legislation also established a temporary advisory committee to monitor BA’s
financial condition and inform Congress of potential issues that may warrant additional
actions. In addition, the advisory committee will develop a plan to aid BA in returning to
financial solvency and refinancing the short-term loan.

Tentative Conclusions

Based on the assumed facts and circumstances and other considerations, management
determined and the auditor concurred that BA should not be included in the government-
wide GPFFR. Specifically, BA is not listed in the Budget. Further, based on the available
information and other considerations, management determined and the auditor concurred
BA does not meet either the remaining ownership or control inclusion principle because
BA continues to be owned by common shareholders and governed by the existing board
of directors. The advisory committee offers advice to the Congress and does not have
authority to direct BA to act.
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Assumed Facts and Circumstances

Same as above except that in addition to the actions in Scenario A above, the federal
government received shares that carry 51% of the voting rights of BA common stock and
the advisory committee will develop a plan to sell the shares.

Tentative Conclusions

Based on the changed assumptions and no information to the contrary, and using
professional judgment, management determined and the auditor concurred that BA should
be included in the government-wide GPFFR. When the federal government holds a
maijority ownership interest, albeit temporary, the owned entity should be included in the
government-wide GPFFR.

Classification as a Consolidation or Disclosure Entity

The available facts and circumstances indicate that the federal government’s involvement
with BA is an intervention not expected to be permanent. Based on the assumed facts and
circumstances and other considerations, management determined and the auditor

from an intervention. The initial determination would need to be evaluated periodically to
determine if the intervention continues to be intended to be temporary.

Administrative Assignments

Department of Transportation was assigned responsibility for transferring funds to BA
which indicates an administrative assignment. As a result, management determined and
their auditor concurred that the department should disclose information regarding BA in its
GPFFR. If BA is also administratively assigned to other component reporting entities, then
those entities should also disclose information in their GPFFRs.
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Assumed Facts and Circumstances { Deleted: Core

Federal Department of ABC (ABC) organized Chatham Laboratory as a federally funded
research and development center (FFRDC) to conduct specialized engineering research
that supports ABC’s mission related to infrastructure and leads to improved services. As
specified in the agreement, ABC provides the physical capital and ongoing funding for the
FFRDC and sets research goals for Chatham.

ABC selects a contractor to operate Chatham and conduct research consistent with the
established goals. ABC is not involved in the day-to-day operations of Chatham. ABC
routinely evaluates Chatham’s performance and maintains a research office to review
strategic plans, consider progress, and serve as a liaison to other federal institutions. ABC
reports on Chatham’s efforts in its own performance reports.

Chatham operations are funded entirely through appropriations provided to ABC. ABC
identifies Chatham in its Congressional Budget Justification but Chatham is not specifically
identified in the President’s Budget. Instead, amounts for Chatham are included in a larger
research program which makes payments to the contractor consistent with the terms of
the contract. Chatham’s contract operator must submit financial and performance reports
to ABC periodically. All Chatham assets belong to the federal government and the results
of Chatham research are the property of the federal government. In addition, ABC would
be responsible for liabilities arising from use of the facilities to conduct research such as
environmental cleanup liabilities. ABC is also responsible for employee benefits in the
event Chatham operations are terminated.

Tentative Conclusions

Based on the assumptions and other considerations, management determined and the
auditor concurred that Chatham should be included in the government-wide GPFFR. While
contracting for the operation of Chatham, officials at ABC also act as the governing body
by establishing the purpose and mission of Chatham. Further, ABC continues in this role
through its involvement in Chatham’s strategic planning and monitoring of performance.
Establishing the purpose and mission of an organization is a persuasive indicator that
control exists.

Classification as a ,Consolidation or Disclosure Entity, = {Deleted: Core
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circumstances presented below in the aggregate and, finding no other facts that in the
aggregate contradict these, used professional judgment to determine that Chatham is a
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1. Itis primarily financed by taxpayers.

2. Taxpayers have assumed the risks associated with Chatham’s liabilities.
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3. Chatham’s annual budget is developed by ABC officials and information related to
Chatham activities is provided in ABC’s performance report and Congressional
Budget Justification. This indicates that decision making regarding the budget is
exercised by elected officials through politically appointed officials and the budget
process.

| Evidence suggesting that Chatham is a disclosure entity includes: __ - { Deleted: non-core

1. Day-to-day operating decisions are made by a contractor.

After considering the above analysis and other factors, management determined and the
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Administrative Assignment

ABC should consider whether or not Chatham is administratively assigned to it. In the
example, evidence suggesting Chatham is administratively assigned includes ABC'’s role
in Chatham’s strategic planning, budgeting, and administration. Having considered the
assumed facts and circumstances and other available evidence, the Department of ABC

determined and its auditor concurred that it should consolidate Chatham’s financial
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Gotham Laboratory

(Not included — Economic Dependency Insufficient to Show Control)

Assumed Facts and Circumstances

The Department of XYZ (XYZ), a department within the executive branch of the federal
government, contracted with Gotham Laboratory (Gotham) to conduct specialized
engineering research that fulfills a federal mission related to infrastructure and leads to
improved services of XYZ. As specified in the agreement, XYZ provides funding to
Gotham and Gotham’s management team plans, manages, and executes the assigned
research program.

XYZ serves on a panel providing input on the appointment of the board of directors for
Gotham. However, the board of directors elects new members and the board manages
Gotham'’s research. Gotham also may engage in any outside research activities approved
by its board of directors.

Gotham performs services for various federal and non-federal organizations but receives
90 percent of its funding from XYZ. XYZ receives appropriated funds to support the
Gotham research program. The remaining 10 percent of Gotham funding is derived from
contracts with other federal agencies and private industry as well as donations. Gotham'’s
budget is not reviewed or approved by any federal officials. Gotham is subject to the usual
federal contract oversight and reporting requirements.

Tentative Conclusions

Based on the assumptions and other considerations, management determined and the
auditor concurred that Gotham should not be included in the government-wide GPFFR.
Gotham is not listed in the Budget. Further, based on the assumed facts and
circumstances and other considerations, Gotham does not meet the inclusion principles of
either ownership or control with expected benefits or risk of loss. Although Gotham
appears to be economically dependent on the federal government, it ultimately retains
discretion as to whether to accept funding or do business with the federal government.
Despite the influence resulting from this dependency, the federal government does not
govern Gotham'’s financial and operating policies.
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Assumed Facts and Circumstances

The federal government created Andromeda Prime Power Systems (APPS) as a
government sponsored enterprise (GSE) to facilitate commercial space travel. APPS
controls interplanetary travel among a network of commercial space stations and is subject
to federal regulations regarding safety and technology transfers to other nations.

APPS is governed by a nine-member board of directors elected by common stock
shareholders. Board members serve three-year terms.

APPS issued common stock and received a federal government grant to finance its initial
capital and startup costs. The APPS is under no obligation to return the grant funds but is
expected to promote U. S. competitive interests in the emerging space travel industry.

During the reporting period, APPS’ board approved a strategic plan to expand its systems
to accommodate increased commercial demands and APPS issued bonds to finance the
initiative. The interest rate required by lenders indicates that the market assumes the
federal government has implicitly guaranteed the payment of principal and interest. In its
regulatory capacity, the federal government required APPS to establish a capital reserve
and created a five-member APPS Advisory Board to monitor and advise Congress on
APPS’ fiscal operations.

APPS derives its revenues from fees charged to commercial entities and receives no
ongoing federal support through the Budget.

Tentative Conclusions

Based on the assumptions and other considerations, management determined and the

government does not have a majority ownership interest in the company.

Further, management does a thorough assessment of control indicators and determines
the federal government does not exercise control of APPS. Regulation of APPS does not,
by itself, establish control.

However, based on the assumptions and other considerations, management determined
and the auditor concurred that APPS should be disclosed as a related party. Related
parties generally include GSEs not meeting the inclusion principles, especially those
organizations that it would be misleading to exclude disclosures regarding the relationship,,
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Assumed Facts and Circumstances

The U.S. Museum (the Museum) was organized to bring history and lessons about the
United States to individuals through educational outreach, teacher training, traveling
exhibitions, and scholarship.

The Museum is an independent establishment of the federal government and is governed
by a board of trustees, known as the Museum Council. The Council has 13, voting

appointed from among members of Congress to serve during their term. The non-voting
members are selected by the Council.

The Museum receives an annual appropriation as well as private donations. Annual
appropriations account for approximately 90% of operations and activities, with the
remaining 10% coming from donor activities and museum sales. The museum is listed in
the Budget of the United States Government: Analytical Perspectives —Federal Programs
by Agency and Account (Budget). All donations are considered to be available for use
unless specifically restricted by the donor or by time. Furthermore, the Museum is not
considered to be a non-federal organization receiving federal financial assistance.

Tentative Conclusions

Based on the assumptions and other considerations, management determined and the
auditor concurred that the Museum should be included in the government-wide GPFFR
because the Museum is listed in the Budget (the first inclusion principle). Further, the
President and the Congress appoint the Museum Council which indicates the federal
government controls the Museum (the third inclusion principle).

Classification as a Consolidation or Disclosure Entity

entity assuming no information to the contrary. In this example, management determined
and the auditor concurred that there were no facts rebutting or contradicting the

financial statements should be consolidated in the government-wide GPFFR.

Administrative Assignment

Based on a review by management, no other component reporting entity has been
assigned administrative responsibilities for the Museum. Therefore, the Museum is
consolidated only directly into the government-wide GPFFR.
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Assumed Facts and Circumstances

The U.S. Museum (the Museum) was organized by volunteers to bring history and lessons
about the United States to individuals through educational outreach, teacher training,
traveling exhibitions, and scholarship. The Museum is intended to be a self supporting
operation. Shortly after its founding, it entered into a cooperative relationship with the
Department of Federal Museums, a department within the executive branch.

The Museum is incorporated as a not-for-profit entity governed by the Museum Council.
The Council has 15 voting members referred to as trustees. The presidentially-appointed
head of the Department of Federal Museums serves as the Council chairperson. Of the
remaining voting trustees, nine are appointed by the President and five are selected and
approved by the Council. Except for the chairperson, all trustees serve ten-year terms
which are staggered. The Council selects a Board of Directors for the Museum and
appoints the Chief Executive Officer.

The Museum is a public-private partnership which receives an annual appropriation as
well as private donations, rental income, and sales revenue. No fees are charged for
educational events or museum tours. Rental income from the Museum facilities is derived
from rates competitive with other venues for similar events. Rental of the facilities is
intended to support museum activities such that the museum can eventually be self
supporting. Presently, annual appropriations account for approximately 15% of operations
and activities, with the remaining 85% coming from donor activities, rental income, and
museum sales. The museum is listed the Budget of the United States Government:
Analytical Perspectives —Federal Programs by Agency and Account (Budget). The funding
received from donations is restricted to use by the Museum and the trustees approve the
annual budget including rental income and fundraising goals.

The Museum’s employees are not federal employees. The Museum is required to fully
fund any deferred compensation programs and to advise its employees that the federal
government has not guaranteed their deferred compensation.

Tentative Conclusions

Based on the assumed facts and circumstances and other consideration, management
determined and the auditor concurred the Museum should be included in the government-
wide GPFFR because it is controlled by the federal government. Although the Museum is
listed in the Budget, it is a non-federal organization receiving federal financial assistance.
An assessment of the remaining inclusion principles shows that the Museum is controlled
by the federal government since a majority of the trustees are appointed by the President;
a persuasive indicator of control.
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circumstances presented below in the aggregate and, finding no other facts that in the
aggregate contradict these, used professional judgment to determine that Museum is a

1. Appointments to the Council are made by elected officials.
2. Museum services are provided on a non-market basis to the general public.

Evidence suggesting that U.S. Museum is a disclosure entity includes:

1. The Museum is a separate legal entity — a not-for-profit — and terms for a
majority of Council members are ten-years. This insulates the organization from
political influence. Further, day-to-day operations are governed by a board of
directors whose members are not directly appointed by elected officials.

2. The Museum is intended to receive limited taxpayer support and market rates
are charged for facility rentals.

3. The Museum is required to make explicit that any liability for deferred
compensation of its employees is not guaranteed by the federal government.
This indicates that limited risks are imposed on the taxpayer.

are administratively assigned and, if material, by the government-wide entity.

Administrative Assignment

administrative responsibility for the Museum based on appointment of its head to serve as
chairperson of the Council.
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Assumed Facts and Circumstances

Agency 123 has been authorized to establish pre-positioned housing and equipment
storage facilities on federal land to ensure immediate and efficient deployment of fire
fighting resources in response to wildfires in remote areas. The enabling legislation allows
Agency 123 to enter into a wide range of financial agreements with private-sector
participants to provide housing and equipment storage for the fire fighters.

The agency and a private developer formed a limited partnership—Firefighters’ Housing
Limited Partnership (FHLP)—to develop, operate, maintain, and own, all housing and
storage units and facilities within a designated area for 25 years. Agency 123 leased land
to FHLP under a 25-year ground lease. At the end of the 25-year ground lease, the
agency has the option to renew the partnership for another 25 years. If it does not renew,
residual ownership interest. During the 25-year ground lease, Agency 123 will provide an
annual payment to FHLP from its appropriated funds for management services, use of the
housing by Agency 123 employees during the fire season, and equipment storage year-
round.

The private sector partner is guaranteed a minimum payment from FHLP and has no
ownership interest in FHLP properties. The private sector partner also is entitled to a share
of profits from non-fire season vacation rentals of the housing so long as the facilities meet
established condition requirements. Profits not distributed to the private sector partner are
retained by FHLP and can be used for capital improvements including development of new
housing in adjacent parks under similar terms.

As part of the partnership agreement, Agency 123 has significant authority to determine
the policies governing FHLP’s activities and to affect day-to-day decisions such as design
and construction. Any debt incurred by FHLP must be authorized by the agency.
Furthermore, capital and operating budgets require agency approval and financial
transactions are monitored on a monthly basis by the agency’s contract administration
office. The partnership is required to produce audited financial statements annually.

Tentative Conclusions

Based on the assumed facts and circumstances and other considerations, management
determined and the auditor concurred that FHLP should be included in the government-
wide GPFFR. A substantial ownership interest is present via the agency’s continuing
ownership interest. In addition, several control indicators are met as summarized in the
following analysis of available information.

1. Agency 123 may be able to direct the partnership regarding the establishment
and subsequent revision of financial and operating policies through its review
and approval of operating budgets, designs, and condition of the facilities. If so,
this would be a persuasive indicator of control. Management should weigh the
impact of its role in directing the FHLP’s financial and operating policies and
consider how much discretion falls to the private sector partner.

2. Other indicators in the aggregate may indicate control. Agency 123 has
significant authority to:

24

- [ Deleted: Draft

- {Deleted: Core

- [ Deleted:






O©oOoO~NO O h W N ~

a. direct the ongoing use of assets.

b. approve the budgets and business plans for FHLP.

c. require audits.

d. limit borrowing and investment by FHLP.
Classification as a,Consolidation or Disclosure Entity

For this illustration, management determined and the auditor concurred that, based on the
assumed facts and circumstances as well as other considerations not described in the

conclusion, management and the auditor considered the assumed facts and
circumstances presented below in the aggregate and, finding no other facts that in the
aggregate contradict these, used professional judgment to determine that FHLP is a

1. FHLP provides housing to firefighters as its primary function on a non-market
basis.

2. ltis financed by taxpayer funds supplemented by any retained profits from non-
fire season rentals.

3. Decisions are made by organizational leaders at Agency 123 who are
appointed by the President and confirmed by the Senate.

Congress and the President.
Evidence suggesting that FHLP is a disclosure entity jncludes the following:

1. FHLP has a legal identity separate from Agency 123.

2. FHLP is authorized to provide vacation housing services to customers on a
market basis and use the proceeds to first compensate the private sector
partner and then reduce the cost of firefighter housing borne by the taxpayer.

component reporting entity to which it is administratively assigned.

Administrative Assignment

Management determined and the auditor concurred Agency 123 should consolidate
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Assumed Facts and Circumstances {Deleted: Non-core

Agency XYZ created a federally funded research and development center (FFRDC), the
Blue Mountain Observatory (BMO), to provide facilities and leadership needed to conduct
scientific research in a wide range of fields, including the study of black holes. Agency
XYZ is BMQO's primary sponsor. University Cooperative (UC) is a non-profit membership
corporation created by 50 universities conducting research that would benefit from use of
BMO facilities. UC was created to seek the role of managing, operating, and maintaining
BMO under a cooperative agreement with Agency XYZ. UC subsequently entered into a
cooperative agreement with Agency XYZ.

