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MEETING OBJECTIVES  
 To provide an educational session and respond to questions posed by a member 


regarding the Federal Reserve System 
BRIEFING MATERIAL 
Board member Sam McCall submitted questions regarding the Federal Reserve System 
to staff shortly before the June board meeting. The attached memo presents Mr. 
McCall’s questions followed by staff responses. Attachments also provide (1) summary 
information describing the Federal Reserve System, (2) relevant excerpts from the 
publication The Federal Reserve System-Purposes and Functions, and (3) Sections 1 
through 19 of the Federal Reserve Act. 
 
BACKGROUND 
Mr. Donald V. Hammond, Deputy Director, Division of Reserve Bank Operations and 
Payment Systems, Federal Reserve Board of Governors, will join us at the meeting. In 
addition to his role at the Federal Reserve, Mr. Hammond represented Treasury on the 
Board during his tenure as fiscal assistant secretary. This provides an excellent 
opportunity for those members who were not serving on the Board during prior visits by 
Federal Reserve staff to learn more about the Federal Reserve. 
 
If you have any questions before the meeting, please contact staff. 
 


                                            
1 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official 
positions of the FASAB are determined only after extensive due process and deliberations. 
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MEMO WITH STAFF RESPONSES 
 
To: Wendy Payne 
From: Sam McCall 
Re:  Federal Reserve Banks 
Date: June 6, 2012 
 
As you are aware, there have been several discussions about the Federal Reserve Board and Federal Reserve 
Banks over the last several months.  As the most recent member to join the Board, I have tried to get a feeling 
about how the Federal Reserve Board and Banks relate to the federal government from the FRB 
representatives attending FASAB meetings and from other Board members that have more background on the 
topic from discussions before I came on the Board in January 2012.   


I believe at this point the Federal Reserve Banks meet the inclusion principles in at least two areas.  Where we 
go from here as to whether they are core or non-core and how that information and relationship is to be 
reported will be further addressed and refined as we go forward.  Even so, I have the following questions that I 
would like to have input on as follows: 


1. In David Mosso’s January 23, 2012 paper prepared for the Fordham Conference on “The Question – 
Representation Without Accountability,” he observes that if the Federal Reserve Banks were 
consolidated into the US Financial Report, total accrual basis liabilities would increase by $2.0 trillion 
dollars.  If possible, I would like for staff to provide to me a worksheet that shows the financial 
statements (balance sheet presentations may be all that is necessary) of the US Government in one 
column at a high level and the Federal Reserve Banks in another column at a high level and then the 
entries that would be made if the Banks were consolidate with the US Government financial 
statements.  


Response: See condensed worksheet on the following page.  
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I would also like to see the entries (with explanation) that would be made to address all points made in 
Mr. Mosso’s paper (if correct) relating to the Federal Reserve Banks (pages 10-11 of his paper).  With 
due respect to Mr. Mosso, if there are weaknesses in his observations relating to consolidation of the 
Federal Reserve Banks with the US Governments financial statements, please provide the alternative 
viewpoints.  However, at this point, his comments seem worthy of further consideration.          


Response: See Mr. Mosso’s comments followed by staff comments. 


Excerpt David Mosso’s Comments relating to entries: 


Consolidating the Federal Reserve throws light on the money creation process, commonly called the 
printing press.  It works like this.  The Treasury sells securities to finance the federal deficit.  That is 
roughly neutral with respect to the money supply – what the Treasury takes out of the money supply 
by borrowing, it puts back in with deficit spending.  Now if the Federal Reserve buys Treasury 
securities in the market, the effect in the consolidated balance sheet is a reduction in Treasury 
securities held by the public and an increase in member bank reserves, the base of the money supply.   


The net effect of those transactions – selling Treasuries with deficit spending, and buying Treasuries 
with credit to member bank reserves – is that the Treasury securities transactions cancel out in 
consolidation leaving an increase in deficit spending and an increase in the money supply.  The printing 
press transforms federal debt from one form of federal liability, Treasury securities held by the public, 
to another form of federal liability, member bank reserves.  Thus consolidation brings clarity to the 
mysterious printing press process by taking away two cards from the three card monte kind of shuffle 
involved in fragmented reporting. 1


 


 


Presently, when a Federal Reserve Bank purchases Treasury securities in the open market the entry to 
FRB accounts is: 


Debit – Treasury Securities 


 Credit – Deposits (Depository Institutions) 


The credit to a depository institution’s account increases the funds available to that bank (and member 
bank reserves). The debit to Treasury Securities recognizes the FRB now has an asset. (Note the effect 
on deposits is generally the same if the purchase is from an individual rather than a bank. Money 
supply increases in either case.) (See page 13 for an excerpt from the Federal Reserve System’s 
Purposes and Functions document.) 