UC is governed by a board of trustees appointed to represent each of the 50 member
universities. UC trustees appoint an individual to serve as president of BMO. The trustees
also oversee BMO operations including providing input on strategic plans, approving the
annual program plan before its submission to Agency XYZ for approval, responding to
Agency XYZ input, and monitoring financial activities including establishing investment
policies. UC employs staff to perform all BMO activities and these individuals are referred
to as ‘BMO employees.” Member universities fund any non-BMO activities of UC.

The cooperative agreement between UC and Agency XYZ ensures close coordination
between Agency XYZ and BMO employees. The agreement contains requirements
necessary for Agency XYZ'’s oversight of both BMO’s programs and UC’s management
activities, including the following provisions:

1. Provide input to a strategic plan developed by BMO employees in collaboration
with UC trustees. The strategic plan sets the overall direction and priorities for
BMO.

2. Agency XYZ must approve the annual program plan and budget for use of
resources.

3. UC must provide to Agency XYZ an annual scientific report and audited
financial statements.

4. Agency XYZ participates in developing a five-year strategic plan.

5. BMO and Agency XYZ must meet annually to review progress and ensure that
scientific and facility priorities remain consistent with those of Agency XYZ.

UC works cooperatively with Agency XYZ to ensure the effective implementation of the
strategic mission of BMO to the benefit of the research community. Mid-way through the
current cooperative agreement, Agency XYZ will conduct comprehensive reviews of
science, facilities, and management to inform future decisions regarding recompetition of
the cooperative agreement for the facility. UC is under no obligation to continue in its role
in managing, operating, and maintaining BMO.

In the most recent fiscal year, BMO received $100 million in funding from Agency XYZ
through its cooperative agreement with UC. Agency XYZ proposed the $100 million in
funding in its Congressional Budget Justification and described how the funds would be
used to support the research programs at BMO. In administering the funds provided by
Agency XYZ for BMO programs, UC may:

26





-—
QOWoO~NO O A WN -~

1. expend funds to meet ongoing operational needs.

2. make annual cash contributions to employee benefits programs (accrued leave
and pension plans).

3. make annual payments due under long term leases.
4. construct or purchase new assets so long as all resulting property is titled to BMO.

In the event the cooperative agreement with UC is terminated, Agency XYZ would assume
management responsibility for the facility. Further, Agency XYZ would seek appropriations
for termination expenses such as post-retirement benefit liabilities for BMO employees.
However, Agency XYZ would be obligated to pay termination benefits only if funds were
appropriated for that purpose.

Tentative Conclusions

Based on the assumed facts and circumstances and other considerations, management
determined and the auditor concurred that BMO should be included in the government-
wide GPFFR. BMO is not listed in the Budget so other inclusion principles must be
considered. BMO facilities are owned by the federal government and new assets are titled
to the federal government. With respect to the control inclusion principle, Agency XYZ
establishes the fundamental purpose and mission of BMO through its participation in
strategic planning and the overall effort to ensure BMO goals are consistent with Agency
XYZ research goals. This effort includes annual actions to approve BMO’s annual program
plan and operating budget. These actions are persuasive indicators of control.

1. BMO provides, as its primary function, research facilities and leadership to
university members of UC on a non-market basis. It is financed by taxpayer
funds supplemented by non-government donors.

2. Key operational decisions are made by organizational leaders at Agency XYZ
who are appointed by the President and confirmed by the Senate.

3. Funds transferred to BMO will be approved through the usual budgetary
process so that use of taxpayer funds to support BMO is ultimately decided by
the Congress and the President.

Evidence suggesting that BMO is a disclosure entity includes the following:

1. BMO has a legal identity separate from Agency XYZ.

2. The governance structure ensures that universities have substantial input
regarding BMO'’s strategic plans and annual program plan. The significant
involvement of non-governmental entities lessens political influence.

3. BMO’s liabilities are not obligations of the U.S. government.
4. BMO is authorized to accept donations from non-government entities.

Based on the assumed facts and circumstances and other information, management
determined and the auditor concurred that BMO should be reported as a disclosure gntity.

which it is administratively assigned.

Administrative Assignment
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Management determined and the auditor concurred that Agency XYZ should disclose
information about BMO because it is assigned administrative responsibility for BMO based
on its inclusion of BMO funding in its budget request and its coordination and monitoring of
BMO’s plans and performance.
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Table 1: Summary Application of Proposed Standard

IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR?

CONSOLIDATION ENTITY OR

A
ACONSOLIDATION
IN THE MISLEADING ENTITY -|-BISELOSUREEN-
NAME BUDGET OWNED CONTROL TOEXCLUDE | IS THE ENTITY Ty
?
g INCLUDED? (CONSOLIDATED) (DISCLOSED)
x
Entities listed in the
ABC Budget are presumed
Department 3 Yes Yes to be agonsolidation |
entity.
Entities listed in the
Epsilon Budget are presumed
Corporation 5 Yes Yes to be gconsolidation |
entityy, | __________
Yes. A majority of the governing
Sigma 6 No board members is appointed by Yes Financially
Association the President and confirmed by independent entity
the Senate.
Yes but as a No. Scholars’ board of trustees
non-federal elects its respective board
organization members. Scholars’ board of
Scholars 8 regeivin No trustees primarily directs the No No
University federal 9 university’s affairs and the
financial university seeks sources of
assistance revenue to operate virtually in a
’ self-sustaining manner.
The ERI Trust Fund is
Education Yes, the federal government can ultimately funded
Research 10 No unilaterally dissolve ERI and Yes through taxes, elected
Institute access to its assets and officials establish ERI's

responsibility for its liabilities.

budget, services are
provided on a non-
market basis, and
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IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR?

A
ALCONSOLIDATION | ~
IN THE MISLEADING BISCLOSUREEN-
NAME BUDGET OWNED CONTROL TO EXCLUDE | IS THE ENTITY ENTITY TITY
ug; INCLUDED? (CONSOLIDATED) (DISCLOSED)
o
taxpayers assume risk.
Yes. Considering the control
indicators in the aggregate, the
Yes but as a federal government controls Mediation’s
non-federal Mediation. It provides significant governing body is
organization input on the selection of insulated from
Mediation, 12 receivi governing board members, Y litical i
eceiving . . L es political influence
Inc. federal appc‘nnf(s a key exelzcutwe, limits and risks are not
financial Mediation’s capacity to generate assumed by the
assistance revenue, approves the annual taxpayer
’ budget, requires audited financial ’
statements, and directs Mediation
to work with other governments.
No. BA
generally
provides
Bicycle No. BA is No, governing board members market-based
America, 15 No owﬁed b are elected by shareholders services and
Inc. shareholgers rather than subject to political primarily
(Scenario A) ’ appointment operates
independently
of the federal
government.
Bicycle Yes, the federal
America government Intervention
Inc. ’ 16 No a;:?huiredt_fﬂ % Yes itntended to be
. of the voting emporary
(Scenario B) rights in BA.
Yes. The federal government Yes, Chatham is
Chatham ;I'ehszsrs::ts and establishes the purpose and primarily funded by
Laboratory 17 No results are mission of Chatham. Yes taxpayers, and
(FFRDC) owned. governance and

accountability rests
with the President and
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IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR?

A
ALCONSOLIDATION
IN THE MISLEADING ENTITY ~|~BISELOSUREEN-
NAME BUDGET OWNED CONTROL TO EXCLUDE | IS THE ENTITY Y
uOJ INCLUDED? (CONSOLIDATED) (DISCLOSED)
<
o
Congress.
No. Although it
may be
economically
dependent,
Gotham 19 No No No No Gptham has
Laboratory discretion as to
whether to
accept funding
from the
government.
No, APPS’ governing body is
Andromeda elected by common No —But. Yes
Prime Power | | o No shareholders. The APPS forrelatedearty 1~
Systems Advisory Board advises . party
. disclosures.
(GSE) Congress and does not direct
APPS’ operations.
Yes. The Museum is in
. . the budget and
Yes. The Museum Council voting primarily funded by
US Museum members, 110 are appointed by taxpayers and
. 21 Yes the President and 20 are Yes governance and
(Scenario A) appointed from among members accountability rests
of Congress with the President and
Congress.
Yes butas a
non-federal ) ) The museum is a
US Museum organization Yes. The President appoints a financiall
. 22 receiving majority of the governing body’s Yes inde end):ant
(Scenario B) federal members. entitp
financial Y-
assistance
24 No Yes

Firefighters’

Ownership of

Yes. Agency 123 has significant

Yes. Taxpayers fund
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IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR?

A
ACONSOLIDATION | .~
IN THE MISLEADING ENTITY BISELOSUREEN-
NAME BUDGET OWNED CONTROL TOEXCLUDE | IS THE ENTITY Ty
w ? (CONSOLIDATED) (DISCLOSED)
<
o
Housing property is authority to direct the limited the housing and risks
Limited retained. partnership’s activities and to have been assumed
Partnership affect day-to-day activities such through guarantee of
as in design and construction and partnership debts
the partnership’s purpose is to
carryout federal missions and
objectives.
26 No Property is Yes. The federal government Yes BMOis a
owned by the establishes the purpose and separate legal
Blue federal mission of BMO. entity and UC
Mountain government. plays a significant
Observatory role in its
(FFRDC) governance
without political
influence.
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Federal Accounting Standards Advisory Board

October 12, 2012

Memorandum
To: Members of the Board
From: Ross Simms, Assistant Director

Through: Wendy M. Payne, Executive Director

Subj: Reporting Model — TAB D'

MEETING OBJECTIVE

The objectives of the meeting are to (1) discuss the preliminary recommendation of the
task forces organized to determine improvements in reporting cost, budget, and
performance information in financial reports; and (2) determine whether there are any
questions or issues the Board would like to have addressed before the report is
finalized.

BRIEFING MATERIAL
The briefing materials include the following attachments:

Attachment I: Draft Summary of Task Force Discussions. The draft presents the
preliminary results from the task force discussions.

Attachment II: U.S. Government and CFO Act Agency Statements of Net Cost. This
attachment is intended to show members the different ways in which departments and
agencies2 are presenting details on the net cost of federal government operations.

! 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

% The terms department and agency are used interchangeably throughout this document.





BACKGROUND

During the April 2012 meeting, the Board agreed to segment the reporting model project
into three separate projects — improving the statement of net cost, performance
reporting, and budgetary reporting. FASAB determined that conducting three separate
projects would not mean that it has concluded the reporting model project. Rather, the
Board may choose to conduct other projects to enhance the model in the future.

Each of the individual projects engaged a task force to discuss issues and suggest next
steps for the Board.

NEXT STEPS

The task forces will finalize their product and staff will utilize their results to propose a
project plan. Staff will present the final task force product and project plan proposal at
the December 2012 meeting and, at that time, the Board can determine whether and
how to proceed.

MEMBER FEEDBACK

If you require additional information, 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) 512-2512 or by email at simmsr@fasab.gov with a cc to paynew@fasab.gov .




mailto:simmsr@fasab.gov�

mailto:paynew@fasab.gov�



SUMMARY OF PRELIMINARY RESULTS

Preliminarily, the task forces noted that FASAB should revisit Statement of Federal
Financial Accounting Standard (SFFAS) 4, Managerial Cost Accounting Standards and
Concepts. FASAB noted that cost information assists users in budgeting and cost
control and in measuring performance.® Also, the objectives of SFFAS 4 are to: (a)
provide relevant and reliable cost information to program managers, Congress, and
executives; and (b) ensure consistency between costs reported in financial reports and
costs reported to program managers. However, task force members expressed
concerns that indicate that these objectives are not being adequately achieved. For
example, they noted the following:

There have been significant legislative and administrative directive changes
since the Board issued the guidance. Consequently, concepts, terms, wording,
and illustrations should be reviewed to ensure that the guidance clearly
communicates the Board’s intent and requirements to the financial reporting
community.

Although the standard has been required since the 90’s, it is not being
implemented broadly throughout the federal government. Challenges to broad
implementation include the nature of the services offered. For instance, some
programs do not provide a readily measurable product. Ultimately, agency
management and stakeholders may not fully realize some of the benefits that
cost accounting could offer.

Different terms are being used to discuss “costs” while each has a different
meaning and uses dissimilar measurement approaches. For instance, costs and
obligations are used interchangeably when costs refer to resources used or
liabilities incurred and obligations refer to commitments that create a liability for
the payment of goods ordered. If differences are not adequately explained,
diverse measurement approaches could confuse users.

Approaches for requiring supplementary information may be needed where the
benefits of providing information will outweigh the costs, given the complexities of
federal agencies and the different needs of stakeholders. Reporting entities
present costs in a variety of ways and this diversity in reporting makes it
challenging for users to compare agencies, determine trends, or conduct other
analyses. Attachment Il: U.S. Government and CFO Act Agency Statements of
Net Cost shows the diversity in presenting the net cost of government operations
today.

Given that a one-size-fits-all approach may not be feasible, supplementary
information or references could provide finer granularity to assist users in their
analyses and help to advance financial accountability. For instance, the
Appendices section of the draft provides examples of presentations that could

® SFFAS 4, par. 33-35.





provide less aggregated data, including schedules comparing costs incurred,
commitments made for future payments (obligations), and cash payments
(outlays) by performance category.

Also, given the broad nature of these issues, individual task force members offered
suggestions for specific steps FASAB could implement. See Attachment I: Draft
Summary of Task Force Discussions for the full draft document.






QUESTIONS FOR THE BOARD

. Given the complexities of federal agencies, do you believe that financial
statements should provide comparable information on the net cost of
operations, i.e., present comparable line items or disclosures? If not,
why?

. Do you believe that the Board should consider requiring less aggregated
cost data to help users perform analyses?

. What steps would you expect to see accomplished as part of a project to
revisit SFFAS 4, Managerial Cost Accounting Standards and Concepts?

. What additional information do you need to assist you in deciding whether
to proceed with a project to revisit SFFAS 47





ATTACHMENT |
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Transmittal Letter 3

October XX, 2012

Federal Accounting Standards Advisory Board
441 G Street NW
Washington DC 20548

FASAB engaged the statement of net cost, budgetary information, and performance
information task forces to help it determine how to proceed with projects to improve
cost, budget, and performance reporting. FASAB develops accounting standards for
federal financial reporting after considering the information needs of users, and FASAB
supports budgetary and performance reporting.

Cost data would be helpful in informing a range of issues, from the fiscal challenges that
the United States faces, to day-to-day operations. However, departments and
agencies' employ different terms and measurement approaches to describe, aggregate,
and analyze costs, potentially undermining user understanding and minimizing data
relevance and value. For example, the use of different measurement approaches does
not permit adequate comparison of actual costs among federal entities.

It has been over 20 years since the Chief Financial Officer's (CFO) Act required the
development of integrated financial management systems that provide for the
production of complete, reliable, timely, and consistent financial information for use by
the executive branch of the Government and Congress in the financing, management
and evaluation of federal programs.? The CFO Act explicitly called for the systematic
measurement of performance, the development of cost information, and the integration
of accounting, program and budget systems and information. The foundation for the
CFO Act was laid by the Government Accountability Office’s (GAO) 1985 two-volume
report, Managing the Cost of Government — Building an Effective Financial
Management Structure, which established a conceptual framework for improving federal
financial reporting, controls and systems.>

In the mid-1990s, FASAB developed and issued cost accounting standards — Statement
of Federal Financial Accounting Standards (SFFAS) 4, Managerial Cost Accounting
Standards and Concepts. Those standards permitted flexibility so that cost accounting
could be tailored to the unique needs of agencies. Further, in 1998, the Joint Financial

! Hereafter, the terms department and agency are used interchangeably.

% Public Law 101-576.

® GAO, Managing the Cost of Government — Building an Effective Financial Management Structure,
GAO/AFMD-85-35 and 35B, February 1985. Also, Association of Government Accountants Corporate
Partner Advisory Group Research Series Report No. 31, Government-wide Financial Reporting, July
2012.
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Transmittal Letter 4

Management Improvement Program issued the Managerial Cost Accounting System
Requirements (Federal Financial Management System Requirements — 8) and the CFO
Council published the Managerial Cost Accounting Implementation Guide. At the
foundation of the Government Performance Results Act of 1993 (GPRA)* is an
expectation that cost measurement will be an important part of the equation in reporting
on results. Despite the early emphasis on the importance of cost information and the
tools provided, task force members noted that cost accounting is not being used broadly
today or to the extent that FASAB originally envisioned.

Over the past 20 years, while there has been some progress in developing managerial
cost information, efforts have been largely sporadic and episodic. Consequently,
progress has been nowhere near what was expected by the CFO Act and GPRA and
needed to help address the fiscal challenges now faced across the federal government.