                                                           
1 For the complete text of Mr. Mosso’s remarks see - http://fordhamcorporatecenter.org/files/2012/01/David-
Mosso-Conference-Remarks-1.23.122.pdf  (last accessed August 15, 2012). 


 



http://fordhamcorporatecenter.org/files/2012/01/David-Mosso-Conference-Remarks-1.23.122.pdf�
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I believe Mr. Mosso’s point regarding presentation under consolidation is the US government would 
no longer report the amount of securities held by the FRBs as Treasury Securities (debt held by the 
public in the consolidated financial statements of the US Government) and would instead show the full 
amount of “deposits-depository institutions” and the Federal Reserve Notes outstanding as liabilities. 
(The total amount of deposits and reserve notes is not necessarily equal to Treasury Securities – so 
there would be an increase in the total liabilities upon consolidation.) 


 


Mr. Mosso refers to the FRB acquisition of Treasury Securities as the ‘printing press.’ Others 
sometimes refer to this as “monetizing the debt.” Monetization of government debt generally is the 
practice of a government issuing debt that is ultimately purchased by the central bank. This may be 
viewed as the government creating money  - through the central bank - to meet its needs.  


This concept can be difficult to understand when one removes the central bank role – that is, moves 
from a two step process to a single step (as consistent with the goal of consolidated financial 
statements intended to show activity of components as if the actions were those of a single economic 
entity).2


Debit – Liability for tax refunds 


 I found the following example helpful. If taxpayer refunds were settled by the government 
simply increasing the taxpayer’s bank account balance by the amount of the refund then the entry on 
the government’s books might look like this: 


 Credit – Deposits (Depository Institutions) 


I believe the above explains the mechanics of the possible effect on a government’s balance sheet if 
the central bank were consolidated but it does not explain the information’s significance to a user.  I 
have not explored deeply the underlying concept of monetization of debt and whether consolidation 
of central bank activities (especially monetary policy) with general government activities would lead to 
a more useful and understandable presentation.  I gather the presentation of the liability as “deposits-
depository institutions” instead of “debt” on a government’s balance sheet is intended to provide 
information useful in forming expectations regarding future inflation. The federal financial reporting 
objectives do not explicitly address informing users’ expectations regarding inflation.  A further effect 
noted in Mr. Mosso’s illustration is that the overall liability balance would increase since Federal 
Reserve Notes Outstanding and Deposits together generally exceed the Federal Reserve Bank holdings 
of Treasury securities.  


If the Board wishes to explore options for improving the balance sheet’s usefulness in this regard, I 
advise that we invite participation of experts in this area. My initial reading suggests, not surprisingly, 
there are competing views among economists regarding whether meeting a government’s cash needs 
through increases in debt or deposits (increasing the money supply) would lead to different inflation 
outcomes. Further, considering how the inclusion of Federal Reserve Notes Outstanding and Deposits 


                                                           
2 Note that the Federal Reserve Act, Section 14, authorizes purchases of Treasury Securities in the open market (rather 
than directly from the Treasury).  
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on the consolidated balance sheet of the US government might support meeting the federal financial 
reporting objectives would be advisable. 


***************************************************************************** 


2. In my review of the on-line 2011 FRB (Banks) financial statements, liabilities total $2.865 trillion.  Of 
this amount, $1.562 trillion is shown as a liability for Depository Institution Deposits.  This $1.562 
trillion liability seems to relate directly to the operation of the Banks.  The bulk of the remaining 
liabilities are for Federal Reserve Notes Outstanding.   


What is the entry and explanation for this amount?   