Some of the apparent reluctance to more broadly implement cost accounting
requirements may be due to the nature of our current environment for decision making.
Decision makers, including the Congress, often do not make decisions based on the
cost or performance information provided to them by agencies. In turn, with all of the
other demands they face, managers may not wish the additional accountability that may
arise when there is a clear focus on the cost of operations and services. The primary
focus has historically been on program delivery and achieving the mission and not on
the cost of doing so and whether there are less costly alternatives. Managers do not
have the requisite incentive to invest resources in developing cost information that may
not be requested or used by decision makers. Managers may also be concerned that
cost accounting could add another layer of oversight on the results of their programs
and operations. The result is an environment where, typically, managers focus on
managing their budgets rather than managing based on their budget and the full costs
of their programs and justifying the next budget. Also, since FASAB finalized SFFAS 4,
there have been changes in the technology used to prepare and access information and
in legislative requirements affecting the reporting of cost data.

For example, FASAB has said that measuring cost is an important component of
measuring performance and reporting results.’> Since FASAB developed guidance for
measuring and reporting costs Congress passed the GPRA Modernization Act of 2010,
reinforcing the mandate in GPRA. The Act is intended to help advance the use of
performance information in policy decisions such as budget allocations and requires:
new products and processes; new roles for department and agency officials; data on
cross-cutting areas; performance information in a machine-readable format; making
performance information available on a public website; and a central inventory of federal
programs to help citizens understand the range of services the federal government

* Public Law 103-62, 107 Stat. 285, August 3, 1993.
® Statement of Federal Financial Accounting Concepts 1, Objectives of Federal Financial Reporting, par.
193.
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Transmittal Letter 5

performs.® Also, on August 3, 2012, the Office of Management and Budget (OMB)
expanded its administrative directives with respect to performance reporting. Among
other things, the directives include requirements for department and agency leaders to
conduct quarterly data-driven reviews to improve performance outcomes and reduce
costs and permit them to define programs “consistent with the manner in which the
agency uses programs to interact with key stakeholders and to execute its mission.”’

In light of FASAB's role, the current environment, and significant legislative changes
that have taken place since the mid-90s, we recommend that FASAB initiate a project to
revisit SFFAS 4. This approach would leverage the Board’s existing capabilities to
address immediate financial reporting concerns.

At a minimum, the SFFAS 4 project should consider:

e changes needed to help support the CFO Act requirements and recent legislation
and administrative directives impacting the reporting of cost information;

e department and agency implementation challenges;

e the appropriate use of financial terms such as cost, outlays, and obligations and
related measurement approaches; and

e approaches for presenting supplementary information to facilitate context and
provide additional detail for analysis, given the complex nature of federal
agencies and that a one-size-fits-all approach may not be feasible.

Also, individual task force members provided additional matters for FASAB to consider
in proceeding with the project, including suggestions for specific requirements.
Revisiting SFFAS 4 would help ensure that financial information adequately meets the
current information expectations of users and helps the federal government better
manage its cost in line with the expectations of the framers of the CFO Act and GPRA.

The three FASAB Task Forces, which provided input to the project that led to this report
and recommendation, and the members of each task force follow.

® Public Law 111-352.
" OMB Circular A-11, Preparation, Submission, and Execution of the Budget.
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Establishment of Task Forces

The objective of the statement of net cost, budgetary information, and performance
information task forces was to help FASAB determine how to proceed with projects
to improve cost, budget, and performance reporting. During its discussions, the task
forces considered various matters, such as the following:®

One basic principle of managerial cost accounting is that there are different
costs for different purposes and aggregating costs into a single number
greatly limits the potential uses of that cost information. It is likely not
practical to have such a detailed breakdown of costs to be able to meet all
analytical needs. Nevertheless, some thought needs to be given to the
appropriate degree of granularity of reported cost information that balances
affordability and practicality on one hand, with analytical value on the other.

Agencies have multiple stakeholders and each may seek to review financial
information aggregated in different ways, such as aggregated costs by
organization or program.

Attempting to address the various information needs of different stakeholders
in general purpose financial statements is a substantial challenge and likely
not very valuable. Also, analysts seek less aggregated information to design
their own reports.

Citizens may not be likely to understand organizational titles and the titles
alone may not adequately describe the mission of the entity. Also, some line
items on the statement of net cost (SNC) are broad descriptions of the
services provided. These descriptions and the meaning of the descriptions
can change over time. Thus, aligning financial measures with organizational
tittes and broad descriptions may limit a user’s ability to make inter and intra
agency comparisons and develop a comprehensive understanding of how
departments and agencies use their resources.

Users seek a track-record or trends to help assess whether a program is
meeting its objectives and performing as intended. Achieving this objective
requires comparable data.

FASAB's standards can only be enforced by an auditor’s opinion on the
agency’s financial statements and agency financial statements tend to
present highly aggregated information.

® The matters are not listed in any priority and some could be combined.
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e Users may say that they want spending information; however, the term
“spending” has different meanings. The user could be requesting information
about cost, outlays, or obligations, depending on the issue being addressed.

o Citizens are likely to access financial information electronically from the
Internet. Through effective use of electronic links, it is possible to display
financial information suited to a variety of audiences at once. Starting with a
high level presentation and individual could click on links to underlying, finer
data. The finer data can be arrayed in a variety of ways for those users
seeking more information. Similar considerations for
aggregation/disaggregation may also apply for the delivery of budget and
performance information.

e While the goal of integrating data (cost, budget, and performance) has been
acknowledged, progress toward achieving that goal has been challenging.
Some of the challenges include:

o Defining and identifying “programs” has sometimes been difficult®
o Strategic goals may change over time

o Many programs align with more than one strategic goal and outcomes
or outputs are often the result of multiple programs (including external
factors)

o Costs are associated with a specific time period but outputs, and
especially outcomes, are often not the result of the specific time
period’s activities (instead there may be a time lag or a cumulative
impact related to several periods of activity)

o Availability of high quality performance information is not universal and
is sometimes not accessible without significant investment in data
collection or program evaluations.

o Use of terms—particularly financial terms--is inconsistent

The task forces formally met four times and discussed these and other issues during
the months of May, June, July, and August - 2012. Each task force member was
selected based on their respective well-established backgrounds in federal financial,
budget or performance management and reporting, primarily while in federal

® The GPRA Modernization Act has required OMB to work with agencies to publish a list of federal
programs. OMB has released guidance for the creation of the Federal Program Inventory (FPI) in Part 6
of OMB Circular A-11.

Draft Summary of Task Force Discussions
October XX, 2012





Establishment of Task Forces

11

government service, including top financial management leadership positions in
OMB, Treasury, GAO, and agencies.
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Overview of the Complexities in Reporting Information on Costs and Federal
Performance

Federal agencies are extremely complex organizations and that complexity can have
a broad impact on reporting cost information from both the individual agency and
government-wide perspectives. The level of complexity can be illustrated by the:

e range of goods and services that an agency delivers;
e degree to which an agency’s organizational structure is decentralized;

¢ reliance on other entities or organizations to deliver products and services;
and

e need to simultaneously serve a wide range of diverse stakeholders.

The types of goods and services that agencies provide range from tangible, more
easily quantified and commonly understood, to intangible, more difficult to quantify or
subject to various interpretations that could change over time. For example, while
agencies like the Bureau of Engraving and Printing design and produce physical
items, e.g., currency, numerous other agencies provide services that may not be
readily measured or understood without some context, such as the following:

e The Department of Agriculture intends to “ensure that all of America’s
children have access to safe, nutritious, and balanced meals.”'®

e The Department of State seeks to achieve “peace and security” and promote
“international understanding.”™"

¢ The Environmental Protection Agency seeks to provide “healthy
communities and ecosystems.”’

In addition, some federal agencies have a decentralized organizational structure and
are responsible for administering numerous programs that have different objectives
and require a broad array of activities to accomplish them. For example, the
Department of Health and Human Services (HHS) has 11 operating divisions and

10 Department of Agriculture, Statement of Net Cost for the Years Ended September 30, 2011 and 2010.
" Department of State, Statement of Net Cost for the Years Ended September 30, 2011 and 2010.

'2 Environmental Protection Agency, Statement of Net Cost for the Years Ended September 30, 2011 and
2010.
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over 300 programs that perform tasks and provide services such as research, public
health, health insurance, food and drug safety, and grants and other funding.™

Also, some federal agencies may depend on other entities to actually carry-out the
programs and deliver these goods and services to the public, such as private sector
and not-for-profit organizations and other public sector entities like state and county
government agencies. For example, the National Nuclear Security Administration
(NNSA) is a component of the Department of Energy and is responsible for ensuring
that “the nuclear warheads and bombs in the U.S. nuclear weapons stockpile are
safe, secure, and effective in order to provide the nation with a credible nuclear
deterrent.”’ NNSA utilizes about 34,000 contractors and about 2,400 federal
employees to provide its services to the nation.'

In presenting cost and performance information, departments and agencies must
serve multiple stakeholders simultaneously. Agencies may consist of several
subunits that administer several programs, and each subunit and program could
have its own group of stakeholders. For example, the National Institutes of Health
(NIH) is a component of HHS and is responsible for medical research. The
American public benefits from NIH’s research, and NIH alone is subject to the
jurisdiction of eight congressional committees and seven subcommittees.’ Also,
over 300,000 researchers across the world have an interest in NIH'’s funding."’
Thus, the range of stakeholders and the manner in which they would like to see cost
information aligned could be diverse.

Existing Presentations Related to Cost, Budget, and Performance Information
in Government-wide and Agency Level Financial Reports

Despite the complexities, federal agencies have a responsibility to report on their
actions and FASAB provides concepts, standards, and other guidance for presenting
cost, budget, and performance information in annual federal financial reports.
Agencies establish systems and internal controls to prepare the reports in conformity
with FASAB requirements and the reports are subject to audit and other procedures
required by generally accepted government auditing standards (GAGAS).

Subjecting the financial information to audit and other GAGAS procedures enhances
user confidence in the reliability of the data presented in the annual financial reports
and other reports provided by the systems.

'3 http://www.hhs.gov/about/ accessed July 30, 2012.

' http://nnsa.energy.gov/ourmission/managingthestockpile accessed August 8, 2012.

'* Government Accountability Office, Modernizing the Nuclear Security Enterprise: Strategies and
Challenges in Sustaining Critical Skills in Federal and Contractor Workforces. GAO-12-468. April 2012.
p.2.

' http://olpa.od.nih.gov/committees/ accessed July 30, 2012.

' http://www.nih.gov/about/budget.htm accessed July 30, 2012.
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FASAB also requires various presentations in the reports due to differences in:
e financing the government as a whole versus agencies;
e measuring cost and budgetary information; and

e measuring budgetary information for the government as a whole versus
agencies

FASAB requires reconciliations to help users understand the differences between
cost and budgetary measures, and FASAB permits flexibility in presenting cost
information so that management can report the information in a manner that is best
suited for their environment and the expectation of stakeholders. Table1: Financial
Report Components Regarding Cost, Budget, and Performance Information
summarizes the financial report components that present cost, budget, and
performance information for the government as a whole and for agencies.

In developing guidance, FASAB distinguishes between what information should be
presented for the government as a whole and what information should be presented
at the component entity or agency level. The reason for this distinction is the
differences in the source of financing. The government as a whole receives revenue
and borrows from the public, while agencies receive appropriations and other budget
authority to incur obligations.18 Accordingly, FASAB requires different presentations
for government-wide and agency level financial reporting.

In addition, FASAB requires cost, budget, and performance information to help meet
federal financial reporting objectives and the information needs of various potential
users. Consequently, FASAB requires various presentations to distinguish the
different perspectives and approaches required for measuring cost and budgetary
information. Cost is measured when economic events occur, and because of the
differences in financing sources, budgetary information is measured differently at the
government-wide versus agency levels. For government-wide budgetary reporting,
events are generally measured when cash is paid or received. However, at the
agency level events are measured when an obligation is incurred or a service is
ordered.

FASAB also requires reconciliations that clarify the relationships among the different
measurement approaches. For the government as a whole, FASAB requires a
reconciliation of net operating cost and unified budget deficit to help users
understand the differences between the accrual basis net costs and the cash basis
deficit. For agencies, FASAB requires a disclosure that presents information to help

'8SFFAS 24, Selected Standards for the Consolidated Financial Report of the U.S. Government, pars. 22
and 23.
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users understand how budgetary resources finance the cost of the agency and affect
its assets and liabilities.

With respect to costs, FASAB requires financial reporting entities to prepare a SNC
to help users analyze how much of federal services were financed by taxpayers.
While the federal government provides a broad range of goods and services, most of
those goods and services are financed by taxes. The fundamental elements of the
SNC include:

gross cost of the goods and services provided at a price;

amount of related exchange revenue;

resulting shortfall, or net cost;

gross cost of the goods, services, transfers, and grants not provided at a
price;

costs that cannot be assigned to specific outputs or programs; and
exchange revenues that cannot be attributed to specific outputs or
programs.?°

OO~

oo

Financial reporting concepts and standards permit flexibility in classifying and
displaying costs in the SNC. Entities may classify costs by sub-organization
(responsibility segment), program, or the nature of the goods and services acquired
(object class).?' Because of the range of goods and services agencies were
established to provide, their SNCs may appear to align costs with inherently
intangible items. For instance, the previously mentioned Department of State,
Environmental Protection Agency, and Department of Agriculture present the cost of
services that are broad in scope and it may be challenging to assess how they have
been achieved. Also, at the government-wide level, the Financial Report of the
United States Government includes a consolidated SNC. The statement categorizes
costs by significant entity.

'¥ The Association of Government Accountants (AGA) Corporate Partner Advisory Group recently
recommended an additional reconciliation. Agencies compile and submit budgetary information to the
Department of the Treasury (Treasury) and they report this information in the audited statement of
budgetary resources (SBR). However, the Treasury generates the government-wide level budgetary
information independent of this process. Consequently, the AGA Corporate Partner Advisory Group
recommended a reconciliation of the two processes. The reconciliation would involve reconciling gross
receipt and outlay data in Treasury’s central accounting system with budgetary data reported in agency
SBRs. See AGA Corporate Partner Advisory Group Research Series, Government-wide Financial
Reporting, Report No. 31, July 2012 for additional information.

2 FASAB, Implementation Guide: Accounting for Revenue and Other Financing Sources, June 1996.
? SFFAC 2, Entity and Display, par, 87.
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|
Table 1: Financial Report Components Regarding Cost, Budget, and Performance Information

Financial Report
Component

Government as a Whole

Agency

Management’s Discussion and
Analysis (MD&A

Integrates cost and budget
information and provides an analysis
of the information presented in the
report.

Integrates cost, budget, and
performance information; discusses
performance; and provides an
analysis of the information presented
in the report.

Financial Statements

e Statement of Net Cost
(SNC) - Presents the cost of
services financed by
taxpayers. The government
as a whole presents net cost
of services by significant
entity, such as HHS, Social
Security Administration,
Department of Defense, etc.
See Appendix |: Example
Government-wide Statement
of Net Cost for an example
of the presentation.

e Reconciliation of Net
Operating Cost and Unified
Budget Deficit — Presents
the differences between
accrual basis net operating
cost and the cash basis
unified budget deficit. See
Appendix Illl: Example
Reconciliation of Net
Operating Cost and Unified
Budget Deficit for an
example presentation.

e SNC - Presents the cost of
services financed by
taxpayers. Agencies
present net costs in different
ways, such as strategic goal,
sub-organization, or
program. See Appendix II:
Example Agency Statement
of Net Cost for an example
SNC which shows the cost
of the Nuclear Regulatory
Commission’s (NRC)
programs.

e Statement of Budgetary
Resources (SBR) - Presents
the budgetary resources
made available for
obligation; the status of
those resources;* and
payments made to liquidate
obligations (outlays). See
Appendix IV: Example
Statement of Budgetary
Resources for an example
presentation.

Disclosures

e  Schedule of Financing —
Shows how budgetary
resources obligated during
the period relate to net costs
See Appendix V: Example
Reconciliation of Cost and
Budgetary Information for an
example.

22 According to SFFAC 2, the status of budgetary resources consists of obligations incurred; the
unobligated balances of multi-year and no-year budget authority that are available; and the unobligated
balances of one-year and multi-year lapsed budget authority that are not available but have been carried

forward for various purposes.
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Recommendation: FASAB Should Revisit SFFAS 4

FASAB should revisit SFFAS 4 to help ensure that the guidance is updated to
support users of budget and performance information and provide cost information
that meets the expectations of financial information users. As part of the project,
FASAB should consider the following:

1. Recent changes in legislative and administrative directives with respect to
performance reporting;

2. Past implementation challenges related to linking cost, performance, and
budget information;

3. The need to advance the appropriate use of terminology and economic
measurement approaches regarding the use of resources and incurrence of
liabilities; and

4. Approaches for requiring supplementary information where the benefits of
providing the information will outweigh the costs of collecting and reporting
such information, given the complexities of federal agencies and the different
needs of stakeholders. Also, individual task force members provided
additional matters for FASAB to consider in proceeding with the project.