Response: “Federal Reserve Notes Outstanding” (FRNO) represents currency in circulation. The FRNO 
balance is affected when a member bank requests a shipment of currency. The Deposits - Depository 
Institution balance decreases (because they use their deposits to “pay” for currency) and the FRNO 
balance increases. As the economy grows, there is an expectation that the FRNO balance will grow to 
facilitate the increased cash transactions needed to support more economic activity.  The entry is: 


Debit – Deposits (Depository Institutions) 


 Credit – Federal Reserve Notes Outstanding 


This shows that the depository institution exchanged its reserve balances (deposits at the FRB) for 
currency. (See page 12-13 of this memo for an excerpt from the Federal Reserve System Purposes and 
Functions document for further explanation of the entries.3


The Federal Reserve Banks combined financial statements describe the liability for Federal Reserve 
notes as follows: 


 Note that the Purposes and Functions 
document also provides explanations of the actions the Fed may take to adjust the federal funds rate 
or the money supply. The document is helpful in understanding the changes in the Federal Reserve 
Banks’ combined balance sheet in the context of monetary policy.)  


k. Federal Reserve Notes 
Federal Reserve notes are the circulating currency of the United States. These notes, which are 
identified as issued to a specific Reserve Bank, must be fully collateralized. 
All of the Reserve Banks’ assets are eligible to be pledged as collateral. The collateral value is equal to 
the book value of the collateral tendered with the exception of securities, for which the collateral value is 
equal to the par value of the securities tendered. The par value of securities sold under agreements to 
repurchase is deducted from the eligible collateral value. 
The Board of Governors may, at any time, call upon a Reserve Bank for additional security to 
adequately collateralize outstanding Federal Reserve notes. To satisfy the obligation to provide 
sufficient collateral for outstanding Federal Reserve notes, the Reserve Banks have entered into an 
agreement that provides for certain assets of the Reserve Banks to be jointly pledged as collateral for 


                                                           
3 http://www.federalreserve.gov/pf/pf.htm  - last accessed August 7, 2012. 
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the Federal Reserve notes issued to all Reserve Banks. In the event that this collateral is insufficient, 
the Federal Reserve Act provides that Federal Reserve notes become a first and paramount lien on all 
the assets of the Reserve Banks. Finally, Federal Reserve notes are obligations of the United States 
government. 
“Federal Reserve notes outstanding, net” in the Combined Statements of Condition represents the 
Federal Reserve notes outstanding, reduced by the Reserve Banks’ currency holdings of $180 billion 
and $193 billion at December 31, 2010 and 2009, respectively. 
At December 31, 2010 and 2009, all Federal Reserve notes issued to the Reserve Banks were fully 
collateralized. At December 31, 2010, all gold certificates, all special drawing right certificates, and $925 
billion of domestic securities held in the SOMA were pledged as collateral. At December 31, 2010, no 
investments denominated in foreign currencies were pledged as collateral. 
 


From where does the amount come?  


Response: The amount accumulates as currency is distributed to the public through depository 
institutions and may contract as currency is destroyed (e.g., damaged notes not exchanged for new 
notes).  


********************************************************************************* 


To what entity is the amount owed?   


Response: The obligation is to the holder of each Federal Reserve note.  


Currency is used as legal tender. An individual Federal Reserve note may be exchanged for a new 
Federal Reserve note(s) of equal amount. The federal accounting concepts define a liability as follows: 


A liability is a present obligation of the federal government to provide assets or services to 
another entity at a determinable date, when a specified event occurs, or on demand.   


 
From the federal government’s perspective, it is obligated to accept Federal Reserve notes in exchange 
for assets. An example is that the federal government must accept Federal Reserve notes in settlement 
of taxes owed (an asset of the government).   
 
********************************************************************************** 


3. In the notes to the financial statements for the Federal Reserve Banks (starting on page 8), the FOMC 
is identified as the entity “authorizing and directing” the FRBNY and the FRB (Banks) to purchase 
significant amounts of Treasury securities and GSE debt securities and federal agency and GSE MBS.  If 
the FOMC can direct the Federal Reserve Bank to purchase significant sums of Treasury securities, then 
how independent are the Federal Reserve Banks from the federal government?  If you are not 
comfortable answering this question, then please provide or obtain comments on thoughts on who 
might be able to respond to this question as it relates to the control inclusion principle. 
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Response: We have provided principle-based standards for the Board’s consideration and have 
avoided directly naming organizations that meet the inclusion principles. I believe it is consistent 
with a principle-based approach to allow each member to form a judgment regarding whether 
the Federal Reserve Banks and/or the Board of Governors (and the Federal Open Market 
Committee) meet an inclusion principle.  