Changes in Legislation and Administrative Directives since the Issuance of SFFAS 4

FASAB should consider legislative and administrative directive changes that have
occurred since the issuance of SFFAS 4. For example, FASAB intended that
SFFAS 4 would support performance reporting; however, both Congress and OMB
have issued new requirements in this area. The new performance reporting
requirements discuss issues such as government-wide or cross-agency reporting,
which were not conceptually addressed in existing SFFAS 4 guidance. Considering
such changes would ensure that the concepts, terms, examples, wording, and
requirements remain appropriate for the current performance reporting environment.
Appendix VI: Key Aspects of SFFAS 4 and Recent Legislative and Administrative
Directives Regarding Performance Reporting discusses key requirements of SFFAS
4 and the recent legislative and administrative directives regarding performance
reporting.

Implementation Challenges

The recommended project should also consider challenges that reporting entities
have experienced in implementing the SFFAS 4 standards in the past. Task force
members were concerned that, although the requirements have been in effect for
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over 15 years, cost accounting is not being performed consistently throughout
various agencies and, in instances where cost accounting is performed, the standard
permits organizations to use different costing methodologies. If different agencies
are costing activities of the same nature differently, it makes it difficult to compare
those activities. Ultimately, agency management and stakeholders may not fully
realize some of the benefits that cost accounting could offer.

Also, in SFFAS 4, FASAB expressed that dividing agencies into responsibility
segments would provide “an accounting mechanism to capture data generated in
operations by various components of an organization in its existing structure”?® and
would help in reporting on the cost of services that the segment delivers.?*
However, measuring the services that government agencies deliver may be
complicated because of the following:

e the work performed may be esoteric, e.g., a physicist developing a theory;?°
e some programs do not deliver a readily measurable product or service;* and
« federal programs often take years to achieve the full scope of their goals.?’

Some task force members noted that the challenges in implementing the standard
may also be attributed to the culture of managing to the budget rather than to full
costs. That is, managers tend to prioritize obligation rate and timing over managing
to and reporting on the full cost of goods and services, including both direct and
indirect costs. Also, program managers could be more familiar with referring to
funding in terms of budget authority as part of the federal budget formulation and
execution process. They typically consider the amount of funding for the program in
a congressional authorization and appropriation, when distributing funding to and
throughout the program, and in negotiating contracts or issuing grants.

Advancing Appropriate use of Terminology and Economic Measurement
Approaches

Uniform use of terms and related measurement approaches could help ensure that
financial data adequately meets the information expectations of multiple users.
Various financial terms are being used to help inform users on the amount of
resources consumed to provide services or liabilities incurred. While terms like

% SFFAS 4, par. 190.
* SFFAS 4, par. 82.
%% James Q. Wilson, Bureaucracy: What Government Agencies Do and Why They Do It, New York: Basic
Books, Inc. 1989, p. 159.
% Government Accountability Office, Results-Oriented Government: GPRA Has Established a Solid
goundation for Achieving Greater Results, GAO-04-38, March 2004, p.90.

Ibid, p. 88.
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cost, disbursement, expenditure, obligation, outlay, and spending are being used
interchangeably to represent consumption of resources and the incurrence of
liabilities, only disbursement, expenditure, and outlay are generally
interchangeable.?® Users may not be aware that the terms have different meanings
and purposes and, consequently, they apply the same term to dissimilar approaches
to measuring economic events. If the differences are not adequately explained,
diverse measurement approaches could ultimately lead to confused users.

Table 2: Terms Used to Report on Resources Consumed defines each term, cites
the definition source, and explains how related economic events would be
measured. Although the terms cost, expense, outlay, and obligation may be used
interchangeably, cost and expense are the only terms that refer to recording an
economic event when a resource is used or liability is incurred in providing goods
and services to the public. Also, recording a cost and an expense when a resource
is used or a liability is incurred reduces the risk of interperiod distortions caused by
delaying or accelerating the processing of transactions.?® Additionally, the term
“spending” is a broad term that could refer to any of the other terms, depending on
the context. For example, spending could refer to cost if the user is seeking
information on the amount of resources consumed to provide national security.
However, spending could also refer to obligations if the user is seeking information
on the amount of contracts awarded or orders issued for materials and services that
could be used in the future.

|
Table 2: Terms Used to Report on Resources Consumed

Term Definition Generally, the
term refers to an
economic event
that is recorded
when...

Cost Defined in SFFAC No. 1, Objectives of Federal Financial Reporting | a resource is used or
as the monetary value of resources used (para. 195). Defined more | a liability incurred
specifically in SFFAS No. 4, Managerial Cost Accounting Concepts
and Standards for the Federal Government, as the monetary value
of resources used or sacrificed or liabilities incurred to achieve an
objective, such as to acquire or produce a good or to perform an
activity or service (page 105). Depending on the nature of the
transaction, cost may be charged to operations immediately, i.e.,
recognized as an expense of the period, or to an asset account for

8 Government Accountability Office, A Glossary of Terms Used in the Federal Budget Process,
Washington DC, September 2005.

# Government Accountability Office, Managing the Cost of Government: Building an Effective Financial
Management Structure, GAO/AFMD-85-35-A, February 1985, p. 16.
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Term

Definition

Generally, the
term refers to an
economic event
that is recorded
when...

recognition as an expense of subsequent periods. In most contexts
within Accounting for Revenue and Other Financing Sources,
“cost” is used synonymously with expense.

Source: FASAB Handbook, Appendix E: Consolidated Glossary.

Disbursement

Amounts paid by federal agencies, by cash or cash equivalent,
during the fiscal year to liquidate government obligations.
“Disbursement” is used interchangeably with the term “outlay.” In
budgetary usage, gross disbursements represent the amount of
checks issued and cash or other payments made, less refunds
received. Net disbursements represent gross disbursements less
income collected and credited to the appropriation or fund account,
such as amounts received for goods and services provided.

Source: Government Accountability Office, A Glossary of Terms
Used in the Federal Budget Process, Washington DC, September
2005.

cash is paid

Expenditure

The actual spending of money; an outlay.

Source: Government Accountability Office, A Glossary of Terms
Used in the Federal Budget Process, Washington DC, September
2005.

cash is paid

Expense

Outflows or other using up of assets or incurrences of liabilities (or
a combination of both) during a period from providing goods,
rendering services, or carrying out other activities related to an
entity’s programs and missions, the benefits from which do not
extend beyond the present operating period.

Source: FASAB Handbook, Appendix E: Consolidated Glossary.

a resource is used or
a liability incurred

Obligation

A definite commitment that creates a legal liability of the
government for the payment of goods and services ordered or
received, or a legal duty on the part of the United States that could
mature into a legal liability by virtue of actions on the part of the
other party beyond the control of the United States. Payment may
be made immediately or in the future.

Source: Government Accountability Office, A Glossary of Terms
Used in the Federal Budget Process, Washington DC, September
2005.

an order is issued or
contract awarded

Outlay

The issuance of checks, disbursement of cash, or electronic
transfer of funds made to liquidate a federal obligation. An outlay
is not recorded for repayment of debt principal, disbursements to
the public by federal credit programs for direct loan obligations and

cash is paid
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Term Definition Generally, the
term refers to an
economic event
that is recorded
when...

loan guarantee commitments made in fiscal year 1992 or later,
disbursements from deposit funds, and refunds of receipts that
result from overpayments.

Source: Government Accountability Office, A Glossary of Terms
Used in the Federal Budget Process, Washington DC, September
2005.

Spending Broad term whose meaning depends on the context. Can refer to Depends on the
budget authority, i.e., direct spending. Also can refer to outlays context.

from budget authority, i.e. discretionary spending. Additionally, can
refer to expenses (outflows or other using up of assets or
incurrences of liabilities (or a combination of both) during a period.)

FASAB has noted that “consistent and uniform use of terminology can help avoid
confusion and miscommunication among organizations and individuals.”*® Also,
uniform terminology could help ensure that measurement approaches are applied
appropriately and facilitate analysis of cost trends within and among similar
programs. The FASAB Handbook of Accounting Standards and Other
Pronouncements, As Amended provides a glossary of terms to help with developing
consistent terminology within the federal government. It also requires a
reconciliation of cost to budgetary information to help users understand the
differences in how economic events are measured.

FASAB should also consider developing disclosure guidance to help ensure that
users understand the terms and related measurement approach being used. For
example, in an electronic presentation, disclosures could include links to
explanations of the term and measurement approach. Also, to increase awareness
and use of existing tools, FASAB should offer training on: the different terms and
related economic event measurement approaches and the merits of the required
reconciliation.

Approaches to Supplementary Information

Some task force members believed that the project should consider approaches to
supplementary information to provide greater context and additional detail to
facilitate analyses. Under current FASAB standards, a reporting entity’s SNC should

% SFFAS 4, par. 26.
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provide a user with “an understanding of the net costs of each organization and each
program that the government supports with taxes and other unearned monies.”*’
However, users may seek cost information aligned or aggregated in a variety of
ways, e.g., by strategic goals, strategic objectives, program, or activity. Accordingly,
agencies may present cost information aggregated by strategic goals or programs;
major programs; products and services; lines of business; or offices, operating units,
branches, and divisions.

However, some aggregations of cost information in the SNC limit users’ ability to
perform analyses and gain an understanding of the costs of an agency and its
programs. In particular, SNCs typically present cost information at a highly
aggregated level. In addition, some of those cost alignments can be perceived as
ambiguous and subject to a range of interpretations. For example, some CFO Act
agencies report costs aligned by strategic goals. While the amount of resources
used to achieve goals, such as peace and security, may inform some discussions,
such intangibles can change over time and can have different meanings to different
users.

Providing supplementary information may help users understand the various
alignments being used, make comparisons, and perform other analyses. For
example, Appendix VII: lllustrative Presentations, presents the following potential
approaches to providing supplementary information, although these presentations
need not necessarily be delivered through agency financial statements:

e lllustrative Presentation 1. This illustration acknowledges that a one-size-fits-
all approach may not satisfy the diverse needs of various users. Thus, the
illustration provides users with disaggregated data so that they can perform
their own aggregations and analysis. It presents costs, obligations incurred,
and outlays by major program and object class. Also, it includes a column for
the “Adjustment for Accruals” and allows for references to explain the
difference between costs and outlays.

o lllustrative Presentation 2. This illustration presents budgetary information
using plain English. It is primarily intended to help citizens understand federal
spending and shows what budgetary resources were available and how those
resources were obligated. It also provides categories to show the types of
federal funding recipients, e.g., for-profit organizations, individuals, and
governments, and how much each type received. Additionally, the illustration
shows how the agency issued the funds, e.g., contract, grant, and loan.

%" Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity and Display, par. 86.
%2 Staff Managerial Cost Accounting Project Issue Paper for June 2010.
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o lllustrative Presentation 3. This illustration presents obligations and outlays
by strategic goal and strategic objective.

¢ lllustrative Presentation 4. This illustration presents costs, obligations, and
outlays by strategic goal, strategic objective, and program that contribute to
achieving the strategic objective.

The determination of whether to require supplementary information and which
approach should be recommended requires further study and evaluation.
Consequently, FASAB should study and evaluate:

e what information is currently available in other reports and documents and in
what formats they are provided;

e what information would be most useful for various stakeholders;
e how the information would be used by agency managers; and
e the estimated cost of collecting and presenting the information.

FASAB may also wish to consider a phased approach to implementing any new
requirements in standards or other guidance, where more aggregate approaches are
considered in the near-term (such as lllustrative Presentation 3), and additional
detail is considered for the longer-term (such as lllustrative Presentation 4).

Some task force members noted that agencies and the government as a whole
present additional data in other documents such as the annual Budget of the U.S.
Government (President’s Budget) and agency budget justifications. They noted that
fuller use of these documents should be promoted rather than requiring additional
data in financial reports. Requiring references or links would be one way of
promoting use of these documents. Furthermore, a richer understanding can be
gained by presenting both narrative (qualitative) and quantitative information.

Additional Considerations for Revisiting SFFAS 4

In determining how to conduct the project to revisit SFFAS 4, individual task force
members offered additional considerations which should be considered after
reviewing existing legal and current policy standards that have changed significantly
in recent years. Table 3: Additional Consideration 3presents the considerations,
including more specific requirements for agencies.*

* The additional considerations are not listed in any particular order and some items could be combined.
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|
Table 3: Additional Considerations

Additional Considerations

a. Focus on programs that involve tangible outputs and determine possible best practices as well as most
reasonable cost.

b. Determine how entities could cost certain programs, especially those that involve several agencies, and
how one would cost activities or support functions, i.e. grant processing. Also, consider whether
agencies are achieving key stakeholders’ minimum needs for cost reporting. For instance, assess
whether agencies are able to compare their current performance with their past performance in the
context of costs. This could require reporting current and past performance and associated costs.

c. Consider how entities could cost the strategic goals and strategic objectives without requiring
significant investments to do so. This could provide agency managers, Congress, and stakeholders
cost information useful for strategic decision making and performance management, without requiring
the detailed alignment of cost information and program outputs. As many strategic goals and
objectives cover the funding and effort invested over several years, this should include matching the
goal’s timeframe for achievement with the same number of years for which the costs have been
aggregated.

d. Consider maximizing existing systems and data and maximize the potential of electronic reporting,
especially considering the current statutory requirements for machine-readable formats of performance
reporting.

e. Consider the present environment when developing expectations for what the standard should achieve.
For instance, fully consider the complexities involved in performance measurement and the limited
resources that agencies may have available to commit to new requirements. Also, consider the level of
demand for cost information.

f.  Consider a requirement for agencies to report on their ability to conduct performance tracking and
reporting. There are generally, two types of performance information — that used for policy decisions
and that used during the year to manage programs. When reporting on goals, the agency could also
report on whether managers have appropriate and useful performance and cost data. Currently,
auditors report on whether agencies are complying with laws and the Federal Financial Management
Improvement Act of 1996 requires the CFO Act agencies to implement and maintain financial
management systems that comply substantially with federal accounting standards.

Note that OMB policy currently requires agencies to report on their management reviews and to
address verification and validation of the agency’s performance information that is published. Agencies
are also required to identify where there are gaps in performance information. (OMB Circular A-11,
Part 6, Section 210)

g. Firstidentify and discuss the various uses for cost estimates. A major distinction should be made as to
what is needed for estimating past costs as distinct from future costs. For example, past costs are
used for accountability purposes and as a basis for making estimates of future costs. Estimating future
costs is considerably more difficult, particularly for options that differ considerably from options that are
similar to those for which historical cost are available. And of course, historical data are increasingly
uncertain for estimating costs the further out into the future are the cost estimates.

% Public Law 104-208, div. A., sec. 101(f), title VIII Stat. 3009-389, September 30, 1996.
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Financial cost statements, such as those in budget documents, provide historical costs and may
provide the most recent previous year and sometimes showing one or more previous years as well.
Showing past years should be encouraged since this enables public officials to spot time trends.

It should be made clear that one size will not fit all programs or agencies. Cost estimation guidance will
need to have room for differences; both because of the particular use intended for the information and
the type of program/activity for which the cost estimates are being made. The cost estimation guidance
should identify such differences wherever possible and provide examples of how the cost estimating
procedures will differ. (Some examples are given in some of the items discussed below.)

Guidance is, of course, needed on the extent to which, and how, “overhead/indirect” costs should be
included (costs not directly associated with particular programs or activities). When is it sufficient to
consider only direct costs? When and how should overhead costs be allocated? On what basis should
such allocations be made?

For example, should certain overhead costs (such as an agency’s human resources or information
technology costs) be spread among programs by each program’s proportion of total agency programs
personnel (full- time equivalent employees) Should certain overhead activities be spread among
programs based on each program’s proportion of all the agency programs’ direct cost? Or should
some other, likely more complex, algorithm be used? Individual agencies are likely to be able to make
good cases for various alternatives depending on particular services.

If an overhead office does special work for a program that requires significant extra costs, procedures
should be put into place to charge the program or agency for that added cost.

If the issue involves comparing the relative costs of options for service delivery approaches with little
likelihood of directly affecting significantly these overhead costs, it may not be necessary to consider
overhead. This will likely be the case if the program for which the costs are being estimated is small.
However, if the cost estimates are being used to derive an overall cost of a collection of programs,
overhead allocations will likely be needed. This reflects the need to distinguish between situations in
which marginal costs are relevant.

The adequacy of the cost data quality was a theme many of the task force representatives raised.
Basic needed improvements should be identified and prioritized. For example, cost data will be
questionable for programs where many individual employees work on different projects and do not
keep time records, or are not careful in reporting their times to particular activities.

However, some of these problems can be tempered by accepting tolerable ranges of error in the cost
estimates. For many decisions in making choices, zero-error tolerance is not needed (and usually not
achievable). For some choices, for example, errors of plus or minus 10 percentage points may not
present a problem. This is particularly likely to be the case with estimates of future-year costs (and the
further out the estimates are for, the greater the uncertainly).