To support your consideration, I have included summary information regarding the Federal 
Reserve System as attachment 1 to this memo. The attachment provides a chart staff created and 
is followed by text from the Federal Reserve Bank of Atlanta. Discussion among members may 
help answer your question. An important consideration is whether you believe the principles are 
clear enough to be applied by the preparer and auditor to individual entities such as those 
comprising a central banking system. Attachment 3 also provides a portion of the Federal Reserve 
Act. You may find this helpful in considering whether the inclusion principles can be applied as 
written without undue ambiguity. 


Note that the process envisioned in the draft standards is to first assess whether the organization 
meets at least one of the inclusion principles (in the budget, owned, or controlled). If the 
organization does meet an inclusion principle, then assess whether consolidation (core) or 
disclosure (non-core) is more appropriate.  This assessment includes consideration of the degree 
of independence – in a relative rather than an absolute sense – of the organization.  For example, 
it is possible to determine that an organization is controlled by elected officials but also permitted 
relative independence (to insulate it from political influence). Such an entity might then be more 
appropriate for disclosure rather than consolidation (that is, a non-core entity). Staff has 
developed the following table and would be interested in whether you believe this would be 
helpful to readers in understanding the process. It is simpler than the flow chart and may be a 
useful preamble to the flow chart. 


 


Organizations to Include in the General Purpose Federal Financial Reports  
- to provide accountability 


Entities in the budget, owned or controlled 
Entities to be Consolidated Entities to be Disclosed 


Taxpayer supported 
Governed by elected officials 
Imposes risks and rewards on taxpayers 
Provides goods and services on a non-market basis 


 


Not taxpayer supported 
Not governed directly by elected officials 


Limited risks/rewards posed on taxpayers 
Provides goods and services on a market basis 


 


******************************************************************************** 


Thank you and please contact me if any of my questions are not clear or require further discussion. 







8 


Attachment 1 – Federal Reserve System


 


Three Class B - Elected by 
Member Banks (Cannot be 


officers, directors, or 
employees of a bank) 


 
Three Class C - Appointed by the 
Board of Governors (Cannot be 


officers, directors, employees or 
stockholders of a bank) 
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Overview - From the Federal Reserve Bank of Atlanta 


http://www.frbatlanta.org/pubs/frstructurefunctions/structure.cfm#fomc?printable 


 


The Fed's Structure 


To safeguard the Federal Reserve from short-term political pressures, the Fed was set up to 
be “independent” within the government. The Fed operates on its own earnings rather than 
on congressional appropriations, and the members of its Board of Governors are appointed 
for long, staggered terms, limiting the influence of day-to-day political considerations. 


But the Federal Reserve works within the government in the sense that it formulates 
monetary policy to achieve overall goals set by Congress and the president. Although the 
Federal Reserve's specific decisions do not have to be approved by the president or the 
executive branch, the Fed must report to Congress, which created it. Congress has the 
power to alter or even abolish the Federal Reserve at any time. 


The Fed's unique structure also provides internal checks and balances, ensuring that its 
decisions and operations are not dominated by any one part of the system. 


The Board of Governors 
The Board of Governors, located in Washington, D.C., is a federal government agency. It 
consists of seven members appointed by the president and confirmed by the Senate for 
staggered 14-year terms. The chairman and vice chairman are designated by the president, 
with Senate approval, for four-year terms (renewable during their board-member terms). 


The Board of Governors regularly reports to Congress, giving an annual report on operations 
and semiannual reports on the state of the economy and the Fed's objectives for the growth 
of money and credit. The chairman meets regularly with the president and the secretary of 
the Treasury. Board members testify  
frequently before congressional committees and meet frequently with the president's Council 
of Economic Advisers and other key economic officials. 


Board members participate in formulating monetary policy, along with Reserve Bank 
presidents, through the Federal Open Market Committee (see below). The Board has sole 
responsibility for setting reserve requirements for depository institutions and approves 
discount rate changes proposed by Reserve Bank directors. 


The Board establishes and administers financial safety and soundness and consumer 
protection regulations and administers regulations regarding bank consolidation. The Board 
also oversees Reserve Banks' services to depository institutions, bank supervision functions, 
and accounting procedures and approves Reserve Banks' budgets. 



http://www.frbatlanta.org/pubs/frstructurefunctions/structure.cfm#fomc?printable�
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Federal Reserve Banks 
Federal Reserve Banks are the decentralized element of the U.S. central bank. The 12 
Reserve Banks are located in Boston, New York, Philadelphia, Cleveland, Richmond, Atlanta, 
Chicago, St. Louis, Minneapolis, Kansas City, Dallas, and San Francisco. Branches are 
located in 25 other cities, and all but two Reserve Banks have at least one branch. 