For budgeting and strategic planning use, significant cost implications beyond the budget year should
be identified. Guidance should be provided to agencies in making such estimates. Probably, sample
lists of cost elements for major types of programs should be provided to help assure that life-cycle
costs are considered. Costs that can be neglected include: (1) the need to replace periodically, or to
rehabilitate, capital stock; (2) the need to provide for adequate recurring maintenance of investment
items; (3) the timing of obsolescence and need for replacement cost; and (4) the costs of employee
turnover. Such costs are likely to be particularly important when public officials are considering a
variety of policy or program options.

For making decisions that have important out-year implications, clearly information should be included
that provides estimates of out-year implications for both costs and outcomes, at least for major
programs with substantial implications beyond the budg_;et year. This would need to include
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assumptions for such factors as inflation and rising costs for workforce, healthcare, energy resources,
building materials, etc. (Such information might be provided by using hyperlinks.)

Similarly, it is important that information users are aware that the outcomes shown for a particular year
(such as those shown in the most recent budget), may well not be related to the costs for that year
because of lag times from when funds become available, when they are actually spent ,and when
outcomes can be expected to occur.

Some form of “sensitivity analysis” is desirable for some uses, to indicate the extent of uncertainty in
some cost (or outcome) estimates, particularly when the level of uncertainty is high. For example,
budget cost estimates for some programs are likely to be considerably affected by the size of the
incoming workload for the year. Cost estimates can be calculated for the range of assumptions as to
the likely size of the workload. (CBO, for example, has for some economic forecasts provided ranges
of estimates on important fiscal indicators.) Probabilities can also be estimated for each such
parameter. If an agency’s budget is based on a number of such uncertainties, probabilistic models
might be used to derive an overall most likely cost estimate. (CBO in the past has used “probabilistic
scoring” in order to provide one number to Congress.)

A key, and particularly difficult, cost analysis issue is the relation between costs and outcomes. It is
relatively easy to provide reasonable estimates of how much it costs to produce additional units of
output (or how much might be saved if output is cut back). However, the situation generally changes
radically in relating costs to outcomes. Considerably more work will be needed and it may at best
involve large uncertainties. For example, how much will it cost to get an additional 100 people
employed or to bring citizen satisfaction levels up five percentage points? For some intermediate
outcomes, such as response times, making such estimates will be relatively easy.

Clearly, strengthening cost estimation and analysis in the federal government, is a long-run continuing,
and probably never ending process. Some programs may have particularly intractable cost-estimating
problems, such as estimating the budgets needed for environmental cleanups (such as oil spills or
industrial underground contamination). The effort to improve cost estimation should seek to identify
those categories of programs where the most value is likely to be obtained from improved cost
estimates.

Even if nothing else is done, each agency, and each of its major programs, should be asked to report
on the quality of their cost data and identify plans to improve it.

h. Consider requiring activity-based costing (ABC). FASAB has acknowledged that ABC encourages
management to evaluate the efficiency and cost-effectiveness of activities.®

i.  Study the work of other accounting standards-setters — government, private sector, and international -
regarding performance measurement and evaluate whether their results would provide a reasonable
model for the U.S. government.

j.  Recognize the desire of some stakeholders to perform their own analysis. Agencies cannot present
detailed authoritative information in a format that will satisfy the diverse needs of all stakeholders and
some stakeholders are interested in accessing the data underlying financial reports to perform their
own analyses. The data underlying financial reports has a level of reliability and accuracy, given the
internal controls used in preparing the reports and that the reports are subject to audit. Consequently,
FASAB could encourage agencies to provide reliable data to stakeholders to facilitate analyses. Also,
FASAB could help users understand the reliability and accuracy of the data underlying financial reports
by requiring agencies to: (1) state their formal financial reporting requirements; and (2) explain what
information is subject to audit and what data they are responsible for providing any stakeholder for their
analytical use.

% SFFAS 4, par. 153.
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Appendices

The Appendices present the following examples of financial statements and other
financial report presentations discussed in the report and additional details of reporting
requirements:

Appendix |: Example Government-wide Statement of Net Cost — shows the elements
of the financial statement that presents net cost at the government-wide level. The
statement presents net cost by significant entity. (See p. 29)

Appendix Il: Example Agency Statement of Net Cost — shows the elements of the
financial statement that presents net cost at the agency level. This agency, the NRC,
presents net cost by program. (See p. 30)

Appendix Ill: Example Reconciliation of Net Operating Cost and Unified Budget Deficit
— shows the elements of the government-wide level financial statement that helps
explain the difference between net operating cost and the unified budget deficit. (See

p. 31)

Appendix IV: Example Statement of Budgetary Resources — shows the elements of
an agency level financial statement that presents the status of the agency’s budgetary
resources. (See p. 32)

Appendix V: Example Reconciliation of Cost and Budgetary Information — presents
the elements of an agency level disclosure that helps explain the differences between
cost and budgetary information. (See p. 33)

Appendix VI: Key Aspects of SFFAS 4 and Recent Legislative and Administrative
Directives Regarding Performance Reporting. This appendix presents key
requirements of SFFAS 4, which helps support performance reporting, and recent
legislation and administrative directives regarding performance reporting. (See p. 34)

Appendix VII: lllustrative Presentations — presents illustrative schedules that could
accompany financial statements. (See p. 36)
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Appendix I: Example Government-wide Statement of Net Cost

(Gain)Loss
from
Gross Eamed Changes in MNet

{In billons of doilars) Cost Rewenue  Subtotal Assumptions Cost
Department of Health and Human

BRIVITEE et e B43.4 B854 BYT.0 01 87T A
Saocial S&cu ntg,I ﬁdmlnlEtraT.lnn - 7828 0.4 T82.5 - 7825
Department of Defense ... B2B.T T8.0 T50.7 (32.0) TiB.7T
Interest on Treasury Securities Held b'g.r

the Public .. 250.9 - 2508 - 2508
Department c-f 'u"eteran5 Al’falrs, - 124.3 4.7 118.6 589 1785
Department of Agricultture.. 1542 9.4 1448 - 144 8
Department of Labl::r 132.8 - i3zs - 132.8
Department of the Treasury.... - 115.2 306 B4 .6 - 84 .8
Department of Transportation... TT.G 0.7 Tr.2 - 7r.2
Department of Housing and Urban

Development ... 60.8 1.2 BR6 - 508
Department of Educatlnn............ 69.7 15.0 47 - 4T
Department of Homeland Security ... £8.89 8.4 405 04 408
Department of Energy ... - - 525 7.8 44 6 - 448
Department of Justice .. 31.3 1.3 0.0 - 0o
Office of Personnel l.'lanagemer‘rt 437 18.1 246 0.3 248
Depariment of State .. - 270 34 236 04 240
Department of the Inhencur 23.8 27 211 - 211
Matiocnal Aeronautics and Space

Adminisiration .. 18.8 0.1 18.7 - 18.7
Agency for Interna‘r.lnnal Develnpmenl - 121 0.7 114 - 114
Railroad Retirement Board .. 17.0 5.8 11.1 - 1141
Envircnmental Protection .ﬁ.genc\; 1.3 0.5 0.8 - 10.8
Federal Communications Commission 8.3 0.4 g8 - B.9
Department of Commerce ... 1.3 25 a8 - BA
Mational Science Foundation...... 71 - 71 - T
Pension Benefit Guaranty Corporation 128 T4 54 - 54
Small Business Administration 3.8 0.4 3.2 - 3.2
Smithsonian Institution .. - 0.7 - 0.7 - o7
U5, Nuckear Regulatory Cnmm|55lnn ......... 10 0.8 0.2 - oz
Farm Credit System Insurance

Corporation ... - 0.1 (0.1} - (0.1}
Expori-lmport Bank -:|f1he Lln rtEd .:nT.EI'[E’B ..... 0.8 0.7 (0.1} - (0.1}
General Services Administration ... 0.4 0.8 (0.2} - (0.2)
Tennesses Valley .ﬁ.umnrrrg,r 1.5 11.8 (0.3} - (0.3)
Securities and Exchange Commission 1.1 1.8 (0.5) - (0.5)
Maticnal Cradit Union Administration .. D2 31 (2.9} - (2.9)
U.5. Postal Service.. 56.2 G4.6 (B.4) - (8.4)
Federal Depoirt In5uran-:>e Cn:nrpnratu:nn (2.1) 13.7 (15.8) - {15.8)
All othier entities .......ccceeemrmians . 47.4 0.5 48.9 - 48.9

B OO 8 ", (- X 385.6 3,632.7 28.1 3.680.8

source: 2011 Financial Report of the United States Government
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Appendix Il: Example Agency Statement of Net Cost

STATEMENT OF NET COST (1n 1housands)

For the years ended September 30,

2011 2010
Nuclear Reactor Safety and Security
(Gross costs $ 857,569 882,591
Less: Earned revenue (786,741) (836,303)
Total Net Cost of Nuclear Reactor Safety and Security (Note 9) 70,828 46,288
Nuclear Materials and Waste Safety and Security
Gross costs 239,350 257,862
Less: Earned revenue (101,919) (87,178)
Total Net Cost of Nuclear Materials and Waste Safety and Security (Note 9) 137,431 170,684
Net Cost of Operations $ 208,259 216,972

Source: Muclear Regulatary Commission FY 2011 Performance and Accountahbility Report
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Appendix Ill: Example Reconciliation of Net Operating Cost and Unified
Budget Deficit

United States Government
Reconciliations of Met Operating Cost and Unified Budget Deficit
for the Years Ended September 30, 2011, and 2010

iin bilkons of doilars) 2011 2010
Hat operating cost. e 11, 312.8) {2,080.3)

Componants of rmtnp-aratlrlg cost not p-artnfma IJ-utlgal defclt

Increase In llability for milttary employes bansfts :Hnla 15]
Increase in miitary pension liabiities .. 28.5 85.6

&)fincrease in military health lishilities. {824 748
{Decreasm in cther military benefits.... .. {12 (0.2)
ncrease in liability for militany EI'I'Ip|DjI'EE benefits .. 28.0 1o4.2
Increass In bty for veteran's compensation [Nots 15) 5B.2 223.8

iDecreass)incraaas in llabiifles for clhvillan Bmplum banefits .:Hm 15|

iﬂweaseunu'ease in civliian sion liabilities . {13.2 10
Decrease)increase in civlian lth liabilities .. .
ncrease inother civilian benefits.. .

{Decrease)increase in labilities for cwilian Errpll:-ree bensfits .. {22.0) 11

Increaseljdecrease) In environmental and disposal lablities (Mots 16):
Increase/|decrease) in Energy’s envircnmental and disposal

liabdities ... 0.4 {17.8)

Increasan{decreaﬁe} in 3l others environmeantal and dlsp-asal

liabdities ... 2.4 (3.0}

Increasan{decreaﬁe} in envirenmental and -:Irspusal Fabilities . 28 (20.0)
Cepreciation expense. . GB.4 575
Property, plant, and eqmprne-nt dlspn;als and revahsations {4.8) {9.B)
Increase in benefits due and payable ... 6.7 35
{Decreasejincrease in inswrance and {13.9) 9.4

e in other liabilities ... 10.5 g24
Seigniorage and sale of gl:-l (0.4
{Decrease] in accounts payable... B.E (0.3
iIncrease) in net accounts and tax {11.7 1)
TARF yearend upwardi{downward} re-estimate .. . 23.3 {23.6)
Decrease in Non-TARF Investments in American Intemational qu}

Inc. due to valuation losses .. gg 27
-IDF_-uease increase in liabilites to Gl:wemment—spmtsured enterpnses... 43.7) 288.0
|Decreasejincrease in valuation loss on mvestments in Government-

sponscred enterprises... S — {3.0) a1
Componants of the budget deficit that are not part of net oparating cost:

lzudﬂxau?_aa:fz“ta: 51.3 504
epartment = . 1584}
All other agencies... - 26.4 133.1)
Total capitalized Fxed assets .. T . [isidal]
Effiect of prior year TARP downward re-estimate ... 236 110.0
{Increase) in mventory B.a 1.6
iIncrease| in mvestments in Gnumnm—s-pnnsored mterprrses- 0.8 -:ﬁﬂ.ﬁll
{Increase) in debt and equity securities . 0.8 (5.8}
creased[increase) in other assets 4.0 (247
Credit reform and ofher loan actvites . A an
All other reconciling items... (7.6
Unified budiget deficit... il.294.1)

source: 20711 Fmann::lal Repur’[ n:lfthe Unlted States Government
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Appendix IV: Example Statement of Budgetary Resources

STATEMENT OF BUDGETARY RESOURCES (In Thousands)

For the years ended September 30, 2011 2010
_Budgetary Resources
Unohlipated balance, brought forward, Ocrober 1 5 44,699 (8 81126
Recoveries of prior year unpaid obligations
Actu 18,841 21446
Budget authority
Appropriation 1,054,219 1,066,859
Spending authority from offsetting collections
Reimbursements earned-collected 12,439 10,086
Reimbursements earned-change in receivables D46 (424)
Change in unfilled customer orders-advance received (3,506) 1,198
Change in unfilled customer ordes-without advance 4,614 493
Subtotal-spending authority from offsetting collections 14,493 11,353
Permanently not available {257} {15,040}
Total Budpetary Resources § 1,131,995 |§ 1163784
Status of Budpetary Resources
Obligarions incurred (Mot 12)
Drirect 51,078,667 5 1,108,948
Reimbursable 4,818 10,137
Subtotal 1,083,485 1,119,085
Unoblipated balance
Apportionad 28,853 29, T
Exempt from apportionment 9,892 7.079
Subtotal 38,745 36,823
Unchlipated balance, not available 9,765 7.876
TDMISMMDFBMMMM 51,131,995 51,163,784
Chanpe in Obligated Balance
Ohbligated balance, net
Unpaid oblipations brought forward, October 1 5 375381 | § 367498
Obligations incurred, net 1,083,485 1,119,085
Gross outlays (1,088,396) | (1.088,6E7)
Recoveries of prior year unpaid obligations, acmal (18,841) (22,4:46)
Chanpe in uncollected customer payments, from Federal sources (5,560) {69)
Ohbligated balance, net, end of period
Unpaid obligarions 359,402 383,154
Uncollected customer payments, from Federal sources (13,333) 7773
Toal unpaid obligared balance, net, end of period 5 J46069 [ 3 375381
Met outlays
Gross outlays 5108839 | § 1088687
Offsetting collections (8,933) (11,284)
Distributed offsetting raceipts (910,901} (9040, 514)
Met Dg! 5 168,562 3 167,880

The acoompanying notes to the principal statements are an intepral part of this statement.
source: Muclear Regulatory Commission FY 2011 Performance and Accountability Report
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Appendix V: Example Reconciliation of Cost and Budgetary Information

For the years ended September 30, 2011 2010
Budgetary Resources Obligated
Obligations incurred (Note 12) $ 1,083,485 | § 1,119,085
Less: Spending authority from offsetting collections and recoveries (33,334) (33,799)
Less: Distributed offsetting receipts (910,901) (909,514)
Net Obligations 139,250 175,772
Other Resources
Impured financing from costs absorbed b}' others 50,534 40,812
Net Other Resources Used to Finance Activities 50,534 40,812
Total Resources Used to Finance Acrivities 189,784 216,584
Resources Used to Finance Items not Part of the Net Cost of Operations (14,846) (19,668)
Total Resources Used to Finance the Net Cost of Operations 174,938 196,916
Components of the Net Cost of Operations that will not require or generate resources
in the current period 33.321 20,056
Net Cost of Operations $ 208,259 | § 216,972

Source: Muclear Regulatary Commission FY 2011 Perormance and Accountability Report
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Appendix VI: Key Aspects of SFFAS 4 and Recent Legislative and
Administrative Directives Regarding Performance Reporting

In the mid-1990s, FASAB noted that users of financial information began placing
more emphasis on the cost of programs, products, and activities. Also, the Chief
Financial Officers Act of 1990 and the Government Performance and Results Act of
1993 required agencies to provide cost information. Accordingly, FASAB developed
SFFAS 4 which requires reporting entities to perform the following:

e accumulate and report the cost of its activities on a regular basis;

e define and establish responsibility segments (to measure and report the costs
of each segment’s outputs);

e report the full costs of outputs in general purpose financial reports;

e incorporate the full cost of goods and services that it receives from other
entities;

e accumulate costs by type of resource; and

e assign costs by using the following methods listed in the order of preference:
(a) directly tracing costs wherever feasible and economically practicable, (b)
assigning costs on a cause-and-effect basis, or (c) allocating costs on a
reasonable and consistent basis.*

Since FASAB issuance of these requirements, there have been changes in
legislative and administrative directive requirements. Most recently, Congress
passed the GPRA Modernization Act of 2010. The Comptroller General of the United
States noted that the Act:

e Adopts a more coordinated and crosscutting approach to achieving common
goals.

e Addresses weaknesses in major management functions.

e Ensures that performance information is useful and used in making
decisions.