 


Each Federal Reserve Bank is separately incorporated, with a board of nine directors. 
Reserve Banks generate their own income, which comes mainly from interest on government 
securities acquired through open market operations. Each year, Reserve Banks turn over to 
the U.S. Treasury earnings in excess of the amount they need to pay expenses and 
dividends to member banks, to maintain a surplus equal to paid-in capital, and to pay 
operating expenses. 


Reserve Bank directors, under the Board of Governors' supervision, oversee their bank's 
operations and appoint and recommend salaries of the bank's president and first vice 
president. Of the nine directors, six—three class A, representing the banking industry, and 
three class B—are elected by member banks, including all nationally chartered banks and 
state-chartered banks that meet certain requirements. Three class C directors, including the 
chairman and deputy chairman, are appointed by the Board of Governors. Class B and C 
directors represent agriculture, commerce, industry, labor, and services in the Federal 
Reserve District; they cannot be officers, directors, or employees of a bank, and class C 
directors cannot be bank stockholders. 
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Advisory Committees 
Three committees advise the Board of Governors, providing information on various 
groups affected by Fed policies.  


• The Federal Advisory Council confers with the Board of Governors at least four 
times a year on economic and banking issues.  


• The Consumer Advisory Council, representing consumers and institutions that 
finance them, meets with the Board three times a year.  


• The Thrift Institutions Advisory Council meets with the Board three times a year 
to share information and views on the special needs and problems of thrift 
institutions. 


Advisory committees at the individual Reserve Banks advise the banks on these and 
other interests at the regional level. 


 


Branch banks' boards have five or seven directors; the majority are appointed by head-office 
directors and the rest by the Board of Governors. 


Reserve Banks monitor national and international economic conditions and provide 
information on their districts that is used in formulating monetary policy. Reserve Banks hold 
reserve balances for and serve as “lender of last resort” to depository institutions. Directors 
establish the discount rate charged on such loans, subject to approval by the Board of 
Governors. 


Reserve Banks also examine and supervise certain types of depository institutions and 
provide payment services to depository institutions and the U.S. Treasury. 


Federal Open Market Committee 
 


 


The Federal Open Market Committee (FOMC) directs open market operations, the most 
important tool of monetary policy. The committee meets in Washington, D.C., eight times a 
year and holds additional meetings or telephone consultations as needed. 
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The FOMC comprises 12 members—the seven members of the Board of Governors and five 
Reserve Bank presidents, one of whom is the president of the Federal Reserve Bank of New 
York. Other presidents serve one-year terms on a rotating basis, and all presidents 
participate in each meeting. 







Attachment 2: Excerpt from the Federal Reserve System Purposes and Functions 
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Attachment 3 – Federal Reserve Act 
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Section 1. Short Title and Definitions  


1. Short Title *  


Be it enacted by the Senate and House of Representatives of the United States of America in Congress 
assembled, That the short title of this Act shall be the "Federal Reserve Act."  


[12 USC 226. Part of original Federal Reserve Act; not amended.] *  


 2. Definition of "Bank"  


Wherever the word "bank" is used in this Act, the word shall be held to include State bank, banking association, 
and trust company, except where national banks or Federal reserve banks are specifically referred to. For 
purposes of this Act, a State bank includes any bank which is operating under the Code of Law for the District 
of Columbia.  


[12 USC 221. Part of original Federal Reserve Act. As amended by act of Oct. 13, 2006 (120 Stat. 2001). † ]  


 3. Definitions of Other Terms  


The terms "national bank" and "national banking association" used in this Act shall be held to be synonymous 
and interchangeable. The term "member bank" shall be held to mean any national bank, State bank, or bank or 
trust company which has become a member of one of the reserve banks created by this Act. The term "board" 
shall be held to mean Board of Governors of the Federal Reserve System; the term "district" shall be held to 
mean Federal reserve district; the term "reserve bank" shall be held to mean Federal reserve bank; the term 
"the continental United States" means the States of the United States and the District of Columbia.  


 4. Definition of "Bonds and Notes of the United States"  


The terms "bonds and notes of the United States," "bonds and notes of the Government of the United States," 
and "bonds or notes of the United States" used in this Act shall be held to include certificates of indebtedness 
and Treasury bills issued under section 3104 of title 31.  