¢ Instills sustained leadership commitment and accountability for achieving
results.

e Engages Congress in identifying management and performance issues that
should be addressed.

e Requires OMB, in coordination with agencies, to develop long-term,
outcome-oriented goals for a limited number of crosscutting policy areas and,
on an annual basis provide information on how these crosscutting goals will
be achieved.

% SFFAS 4, Managerial Cost Accounting Concepts and Standards.
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e Requires disclosure of information on the accuracy and validity of agency
performance data, quarterly reporting of priority goals, and the posting of
information on a government-wide website. *

Accordingly, OMB issued new guidance for performance reporting. The guidance
includes new definitions, processes, and reporting requirements. Also, the guidance
establishes new roles for agency leaders. Some key aspects of the guidance
include:

e Creation of Annual Performance Plans to communicate the agency’s goals
and objectives with other elements of the agency budget request. The plan
describes how the goals will be achieved, identifies priorities among the goals
and explains how the agency will monitor progress.

e Timelines for publication of Strategic Plans and new Agency Priority Goals in
February 2014.

e Promotes increased use of performance information and evidence through
reviews. Agency heads and OMB plan to review agency strategic objectives
and will consider qualitative and quantitative evidence.

e Provides for development of a central website (Performance.gov) that will
make performance information available to the public.

e Establishes a Federal Program Inventory as a central program list that has
the potential to facilitate coordination across programs by making it easier to
find programs that can contribute to a shared goal as well as improve public
understanding about what federal programs currently operate and how
programs link to budget, performance, and other information. %

%" Gene L. Dodaro, GPRA Modernization Act Implementation Provides Important Opportunities to
Address Government Challenges, AABPA Spring 2011 Symposium, Washington DC, May 11, 2011.
% See OMB Circular A-11.
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Appendix VII: lllustrative Presentations

________________________________________________________________________________________________________________|
lllustrative Presentation: 1 Major Program and Object Class

Major* Category** Costs A B C Cost
Program Incurred FY Amount Outlays Adjustment Incurred FY
2011 Obligated FY 2012 for Accruals 2012
FY 2012 FT 2012 (Columns
(Including B+C)
footnotes to
explain
adjustments)
Program Personnel
ABC Compensation
& Benefits XX XX XX XX XX
Contractual
Services XX XX XX XX XX

Acquisition of

Assets XX XX XX XX XX
Grant and
Fixed
Charges XX XX XX XX XX
Other XX XX XX XX XX
Earned
Revenue (e.g.
Fees) (XX) (XX) (XX) (XX) (XX)
Subtotal
Program
ABC XX XX XX XX XX
Program Personnel
XYZ Compensation
& Benefits XX XX XX XX XX
Contractual
Services XX XX XX XX XX

Acquisition of

Assets XX XX XX XX XX
Grant and

Fixed

Charges XX XX XX XX XX
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Major* Category** Costs A B C Cost
Program Incurred FY Amount Outlays Adjustment Incurred FY
2011 Obligated FY 2012 for Accruals 2012
FY 2012 FT 2012 (Columns
(Including B+C)
footnotes to
explain
adjustments)
Other XX XX XX XX XX
Earned
Revenue (XX) (XX) (XX) (XX) (XX)
Subtotal
Program
XYz XX XX XX XX XX
Total Major | All Categories
Programs except earned
revenues XX XX XX XX XX
Earned
revenues (XX) (XX) (XX) (XX) (XX)
Net Major
Programs XX XX XX XX XX
Net Other
Programs XX XX XX XX XX
Net All
Programs XX XX XX XX XX

*An entity would present top or major programs. Guidance would need to be developed to help agencies
determine which programs would be considered major for reporting purposes.

**A complete listing and description of budget object class codes (BOC) is provided in OMB Circular A-11
section 83.6. Also, research would be needed to determine an appropriate description for the “Earned
Revenues” line item. A term would need to be identified to appropriately describe amounts presented in
the accrual and budgetary columns. Earned Revenues only applies to the accrual amounts presented in
the “Cost” columns.

Also, explanations would be needed for the terms used in the column headings. The explanations would
help users understand why there would be different amounts for costs, obligations, and outlays.

Some expressed concerns that the value of providing the information displayed in lllustration #1 needs to
be weighed against the effort of collecting, aggregating, and producing this additional information with
financial statements. It will be important to consider the relative value of the different illustrations from the
view of public and stakeholder interests.
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Illustrative Presentation: 2

What Money is Available to Spend?
Total Resources

Less Amount Available but Not Agreed to be Spent

Less Amount Not Available to be Spent
Total Amounts Agreed to be Spent

How was the Money Spent?
Category ABC*
Personnel Compensation & Benefits
Contractual Services
Acquisition of Assets
Other
Category XYZ*
Personnel Compensation & Benefits
Grant and Fixed Charges
Other
Total Spending
Amounts Remaining to be Spent
Total Amounts Agreed to be Spent

Who did the Money go to?
For Profit

Government

Higher Education
Individuals

Not-For-Profits

Other

Total Amounts Agreed to be Spent

How was the Money Issued?

Non-Financial Assistance Direct Payments

Contracts

FY 20XX

FY 20XX

$X, XXX, XXX $X, XXX, XXX

$XX, XXX $XX, XXX

$X, XXX $XXX
SX,XXX, XXX $XXX, XXX
XXX, XXX  $XXX, XXX
XXX XXX XXX, XXX
$XX, XXX $XX, XXX
$XX, XXX $XX, XXX
XXX XXX XXX, XXX
$XX, XXX $XX, XXX
$XX, XXX $XX, XXX
XXX, XXX  $XXX, XXX
$XX, XXX $XX, XXX
SX,XXX, XXX $XXX, XXX
XXX, XXX  $XXX, XXX
XXX, XXX  $XXX, XXX
$XX, XXX $XX, XXX
XXX XXX $XXX, XXX
$XX, XXX $XX, XXX
$XX, XXX $XX, XXX
SX,XXX, XXX $XXX, XXX
XXX XXX — $XXX, XXX
XXX, XXX  $XXX,XXX

Financial Reporting Model Task Force
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Grants FXXX, XXX FXXX, XXX
Loans and Guarantees XX, XXX XX, XXX
Financial Assistance Direct Payments FXXX, XXX XXX, XXX
Other Financial Assistance XX, XXX XX, XXX
Insurance XX, XXX XX, XXX
Interest and Dividends XX XXX XX, XXX
Other Payment Types PXX, XXX XX XXX
Total Amounts Agreed to be Spent SXOXXX, XXX SXXX, XXX

* The BOC codes should be presented in categories that are meaningful for the entity (e.g. by Strategic
Goal, Program, Appropriations, Sub-agencies or grouping of Sub-agencies, etc.)

Financial Reporting Model Task Force
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________________________________________________________________________________________________________________|
lllustrative Presentation: 3 (potential near-term implementation)

Strategic Strategic Amount Outlays
Goal Objective Obligated FY 2012
FY 2012
Strategic Strategic
Goal 1 Objective 1 XX XX
Strategic
Objective 2 XX XX
Strategic
Objective 3 XX XX
Strategic
Objective 4 XX XX
Subtotal
Strategic
Goal 1 XX XX
Strategic Strategic
Goal 2 Objective 1 XX XX
Strategic
Objective 2 XX XX
Strategic
Objective 3 XX XX
Strategic
Objective 4 XX XX
Subtotal
Strategic
Goal 2 XX XX
Total All
Goals XX XX

Financial Reporting Model Task Force
Report to the FASAB
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|
lllustrative Presentation: 4 (potential long-term implementation)

Strategic Strategic Program Costs Amount Outlays
Goal Objective Incurred FY Obligated FY FY 2012
2012 2012
Strategic Strategic Program A
Goal 1 Objective 1 XX XX XX
Program B
Strategic Program A
Objective 2 XX XX XX
Strategic Program C
Objective 3 XX XX XX
Strategic Program D
Objective 4 XX XX XX
Program B XX XX XX
Subtotal
Strategic
Goal 1 XX XX XX
Strategic Strategic Program E
Goal 2 Objective 1 XX XX XX
Strategic Program F
Objective 2 XX XX XX
Program B XX XX XX
Strategic Program G
Objective 3 XX XX XX
Program H XX XX XX
Strategic Program |
Objective 4 XX XX XX
Subtotal
Strategic
Goal 2 XX XX XX
Total All
Goals XX XX XX

Financial Reporting Model Task Force

Report to the FASAB
October XX, 2012
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U.S. Government

United States Government
Statement of Net Cost
for the Year Ended September 30, 2011

[(Gain)Loss
from
Gross Earned Changes in Met
{In [illions of diailars) Cost Revenue  Subtotal Assumplions Cost
Department of Health and Human
rvices Ba3a Gid.4 arr.ao 01 877 A

Social Security Administration....._._...__.... 73248 04 7825 - TE2S
Department of Defense .. e B2BT 4.0 T80T (3210 TiB.T
Interest on Treasury aecurrtles HEId byr

the Public .. 25000 - 250.0 - 250.0
Department of Veterans P.ﬁa . 1243 4.7 110.6 sBD 1785
Department of Agriculture...._ . 154.2 9.4 1448 - 144 8
Department of Labor...... 132.8 - 1328 - 1328
Department of the Treasu . 115.2 30.8 B4 6 - B4 .6
Department of Transportation........c.ccocoeeee TT.e 0.7 T2 - T2
Department of Housing and Urban

Development ... 60.8 1.2 0.6 - 506
Diepartment of Educatu:un 8a.7 15.0 4T - BT
Department of Homeland Security .. 582 a4 485 04 408
Department of Energy ................. . 52.5 7.8 44 6 - 44 6
Department of Justice ... 31.3 1.3 30.0 - 30.0
Office of Personnel Management._._...._._..._. 43.7 18.1 246 03 248
Department of State ... - 70 34 236 04 240
Department of the Interior................ 238 27 211 - 211
National Aeronautics and Space

Administration ... .. 18.8 0.1 187 - 18.7
Agency for International Deuehpment 12.1 0.7 114 - 114
Railmad Retirement Board ... 17.0 58 111 - 111
Envircnmental Protection Agency ... 113 0.5 10.8 - 10.8
Federal Zommunications Commission.. 2.3 04 BB - ae
Department of Commerse ... 11.3 25 a8 - B.B
National Science Foundation..._.._.. T1 - 71 - 71
Pensicn Benefit Guaranty Corporation.. 128 T4 h4 - 54
Small Business Administration 356 04 32 - 32
Smithsonian Institution ... - oy - 07 - 07
LL.5. Nuclear Regulatory Commission......... 1.0 0.8 02 - 02
Farm Credit System Insurance

Corporation ... - 0.1 (0.1} - (0.1}
Export-Import Bank of the United States..... 0.8 0.7 (01} - (0.1}
General Services Administration ... 0.4 0.8 (02} - (0:2)
Tennesses Valley Authority............ . 11.5 11.8 (0.3) - (0.3)
Securities and Exchange Commission........ 1.1 1.8 (0.5} - (0.5)
Wational Credit Union Administration ... 0.2 31 (2.8y - (2.8}
LL.5. Postal Senvice... 562 g4.a (B4} - (B.4)
Federal Deposit Insumrme Curpl:-mu . (2.1} 13.7 {15.8) - {15.8)
All other enfities ... 47 .4 0.5 46.8 - 46.8

Total o 2E9E3 2658 28227 281 2.660 8

The accompanying notes are an Integral part of Mese nandial statemeants.





Department of Agriculture

Consolidated Statement of Net Cost

For the Years Ended September 30, 2011 and 2010

{In Millions)

Assist Rural Communities to Create Prosperity so They Are
SeltSustaining, Repopulating, and Economically Thrivimg:
Gross Costs
Less: Eamed Rewenue
Met Costs

Ensure Our Mational Forests and Private Working Lands Are
Consered, Restored, and Made More Resilient to Climate Change,
While Enhancing Our Water Resources:
Gross Costs
Less: Eamed Revenue
Met Costs

Help America Promote Agricultural Production and
Bictechnology Exports as America Works to Increase Food Security:
Gross Costs
Less: Eamed Revenus
Met Costs

Ensure that All of America’s Children Have Access
to Safe, NMutritious, and Balanced Meals:
Gross Costs
Less: Eamed Revenue
Met Costs

Total Gross Costs
Less: Total Eamed Revenue

Net Cost of Operations (Note 19)

2011 2010
5 36,398 § 25912
8.450 5,301
27,948 20,611
12,997 11,804
859 870
12,128 11,134
3,397 3,231
294 375
3,103 2,856
108,551 98,634
883 847
105,668 97,837
159,343 139,631
10,496 7.193
$ 148847 5 132.438






Department of Commerce

United States Department of Commerce Consolidated Statements of Net Cost

For the Year Ended September 20, 2011 (Mote 17) {In Thousands)

FY 2011

Theme 1: Economic Growth

Gooess Costs £ E3JIEEX

Leme: Earresd Fanesnues 2 450, 163

MNet Program Costs 2 865,367
Theme 2: Science and Information

Gooess Costs 4 436 474

Le=s Exmed Revenue (481,062

MNet Program Costs 3,955,362
Theme 2: Environmental Stewardship

Gooess Costs 2667810

Le=s Exmed Revenue (254,E29)

Met Program Costs 2413081
MET COST OF OPERATIONS £ 9213800
For the Year Ended September 20, 2010 (Mote 17) {In Thousands)

FY 2010

Strategic Goal 1: Maximize U.5. Competitivensss and Ensble Evonomic Growth for American Industries,
Workers, and Consumers

Gooess Costs £ EBElanDes

Le=s Exmed Revenue (261,462

MNet Program Costs 7278, 604
Strategic Goal 2= Promote U.S. Innovation and Industrisl Competitiveness

Gooess Costs 3586 719

L Earrend Fenvsnus [3.324, T34

MNet Program Costs 1.262,005
Strategic Goal 3: Promote Environmental Stewardship

Gooess Costs 4 200, ol

Le=s Exmed Revenue R ]

MNet Program Costs 4 523,47
MET COST OF OPERATIONS £ 13,664,080

The accompanying notes are an integral part of these statements.