[12 USC 221. As amended by acts of June 25, 1959 (73 Stat. 142) and Sept. 13, 1982 (96 Stat. 1058). For further definitions, see 
section 2 of Banking Act of 1933, approved June 16, 1933. Section 203(a) of the Banking Act of 1935, approved Aug. 23, 1935 (49 
Stat. 704), provided: "Hereafter the Federal Reserve Board shall be known as the 'Board of Governors of the Federal Reserve 
System', and the governor and vice governor of the Federal Reserve Board shall be known as the 'chairman' and the 'vice 
chairman', respectively, of the Board of Governors of the Federal Reserve System." Accordingly, the words "Federal Reserve 
Board", "governor", and "vice governor", wherever they formerly appeared in the Federal Reserve Act (or in other acts of Congress), 
have been changed here to read "Board of Governors of the Federal Reserve System", "chairman" and "vice chairman", 
respectively, notwithstanding the fact that such change has not been made by specific amendment of the law.  


Section 2. Federal Reserve Districts 


1. Establishment of Reserve Cities and Districts 
As soon as practicable, the Secretary of the Treasury, the Secretary of Agriculture and the Comptroller of the 
Currency, acting as "The Reserve Bank Organization Committee," shall designate not less than eight nor more 
than twelve cities to be known as Federal reserve cities, and shall divide the continental United States, 
excluding Alaska, into districts, each district to contain only one of such Federal reserve cities. The 
determination of said organization committee shall not be subject to review except by the Board of Governors 
of the Federal Reserve System when organized: Provided, That the districts shall be apportioned with due 
regard to the convenience and customary course of business and shall not necessarily be coterminous with 
any State or States. The districts thus created may be readjusted and new districts may from time to time be 
created by the Board of Governors of the Federal Reserve System, not to exceed twelve in all. Such districts 
shall be known as Federal reserve districts and may be designated by number. When the State of Alaska or 



http://www.federalreserve.gov/aboutthefed/section1.htm#_edn1�

http://www.federalreserve.gov/aboutthefed/section1.htm#_edn2�

http://www.federalreserve.gov/aboutthefed/section1.htm#_edn3�
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Hawaii is hereafter admitted to the Union the Federal Reserve districts shall be readjusted by the Board of 
Governors of the Federal Reserve System in such manner as to include such State. Every national bank in any 
State shall, upon commencing business or within ninety days after admission into the Union of the State in 
which it is located, become a member bank of the Federal Reserve System by subscribing and paying for stock 
in the Federal Reserve bank of its district in accordance with the provisions of this Act and shall thereupon be 
an insured bank under the Federal Deposit Insurance Act, and failure to do so shall subject such bank to the 
penalty provided by the sixth paragraph of this section.  


[Partly incorporated in 12 USC 222 and 223. As amended by acts of July 7, 1958 (72 Stat. 350); March 18, 1959 (73 Stat. 12).] 


2. Powers of Organization Committee 
Said organization committee shall be authorized to employ counsel and expert aid, to take testimony, to send 
for persons and papers, to administer oaths, and to make such investigation as may be deemed necessary by 
the said committee in determining the reserve districts and in designating the cities within such districts where 
such Federal reserve banks shall be severally located. The said committee shall supervise the organization in 
each of the cities designated of a Federal reserve bank, which shall include in its title the name of the city in 
which it is situated, as "Federal Reserve Bank of Chicago."  


[Omitted from U.S. Code except part of last sentence, which is incorporated in 12 USC 225. Part of original Federal Reserve Act; 
not amended.] 


3. Subscription to Stock by National Banks 
Under regulations to be prescribed by the organization committee, every national banking association in the 
United States is hereby required, and every eligible bank in the United States and every trust company within 
the District of Columbia, is hereby authorized to signify in writing, within sixty days after the passage of this Act, 
its acceptance of the terms and provisions hereof. When the organization committee shall have designated the 
cities in which Federal reserve banks are to be organized, and fixed the geographical limits of the Federal 
reserve districts, every national banking association within that district shall be required within thirty days after 
notice from the organization committee, to subscribe to the capital stock of such Federal reserve bank in a sum 
equal to six per centum of the paid-up capital stock and surplus of such bank, one-sixth of the subscription to 
be payable on call of the organization committee or of the Board of Governors of the Federal Reserve System, 
one-sixth within three months and one-sixth within six months thereafter, and the remainder of the subscription, 
or any part thereof, shall be subject to call when deemed necessary by the Board of Governors of the Federal 
Reserve System, said payments to be in gold or gold certificates.  


[Partly incorporated in 12 USC 282. Part of original Federal Reserve Act; not amended. For provisions concerning stock 
subscriptions by state banks and trust companies, see section 9.] 


4. Liability of Shareholders of Reserve Banks 
The shareholders of every Federal reserve bank shall be held individually responsible, equally and ratably, and 
not one for another, for all contracts, debts, and engagements of such bank to the extent of the amount of their 
subscriptions to such stock at the par value thereof in addition to the amount subscribed, whether such 
subscriptions have been paid up in whole or in part, under the provisions of this Act.  


[12 USC 502. Part of original Federal Reserve Act; not amended.] 


 


5. Failure of National Bank to Accept Terms of Act 
Any national bank failing to signify its acceptance of the terms of this Act within sixty days aforesaid, shall 
cease to act as a reserve agent, upon thirty days' notice, to be given within the discretion of the said 
organization committee or of the Board of Governors of the Federal Reserve System.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.] 


6. Penalty for Violation of Act by National Banks 
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Should any national banking association in the United States now organized fail within one year after the 
passage of this Act to become a member bank or fail to comply with any of the provisions of this Act applicable 
thereto, all of the rights, privileges, and franchises of such association granted to it under the national-bank Act, 
or under the provisions of this Act, shall be thereby forfeited. Any noncompliance with or violation of this Act 
shall, however, be determined and adjudged by any court of the United States of competent jurisdiction in a suit 
brought for that purpose in the district or territory in which such bank is located, under direction of the Board of 
Governors of the Federal Reserve System, by the Comptroller of the Currency in his own name before the 
association shall be declared dissolved. In cases of such noncompliance or violation, other than the failure to 
become a member bank under the provisions of this Act, every director who participated in or assented to the 
same shall be held liable in his personal or individual capacity for all damages which said bank, its 
shareholders, or any other person shall have sustained in consequence of such violation.  


[12 USC 501a. Part of original Federal Reserve Act; not amended.] 


7. Effect of Dissolution 
Such dissolution shall not take away or impair any remedy against such corporation, its stockholders or 
officers, for any liability or penalty which shall have been previously incurred.  


[12 USC 501a. Part of original Federal Reserve Act; not amended.] 


8. Stock Offered to Public 
Should the subscriptions by banks to the stock of said Federal reserve banks or any one or more of them be, in 
the judgment of the organization committee, insufficient to provide the amount of capital required therefor, then 
and in that event the said organization committee may, under conditions and regulations to be prescribed by it, 
offer to public subscription at par such an amount of stock in said Federal reserve banks, or any one or more of 
them, as said committee shall determine, subject to the same conditions as to payment and stock liability as 
provided for member banks.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.] 


9. Limitation on Amount to One Subscriber 
No individual, copartnership, or corporation other than a member bank of its district shall be permitted to 
subscribe for or to hold at any time more than $25,000 par value of stock in any Federal reserve bank. Such 
stock shall be known as public stock and may be transferred on the books of the Federal reserve bank by the 
chairman of the board of directors of such bank.  


[12 USC 283. Part of original Federal Reserve Act; not amended.] 


10. Stock Allotted to United States 
Should the total subscriptions by banks and the public to the stock of said Federal reserve banks, or any one or 
more of them, be, in the judgment of the organization committee, insufficient to provide the amount of capital 
required therefor, then and in that event the said organization committee shall allot to the United States such an 
amount of said stock as said committee shall determine. Said United States stock shall be paid for at par out of 
any money in the Treasury not otherwise appropriated, and shall be held by the Secretary of the Treasury and 
disposed of for the benefit of the United States in such manner, at such times, and at such price, not less than 
par, as the Secretary of the Treasury shall determine.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended. In a communication from the Board of Governors of 
the Federal Reserve System dated March 7, 1941, it was stated, "As originally enacted the Federal Reserve Act provided for a 
Reserve Bank Organization Committee to have charge of the initial steps in organizing the Federal Reserve System and this 
Committee was authorized to allot Federal Reserve Bank stock to the United States in the event that subscriptions to such stock by 
banks and by the public were inadequate. However, subscriptions by member banks were adequate and there was no necessity or 
authority for the allocation of any stock to the United States. Accordingly, [this paragraph] is now of no practical effect and may be 
regarded as obsolete."] 