Department of Defense

Department of Defense Agency Financial Report for FY 2011

Department of Defense Consolidated Statement of Net Cost

Agency Wide
Restated
2011 2010
Consolidated Consolidated

Program Costs

Gross Costs $ 7508845 $ 7189477
Military Retirement Benefits 57.033.8 58,741.5
Civil Waorks 13.530.1 13,2004
Military Personnel 153.881.4 154,374.9
Operations, Readiness & Support 313.387.5 278.976.4
Procurement 128.572.8 124.5687.7
Research, Development, Test & Evaluation 78,1587 82,8775
Family Housimg & Military Construction 14,3402 10,108.3
(Less: Eamed Revenus) (115,030.9) (93,242.2)

Met Cost before Losses/{Gains) from Actuarial Assumption Changes

for Military Retirement Benefits $ 6448446 § 6557055
Losses!{Gains) from Actuanal Assumption Changes for Military
Retirement Benefits 30,3087 184.0809.0

Net Cost of Operations $ 684,153.3 $ 8197945





Department of Education
FINANCIAL DETAILS

"PRINCIPAL FINANCIAL STATEMENTS

United States Department of Education
Consolidated Statement of Net Cost
For the Years Ended September 30, 2011 and 2010

[Caolars in MIlones]

FY 2041 FY 2040
Program Costs

Increase College Access, Quality. and Completion

Gross Costs 21,785 32,504

Less: Eamed Revenue 20,252 17,118

Met Program Costs 1,533 15,384
Total Program Costs 1.533 15,388
Improve Preparation for College and Career from Birth Through
12th Grade, Especially for Children with High Needs

Gross Costs 21,810 22522

Less: Eamed Revenue a3 Bi

Met Program Costs 21,827 22 426
Total Program Costs 21,827 X 426
Ensure Equitable Educational rtunities for All Students

Gross Costs 16,409 16,163

Less: Eamed Revenue 23 26

Met Program Costs 16,388 18,137
Total Program Costs 16,385 16,137
Enhance the Education System's Ability to Continuously Improve

Gross Costs 1.841 1.085

Less: Eamed Revenue ) 41

Met Program Costs 1,802 1,644
Total Program Costs 1.802 1,644
American Recovery and Reinvestment Act and Education Jobs Fund

Gross Costs 27,985 44,073

Less: Eamed Revenue

Met Program Costs 27,865 44 078
Total Program Costs 27,963 44,073

Net Cost of Operations (Motes 13 &16) 63,513 98,674






Department of Energy

U.S. Department of Energy Consolidated Statements of Net Cost
For the Years Ended September 30, 2011 and 2010

($ IN MILLIONS) FY 2011 FY 2010
STRATEGIC GOALS:
Transform Our Energy Systems
Program Costs &= 20 $ 17,315 | § 11.924
Less: Earned Revermes ™2 (8.400) (4.015)
Net Cost of Transform Cur Energy Systems 8.015 7.900
The Science and Engineering Enterprise
Program Costs ™= 43872 4204
Less: Faned Revemmes ™= 2 (32) 22
Net Cost of Science and Engineering Enterprise 4,840 4,272
Secure Our Nation
Program Costs ™= 20 16.698 15.601
Less: Eamned Revenues =20 (373) (387)
Net Cost of Secure Our Nation 16,323 15,304
Net Cost of Strategic Goals 30,078 27485
OTHER PROGRAMS:
Reimbursable Programs:
Program Costs 4257 4202
Less: Earned Revenues =21 (4.168) (4.169)
Net Cost of Retmbursable Programs g0 33
Other Programs otz 22)
Program Costs 826 806
Less: Eamned Revenues M= 21 (357) (363)
Net Cost of Other Proprams 469 443
Costs Applied to Reduction of Legacy Environmental Liabilities = 172433 (7.881) (6.515)
Costs Not Assigned ®=2) 21,235 2377
Net Cost of Operations 2% 3 43,000 | § 23,823






Department of Health and Human Services

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
CONSOLIDATED STATEMENT OF NET CosT
For THE YEARS ENDED SEPTEMBER 30, 2011, AND 2010

(1N MiLLIONS)

Responsibility Segments
Centers for Medicare & Medicaid Services (CMS)
Gross Cost
Exchange Revenue (Note 16)
CMS Met Cost of Operations

Cither Segments:
Administration for Children and Families [ACF)
Administration on Aging (AcA)
Agency for Healthcare Ressarch and Quality (AHRQ)
Centers for Disease Control and Prevention (CDC)
Food and Drug Administration (FDA)
Health Resources and Services Administration (HR3A)
Indian Health Service (IHS)
Mational Institutes of Health (MIH)
Office of the Secretary (08)
Program Support Center (PSC)
Substance Abuse and Mental Health Services Administration [SAMHSA)
Other Segments Gross Cost of Operations before Actuanal Gains and Losses
Actuarial (Gains) and Losses Commissioned Corp Retirement and
Medical Flan
Other Segments Gross Cost of Operations after Actuarial Gains and Losses
Exchange Revenue (Note 16)
Other Segments Net Cost of Operations
Net Cost of Operations

2044 2010
§  BI7383 § 789,713
63,6886} (B0,717)
753,697 728,99
54,027 56,369

1,569 1,530

553 86

10407 10,482

3,144 3,130

8,523 9,222

5,240 5,262

34,406 33776

5033 6,720

1,817 1,063

3,581 3,362

128,300 131,002

(82) {n

128,218 130,925
(3.782) (3,193
124,436 127,732

§ 878133 § 856728
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Department of Homeland Security page 1 of 2

Department of Homeland Security
Statements of Net Cost
For the Years Ended September 30, 2011 and 2010
(In Millions)

2011
Directorates and Other Components (Notes 23 and 24) _ (Unaundited)

m

2000
(Unaundited)

LS. Customs and Border Protechion

$11.773
(152}

11,613

12,975
(897)

12,078

2,531
(2.418)

113

14207
(3.,681)

10.516

410
(36)

M

2,061
(328}

1,233

3,750
(229}

Gross Cost §12.042

Lessz Eamed Revenue (178)

Net Cost 11,564
[L5. Coast Guard

Gross Cost 11.689

Less Eamed Revenue (668

Net Cost 11,021
75 Citizenship and Immigration Services

Gross Cost 2,513

Lessz Eamed Revenue (3.046)

MNet Cost (533)
Feaderal Emergency Management Agency

Gross Cost 17.158

Less Eamed Revenue (3,705)

Net Cost 13,453
Feaderal Law Enforcement Training Center

Gross Cost 441

Less Eamed Revenue (37

Net Cost 404
National Protection and Programs Directorate

Gross Cost 2417

Less Eamed Fevenue 914

Net Cost 1,503
L5 Immigratien and Custems Enfercement

Gross Cost 5,763

Less Eamed Revenue (149

MNet Cost 5,614

= Y
5,521
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Department of Homeland Security page 2 of 2
VAN L. 000

Department of Homeland Security
Statements of Net Cost
For the Years Ended September 30, 2011 and 2010
(In Millions)

2011 2010
Directorates and Other Components (Notes 13 and 24) _ (Unaudited) {(Unaudited)

Office of Health Affairs

Gross Cost 290 231

Less Eamed Revemme - -

Net Cost 00 131
Departmental Operations and Other

Gross Cost 16824 1.880

Less Eamed Feveme (8) (&)

Net Cost 1,916 1.5374
I75. Secret Service

Gross Cost 1.848 1,782

Less Eamed Feveme (14) (15)

Net Cost 1334 1,767
Setence and Technology Directorate

Gross Cost 288 287

Less Eamed Feveme (18) ()]

Net Cost 870 882
Transportation Secunty Administranion

Gross Cost 7469 6,631

Less Eamed Feveme (2278 (2.145)

Net Cost 5,190 4,486
Total Department of Homeland Seenrity

Gross Cost 64 442 61,120

Less Eamed Revenue (11.016) (10412

Met Cost Before Loss on Pension, OFEB, or OPEB

Assumption Changes 33426 30,708
Loss on Pension, ORB, or OPEB Assumption Changes
(Mote 16) 400 3,675

NET COST OF OPERATIONS 353,826 156,383
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Department of Housing and Urban Development

HUD FY 011 Agency Financial Report

Section IT
Department of Hroz=or and Urbaz Development
Cozzabidacmyr Stavmeni of Net Caze
Fer ths Year:s Ended Sepmmber 011 and 2010
(Doltars in b
ol b 0]

COETS

Faderal Hauziag Admizmiratian

Camoeas (sl (e 19) 3 Sy § 1,132

Less: Eoened Revenm: 2 1T} (2 R}

Pt Prosgrasn (osts 3 4 H) (1348}
Cevernment Nacanal Morcrape Azzeciatan

Carcsan (ot [z 19) (121} En

Less: Eoned Revenne [1,06T) (1 363}

Pzt Program Cosis i1, LEZ} {341}
Sectiom §

Careas (st [z 19) 28,653 17,795

Lezsa: Eamed Hevenne: - -

Pzt Program Cosis FLRRE] P
Law Esnt PublE: Honsing Leans xad Crane

(osss Cost (ois 19) LR 3441

Less: Esenad Reveno: - -

Pzt Prosgram Costs 4 3481
DOpsrating Subzidis:

Cvses Cost (ois 19) 4 B 4405

Less: Eoened Hevenos — -

Pt Prosgram (osts 4, iy 4,315
Hemziap for de Eldecly and Donabled

Camoss (sl (e 19) 1312 |

Less: Foened Hevenm: [2aT) (280}

Pt Prosgrasn (osts (W=D 1,01
Crmmaziir Develapmani Block Craniz

Careas (st [z 19) L] 7133

Less: Eoensd Hevenoe - -

Pt Program (oss TR N =]
HOME

Carvens (gt (M2 19} LETY 1ES1

Lezsa: Eamed Hevenne: - -

Pzt Prosgram Costs 2ETY ]|
Oeber

Cvses Cost (ois 19) 5601 3353

Less: Esened Revenoe [34) (47}

Pt Prosgram (osts 5,557 5,545
Ceatr Not Azrignsd ts Fragrams 171 191
Comzabidaced

Camosas (sl (e 19) il 148 36, BES

Less: Euemed Revenoe (3,537} 14,370}

XET COST OF OPERATIONS T -4 1 4 AN






Department of Interior page 1 of 2

Statement of Net Cost”™
for the year ended September 30, 2011

Provide Matural and Cultural Resource Protection

Gross Costs 5 B.537 412
Less: Eamed Revenues B10,047
Net Cost 7,727 365

Manage Energy, Water & Natural Resources

Gross Costs 4 006, 708
Less: Eamed Revenus 1,638 482
Met Cost 3,058,314

Advance Government to Government Relationships

Gross Costs 7.815,007
Less: Eamed Revenues |4
Net Cost 7523578

Provide a Scientific Foundation for Decision Making

Gross Costs 1,586,088
Less: Eamed Revenues 74,231
Net Cost 1212755

Building a 215t Century Department of the Interior

(Gross Costs 38418
Less: Eamed Revenue 3400
Net Cost 35,017

Reimbursable Activity and Other

Gross Costs 3,500,722
Less: Eamed Revenue 1,808,752
Net Cost 1,681,088
TOTAL

Gross Costs M6 BTE. 338
Less: Eamed Revenue 5,326,443
Net Cost of ions

{Motes 17 and 18) ¥ 21,540,808

* Due to a 2011 update to Interlor’s Strategic Plan, the Statement of Net Cost for 2011 and 2010 will not be
comparable and are presented separately. Please refer to Note 17 for additlonal informatlon.
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Department of Interior page 2 of 2

PRINCIPAL FINAMCIAL STATEMENTS

Statement of Net Cost*®
for the year ended September 30, 2010

Resource Protection

Gross Caosts 5 5,045,628
Less: Eamed Revenue T42.565
Net Cost 4,303,071

Resource Use

Gross Costs 4484 378

Less: Eamed Revenue 1,615,600

Net Cost 278,519
Recreation

Gross Costs 3502420

Less: Eamed Revenue 325,148

Met Cost 3,287 2T

Serving Communities

Gross Costs 5010444
Less: Eamed Revenue 550,819
Net Cost 5,359 625

Reimbursable Activity and Other

Gross Costs 2050858
Less: Eamed Revenue 1.813.333
Net Cost 1.337.520
TOTAL

Gross Costs 21,883,628
Less: Eamed Revenue 4.847.570
Met Ciost of Operations

{Notes 17 and 18] I

* Due to a 2011 update to Interlor's Strategic Plan, the Statement of Net Cost for 2011 and 2010 will not be
comparable and are presented separately. Please refer to Note 17 for additional Information.





Department of Labor

Financial Section

COMNSOLIDATED STATEMENT OF NET COST
For the Years Ended September 30, 2011 and 2010
[Dollars in Thousands)

2011 2010
NET COST OF OPERATIONS (Notes 1.5 and 15)
CROSSCUTTING PROGRAMS
Income maintenance
Gross cost § 129233668 § 173153232
Less eamed revenue (4.335,839) (4,302.214)
Net program cost 124 897 829 168 851 018
Employment and training
Gross cost 7,658,729 8420173
Less eamed revenue (13,914) {11 262)
Met program cost 7,644 815 B.408911
Laber, employment and pension standards
Gross cost 835,184 T79,994
Less eamed revenue (9,944) (8.872)
Met program cost 826,240 T7i122
‘Worker safety and health
Gross cost 996,362 1020139
Less eamed revenue (4,028) (6,025)
Net program cost 992 334 1014114
OTHER PROGRAMS
Statistics
Gross cost 683562 694,918
Less eamed revenue (14,320) (13.634)
Met program cost 672,242 681 284
COSTS NOT ASSIGMNED TO PROGRAMS
Gross cost 60,472 96,580
Less eamed revenue not attributed to programs (22,774) (9,453)
Met cost not assigned to programs 37,698 87 127

Net cost of operations $ 135071458 $ 179843576






Department of Justice

U. S. Department of Justice
Consolidated Statements of Net Cost
For the Fiscal Years Ended September 30, 2011 and 2010

Dollars in Thousands

Gross Costs Less: Earned Revenues Net Cost of
Intra- With the Intra- With the Operations
FY  sovernmental Public Total sovernmental Public Total (Note 18)

Goall 2011 § 1486363 § 4239731 § 5726094 § 446831 § 3117
010§ 1358260 § 4187272 § 5345532 0§ 474421 § 32,04

—_

e
[
o o

484000 % 35242083
306463 % 3

Goal2 2011 3,663,829 13,563,302 17,227,131 758,383 789,114 1,547,607 15,679,434
1010 3464016 13201427 16,663,443 751,806 736,287 1,488,003 15,177,350
Goal 3 2011 2328468 10,685,190 13,013,658 177487 522584 1,300,071 11,713,587
1010 2113376 10.436,797 12,350,173 801.044 480.246 1,281,290 11,268,883

Total 011

T478,660 § 18488,223 § 35066,883 § 1982001 § 1,348,576
010 i

6,935,652 § 1782549 5 M.76L1458 § 2,017271 § 1,248,573

$ 32,635,106
$ 31,485,302

o ||
o ||

Goal 11 Prevent Temonsm and Promote the Nation's Secunty
Goal 2:  Prevent Crime, Enforce Federal Laws, and Fepresent the Rights and Interests of the American People
Goal 3: Ensure the Fair and Efficient Admimstration of Justice





Department of State

FINAMNCIAL SBECTHIN

FRINCIPAL FINANCIAL STATEMENTE

CONSOLIDATED STATEMEMNT OF MET COST (NOTE 15)

fdollrs in milkons)
2010

For the Year Ended September 30, 2011 Restated [Mate 20}
Achieving Peace and Security

Tokal Cost § Fa21 3 7,033

Earned Revanua (1.131] [241)

Met PFrogram Costs 6,490 6,092
Governing Justly and Democratically

Tolal Cost 1.010 249

Earned Revanua [123) 77

Mat Program Costs BEF BF2
Investing in People

Tokal Cost 6,390 4,580

Earned Revanua (50 {33)

Met Frogram Costs &, 340 4,547
Promoting Economic Growth and Prospenty

Tolal Cost 1,450 1,547

Earned Revanua j20a) [125)

Met Program Coshs 1. 450 1422
Providing Humanitarian Assistance

Tolkl Cost 1947 1,785

Earnad Revanua — —

Met Frogram Costs 1,967 1,765
Promoting International Understanding

Tokal Cost 2211 2,668

Earned Revanua 349 [271)

Met Frogram Costs 2,562 2,395
Strengthening € lar and Manog t Capabilitizs

Tolal Cost 4,114 4,10

Earned Revanua [3.24%) |2.792)

Mat Program Costs 845 1.309
Executive Direction and Other Costs Mot Assigned

Tokal Cost 3,988 4,258

Earned Revanua (1.733] [1.743)

Mat Program Costs Before Assemption Changas 2,255 2,513

#ctuarial Loss on Pension Assumpiion Chonges (Mol 1, Moia 10) 444 612

Met PFrogram Costs 24699 3,125
Total Cost and Loss on .i.lm'lq:l"l'ol Chngﬂ 30,095 27 530
Total Revenue (6,835) {5.982)
Total Met Cost 5 23,260 $ 21,548

Tha accomponying nokes are an inkegrol part of s fnoncial sigemant.





Department of Transportation

PRINCIPAL STATEMENTS, CONT'D

CONSOLIDATED STATEMENTS ot the Parinds Endad

OF NET COST Septambar 20
DOLLARS IN THOUSANDS an 2010

Program Costs »o7E iv

SURFACE TRANSPORTATION

Gross costs 61,126,121 $61,585,071

Lass: earned revenue BO07,004 785,554

Net program costs 60,319.117 60,769,477

AIR TRANSPORTATION

Gross costs 17,214,141 17,266,745
Less: earned revenue 669,479 450,930
Mat program costs 16.544 662 16,775,815

MARITIME TRANSPORTATION

Gross costs 863,357 1,084 B53
Less: earned revenus 378 964 526,261
Net program costs 484,393 568,602

CROSS-CUTTING PROGCRAMS

Gross costs 138477 TITE4D
Less: earned revenue 301 204 a3,
Net program costs 71213 136,502
Costs not assigned to programs 411434 354,503
Less eamed ravanues not atiributed

to programs 3416 m

Met cost of operations $78,113,003 | $78,884.429






Department of the Treasury

U.5, Department of the Treasury | Fiscal Year zo11

Consolidated Statements of Net Cost
For the Fiscal Years Ended September 30, 2011 and 2010

(In Millions)
Cost of Treasury Operations: (Note 21) o041 2010
Financial Program
Gross Cost 5 15071 5 15.854
Less Earned Bevenue (=.633) [=,611)
Met Program Cost 13,038 13,243
Economic Program
Gross Cost (Mote 5) 404 314,138
Less Earned Bevenue (14.641) (16,504)
Met Program Cost (Fevenue) (9.037) 297,234
Security Program
Gross Cost 360 344
Lesz Earned Fevenue (3} (1)
et Program Cost 355 340
Managenyent Progran
Gross Cost 573 2
Less Earned Bevenue (37) (58]
Met Program Cost 516 526
Total Program Gross Costs 21,308 330,915
Total Program Gross Earned Revenmes (1=.336) {1g,575)
Total Program Cost before Changes in Actmarial Assumptions 3.072 311,343
(Gains) Losses on Pension, OFE, or OPEE Assumption Changes 105 Bzo
Total Net Cost of Treasury Operations (Mote 21) 4,16~ 312,163
Non-Entity Costs
Federal Diebt Interest 452,616 412,855
Festitation of Foregone Federal Debt Interest (Mote 16) B3 -
Less Interest Revenue from Loans (=6.815) [z2,258)
et Faderal Debt Interest Costs 426,66 390,597
Cther Federal Interest 3 3]
Cther Federal Costs (MNote 21) 13,743 12,753
Met GSEs Non-Entity Revenue (Note 8) (30.913) (56,678]
Administrative Services Income (1.010) -
Total Net Non-Entity Costs 300,058 346,675
Total Net Cost of Treasury Operations and Non-Entity Costs 5 Jo41535 5 655,841

The arramnaminag nates are an intearal naort of these fnanrial ctatements.





Department of Veteran Affairs

Part 1T - Consolidated Financial Statements

CONSOUDATED STATEMENTS OF NET COST |dollars in millions)
FOR THE YEARS ENDED SEPTEMBER 30, 011 2010

NET PROGRAM COSTS
BY ADMIMISTRATION |Mote 21 & 24)

Veterans Health Administration

Gros Cost 5 56,240 % 51,765

Less Earmed Revenue {3,719} |3, 6E1)

Met Program Cost 52,521 48084
Viederans Benefits Administration

Gross Cost 67395 50,522

Less Earmed Revenue (2,027) {2,057

Met Program Cost 65,368 57.B65
Natiomal Cemetery Administration

Gross Cost 79 174

Lesi Earned Revenue - -

Met Program Cost 173 174

Indirect Administrative Program Costs

Grosws Cost 4,494 4, 104
Lesi Earmed Reveniae (B73) {672)
Met Program Cost 3,E21 3,532

NET PROGRAM COSTS BY ADMINISTRATION BEFORE
CHAMNGES IN VETERANS BENEFITS ACTUARIAL LIABILITIES 121,989 109,755

CHANGES IN ACTUARIAL LIAEILTIES (Note 13)

COMPEMSATION:
Changes in Experience {10, 700y 122,400
Changes in Discount Rate Assumptions 51,900 110,500
Changes in Cast of Living Adjustment [COLA] Rate Assumptions 4,000 {45, 700)
Other Chamges 13 500 35,800
TOTAL COMPEMNSATION SE, 700 223,000
BURLAL-
Changes in Experience (200 -
Changes in Discount Rate Assumptions 200 300
Other Chamges 100 500
TOTAL BURLAL 00 EDO
MET (GAIN/LOSS FROM ACTUARIAL LIABILITY CHANGES 5B,900 213,800
MNET COST OF OPERATIONS [Note 21) ] 180,888 % 333,555

The accompanying notes ane an integral part of these Consolidated Financial Statements.





Agency for International Development

CONSOLIDATED STATEMENT OF NET COST

For the Years Ended September 30, 2001 and 2010

{In Thowsands)
OBJECTIVES 1011 1010
Peace and Security:
Gross Costs H 541,773 107938
Less: Earmed Revenue (4719 (6,895)
Met Program Costs B3T.044 1.07L4%4
Governing Justly and Democratically:
Gross Costs 1644205 1792491
Less: Earmed Revenue (9.37%) (24.286)
Met Program Costs 1634826 1. 768207
Investing in People:
Gross Costs 3,266,444 3,16233%
Less: Earned Revenue (203.361) (313.925)
Met Program Costs 3,063,083 1B48.414
Economic Growth:
Gross Costs 4,137,161 1513573
Less: Earned Revenue (BA7.933) [203.394)
Met Program Costs 3,149.278 2700,17%

Humanitarian Assistance:

Gross Costs 1,639.786 1637038

Less: Earned Revenue (8148) {T351)

Met Program Costs 1,631,640 1.629.087
Operating Unit Management:

Gross Costs 530837 381,361

Less: Earned Revenus {L365) (3.448)

Met Program Costs 5274872 377915
MNet Cost of Operations (Notes 15 and I1T) 5 11,143,693 5 10,406,198

The :I:I:Drr.r.\ir.'r.'r.g motEs anc an in:cgm] part of these staternents.
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Environmental Protection Agency page 1 of 3

Environmental Protection Agency
Consolidated Statement of Net Cost
For the Periods Ending September 30, 2011 and 2010
(Dollars in Thousands)

FY 2011 FY 2010
COSTS
Gross Costs (Note 20) 5 11.6577.224 § 12 406,265
Less:
Eamed Revenue (Mote 20) 698,331 693 454
NET COST OF OPERATIONS (Mote 20) § 10,878,893 % 11,712,781
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Environmental Protection Agency page 2 of 3

Environmental Protection Agency
Consolidated Statement of Net Cost by Goal
For the Period Ending September 30, 2011
(Dollars in Thousands)

Healthy Compllance &
Clean & Safe Land Prasarvation Communities & Envircnmental
Claan Alr Wiatar & Restoration Ecosystema Stewardship

Coats:
Intragovemmental -1 159,456 3 252, T4E 3 250,43 ¥ 335,757 I 182,243
With the Pubilc 1,035,680 5,135 894 2 130,995 1,288,505 614,514
Tatal Costs {Mobe 20) 1,195,136 5,378,642 2,571,437 1,625,262 06,757

Less:

Eamed Revanue, Federal 13,596 7333 124,874 12,010 3,607
Eamed Revenue, non Federal 1,034 1,458 454 249 ] 1,455
Total Eamed Revenue {Mole 20) 14,620 8,79 619,123 50,735 5.D62

HET COST OF OPERATIONS (Mote 20) & 1,180,516 $ 5,363.851 $ 1,952 304 $ 1574527 $ 801,695

Consolldated
Tiotala

Cosats:
Intagovemmental $ 1,350,635
With the Pubilc $§ 10 S5B83
Total Costs (Mobs 20) 11,577,224

Less:

Eamed Revenue, Federal $ 161,410
Eamed Revenue, non Faderal ] 536,521
Total Eamed Revenue {Mole 20 638,331

MNET COST OF OPERATIONS (Nobta 20) § 10,878,833






Coats:
Intragowemmental
With the Pubilc
Total Costs (Note 20)

Less:

Eamed Rewvenue, Federal
Eamed Revenue, non Fegearal
Total Eamed Revenue (Mol 20)

HET COST OF OPERATIONS (Mota 20)

Coats:
Intragovemmental
With the Pubilc
Total Costs (Note 20)

Less:

Eamed Reverue, Federal
Eamed Rewenue, non Fagaral
Total Eamed Revenue (Mote 20)

HET COST OF OPERATIONS (Mota 20)

Environmental Protection Agency page 3 of 3

Environmental Protection Agency
Consolidated Statement of Net Cost by Goal
For the Period Ending September 30, 2010
(Dollars in Thousands)

Land Healthy Compliancs &
Clean & 5afa Pragervation & Communities & Envircnmantal
Clean Alr ‘Watsr Restoration Ecoaysisms Stewardship

z 170,677 L 193,458 3 2,734 5 283,850 5 182293

1,043,124 6,157,330 2096211 1,268,653 E15.931

121880 6,350 766 2,438 545 1,550 5003 738230

18,923 2,803 103,887 64,034 3400

5,906 2,534 446 562 42 144 1,434

24829 5,327 550,256 108,178 4,834

§ 1133372 $ 6385455 $ 1888683 § 1451325 H T IEE
Consolldated

Totals

$ 1183016
$ 11,223.249
12,406 255
$ 192,247
$ 500,657
£93,484

$ 11712781
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General Services Administration

FINANCIAL SECTION

U5, General Services Administration

Consolidating Statements of Net Cost
For the Fiscal Years Ended September 50, 2011 and 2010
(Diallars in Millions)

211 2010
Nee Revenues from Net Revennes from
[Cast of) (Cost of )
Revennes Expenses Opetations Revenues Expenses Opetations
FEoSRL DOV T ]

Eui|di:|s{}p|:ruinr_s - Government Orwned £ 4,566 4,202 L1 374 £ 430 $ 31842 L3 548
Bailding Operations - Leased 6,437 6570 (133) 6064 6,189 (123}
Sabeotal 11,003 10,862 141 L0454 10,031 423

ACQUISITION SERVICES FUND:

General Supplies and Services 1674 LETH 4 LE24 1789 35
Travel, Motar Vehicles, and Card Services 1,987 1,805 [ 2085 BB7 98
Integrated Technology Services 1,454 1,400 54 L46T 1456 11
Assisted Acquisition Services 4,305 4,295 L1} 3937 3933 4
Other Programs 57 G {3 49 G0 (11)
Subeotal G477 320 157 9362 92115 137
Warking Capital Fund 449 485 {36) 433 432 1
GSA OF and OGP Fands 154 {132) 21 149 (128)
Other Fands 7 151 (144) 49 63 (214)
Subeatal 478 790 (312) 503 Bt (341)

INTRA-GSA ELIMINATIONS:
Less: Intra-GSA Eliminations

H‘

732 779 (47)

825 {48)

GSA Consolidated Totals $ 20,226

£ 20,193

§ 19275 267

FY 2011 AGENCY FINANCIAL REPORT « GSA gow
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National Aeronautics and Space Administration

Mational Aeronautics and Space Administration
Consolidated Statement of Net Cost
For the Fiscal Years Ended September 30, 2011 and 20410
{In Millions of Dollars)

Audited

2011

Cost by Ressarch and Development and Other Initiatives (Mote 13):

Acronautics Ressarch
Gross Costs 5 BO& 3 18
Less: Eamed Rewvenue 18 118
Met Costs () a7
Exploration Systems
Gross Costs 5 4,781 3 5,360
Less: Eamed Rewvenue 68 E2
Met Cosis 4773 5208
Science
Gross Costs 5 7.030 3 B EaT
Less: Eamed Rewvenue 1,012 E49
Met Costs 6,011 8,048
Space Operations
Gross Costs 5 7.253 3 965
Less: Eamed Rewvenue 58 429
Met Costs 7.185 8,265
Met Cost of Operations
Total Gross Costs 5 19,682 3 22 567
Less: Total Eamed Revenue 1,264 1,259

Net Cost 18,618 21.308






National Science Foundation

Principal Financial Statements

National Science Foundation
Statement of Net Cost
For the Years Ended September 30, 2011 and 2010
{(Amounts in Thousands)

Program Costs 2011 2010
Research and Related Activities
Gross Costs 5 6,004,357 $ 5.871,545
Less: Earned Revenues (110.458) (93,667)
Net Research and Related Activities 5,893,899 5,777,878

Education and Human Resources

Gross Caosts $ 836,755 § 715422
Less: Eamed Revenues (8.350) (8.859)
Net Education and Human Resources 828,405 76,563

Major Research Equipment and Facilities Construction

Gross Costs b 261,705 % 178,840

Less:  Eamed Revenues - -

Net Major Research Equipment and Facilities Construction 261,705 178,840
Costs Not Assigned to Other Programs

Gross Costs $ 155085 8 171,825

Less: Earned Revenues - -

Net Costs Not Assigned to Other Programs 155,985 171,825

Net Cost of Operations (Notes 7 and 13) $ 7,139994 § 6,895,106
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Nuclear Regulatory Commission

R —

STATEMENT OF NET COST Thousands)

For the years ended September 30,

2011 2010
Nuclear Reactor Safety and Security
Gross costs $ 857,569 | § 882,591
Less: Earned revenue (786,741) (836,303)
Total Net Cost of Nuclear Reactor Safety and Security (Note 9) 70,828 46,288
Nuclear Materials and Waste Safety and Security
Gross costs 239,350 257,862
Less: Earned revenue (101,919) (87,178)
Total Net Cost of Nuclear Materials and Waste Safety and Security (Note 9) 137,431 170,684
Net Cost of Operations $ 208,259 § 216,972

29





Office of Personnel Management

LS. OFFICE OF PERSOMMEL WA MAGEMENT
COMSOLIDATED STATEMENTS OF MET COST
For e Years Ended September 30, 201 and 21010
(i Miffions)
FYzam FY 20
Gross DsE 520300 £39.293
Lesg Earmed Rewenue 21,508 23,90
(¥
P . Net Cost {120 13303
55 Benelits M6z fLoss on Pens bon, ORE, or OPEB
s sumption Chamges Maote54] na2 5548
Met Cost of Qpeations [Motes 9 and 10] £100M ET0954
Gross Coshs 518,567 S40.n2
Lesg Earnad Revenie 41288 38.M8
(¥
Provide Nat Gt 22127 184
FERS Banafits ) fLoss on Pens bon, ORE, or OPEB
hssumption Changes Mote 5i] 2525 29502
et Cost of Dpemtions [Motes 9 and 10] 1520794 531,766
Gross LS 4328 541966
Less Earnad Revenue M 3608
(¥
P a Met Cost GATY 4353
Wealth Benefits MG fLoss on Pens ban, ORE, or OPEB
Aszumiption Dhanges Mote 58] N2654] {1272)
Met Cost of Opemtions [Motes 9 and 10] 56,1950 53,086
Gross DSl 4078 4,39
Less farmed Rewsnus 4 442 433856
Provide Mt Dot 354] 13
Life insorance .
anlfLoss on Pens bon, ORE, or OPER
. Gan) n, OKE,
Assumiption Changes Maole 5C) i 24T
Met Uost of Opeateons [ Motes 9 and 10] (51.238) 2490
g - Grass Doshs 1998 51651
Human Resource Lesg Earmed Rewenue 1891 187
Seruoey et Cast aof Opemtions [Motes 9 and 161 s 53
Gross DsE 586278 U7 AN
Less farmed Rewsnue 1E2'a LETE
Terbai Net Cost {100 FAIEF
ﬂ"ﬂ Cost (Gain)Loss on Pens bon, ORE, or OFER
Gper Ass umpion Changes Modes 58, 3B, and 5] ) 85588
Met Uost of Opeateons [ Motes 9 and 10] (31440 108 380

e accompanying n ofes arean integral part of fie financials&fements.
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Small Business Administration

U. 8. Small Business Administration

Consolidated Statement of Net Cost
For the years ended September 20, 2011 and 2010

(Daflars in Thousand's)

201 2010

STRATEGIC GOAL 1:
Growing Businesses and Creating Jobs

Gross Cost 3 4,000,361 $ 5,799,783

Less: Earned Revenue 696,210 626,087
Net Cost of Strategic Goal 1 3,304,151 5,173,696
STRATEGIC GOAL 2:
Building an SBA that Meets the Needs of Today's
and Tomorrow's Small Businesses

Gross Cost 6,132 5,343
Total Program Cost of Strategic Goal 2 6,132 5,343
STRATEGIC GOAL 3:
Serving as the Voice for Small Business

Gross Cost 13,454 12,738
Total Program Cost of Strategic Goal 3 13,454 12,738
COST NOT ASSIGNED TO STRATEGIC GOALS

Gross Cost 136,825 85,420
Total Program Cost Not Assigned to Sirategic Goals 136,825 85,420
Net Cost of Operations $ 3,460,562 $ 5277197

Note 12, Note 14

The accompanying notes are an infegral part of these stataments.





Social Security Administration

Financial Section

Consahdated Statements of Net Cost for the Years Ended - k

September 30, 2011 and 2010
(Dollars in Mi!lmns} .
2010
OASI Program
Benefit Payments 574,223
Operating Expenses (Note 10) 3.584
Total Cost of OASI Program 577,807
Less: Exchange Revenues (Notes 11 and 12) (15)
Net Cost of OASI Program 577,792
DI Program
Benefit Payments 121,598
Operating Expenses (Note 10) 3,028
Total Cost of DI Program 124,626
Less: Exchange Revenues (Notes 11 and 12) (42)
Net Cost of DI Program 124,584
SSIProgram
Benefit Payments 43,844
Operating Expenses (Note 10) 3,798
Total Cost of SSI Program 47,642
Less: Exchange Revenues (Notes 11 and 12) (301)
Net Cost of SSI Program 47,341
Other
Benefit Payments 8
Operating Expenses (Note 10) 2,546

Total Cost of Other Program : - e 2,554

Less: Exchange Revenues (Notes 11 and 12) - ”(9) , (10)
Net Cost of Other 2228 2,544
Total Net Cost :

Benefit Payments 769566 739,673

Operating Expenses (Note 10) 13,586 12,956

Total Cost : 783,152 752,629

Less: Exchange Revenues (Notes 11 and 12) e 4y (368)
Total Net Cost $ 782,728 $ 752,261

The accompanying notes are an integral part of these financial statements.

SSA’s FY 2011 Performance and Accountability Report 101
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