11. Voting Rights 
Stock not held by member banks shall not be entitled to voting power.  
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[12 USC 285. Part of original Federal Reserve Act; not amended.] 


12. Transfer of Stock 
The Board of Governors of the Federal Reserve System is hereby empowered to adopt and promulgate rules 
and regulations governing the transfers of said stock.  


[12 USC 286. Part of original Federal Reserve Act; not amended.] 


13. Minimum Capital; Status of Reserve Cities 
No Federal reserve bank shall commence business with a subscribed capital less than $4,000,000. The 
organization of reserve districts and Federal reserve cities shall not be construed as changing the present 
status of reserve cities, except in so far as this Act changes the amount of reserves that may be carried with 
approved reserve agents located therein. The organization committee shall have power to appoint such 
assistants and incur such expenses in carrying out the provisions of this Act as it shall deem necessary, and 
such expenses shall be payable by the Treasurer of the United States upon voucher approved by the Secretary 
of the Treasury, and the sum of $100,000, or so much thereof as may be necessary, is hereby appropriated, 
out of any moneys in the Treasury not otherwise appropriated, for the payment of such expenses.  


[Last sentence of this paragraph is omitted from U.S. Code; rest of paragraph is incorporated in 12 USC 224 and 281. Amended by 
act of July 28, 1959 (73 Stat. 264).] 


Section 2A. Monetary Policy Objectives  


The Board of Governors of the Federal Reserve System and the Federal Open Market Committee shall 
maintain long run growth of the monetary and credit aggregates commensurate with the economy's long run 
potential to increase production, so as to promote effectively the goals of maximum employment, stable prices, 
and moderate long-term interest rates.  


  [12 USC 225a. As added by act of November 16, 1977 (91 Stat. 1387) and amended by acts of October 27, 1978 (92 Stat. 1897); 
Aug. 23, 1988 (102 Stat. 1375); and Dec. 27, 2000 (114 Stat. 3028).]  


Section 2B. Appearances Before and Reports to the 
Congress  


(a) Appearances before the Congress  


1. The Chairman of the Board shall appear before the Congress at semi-annual hearings, as specified in 
paragraph (2), regarding  


A. the efforts, activities, objectives and plans of the Board and the Federal Open Market 
Committee with respect to the conduct of monetary policy; and  


B. economic developments and prospects for the future described in the report required in 
subsection (b).  


2. The Chairman of the Board shall appear  
A. before the Committee on Banking and Financial Services of the House of Representatives on 


or about February 20 of even numbered calendar years and on or about July 20 of odd numbered 
calendar years;  


B. before the Committee on Banking, Housing, and Urban Affairs of the Senate on or about July 
20 of even numbered calendar years and on or about February 20 of odd numbered calendar years; and  


C. before either Committee referred to in subparagraph (A) or (B), upon request, following the 
scheduled appearance of the Chairman before the other Committee under subparagraph (A) or (B).  


[12 USC 225b. As added by act of Dec. 27, 2000 (114 Stat. 3028).]  
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(b) Congressional report. The Board shall, concurrent with each semi-annual hearing required by this section, 
submit a written report to the Committee on Banking, Housing, and Urban Affairs of the Senate and the 
Committee on Banking and Financial Services of the House of Representatives, containing a discussion of the 
conduct of monetary policy and economic developments and prospects for the future, taking into account past 
and prospective developments in employment, unemployment, production,investment, real income, 
productivity, exchange rates, international trade and payments, and prices.  


[12 USC 225b. As added by act of Dec. 27, 2000 (114 Stat. 3028).]  


(c) Public access to information. The Board shall place on its home Internet website, a link entitled `Audit', 
which shall link to a webpage that shall serve as a repository of information made available to the public for a 
reasonable period of time, not less than 6 months following the date of release of the relevant information, 
including--  


1. the reports prepared by the Comptroller General under section 714 of title 31, United States Code;  
2. the annual financial statements prepared by an independent auditor for the Board in accordance with 
section 11B;  
3. the reports to the Committee on Banking, Housing, and Urban Affairs of the Senate required under 
section 13(3) (relating to emergency lending authority); and  
4. such other information as the Board reasonably believes is necessary or helpful to the public in 
understanding the accounting, financial reporting, and internal controls of the Board and the Federal reserve 
banks.  


[12 USC 225b. As added by act of July 21, 2010 (124 Stat. 2118).]  


Section 3. Branch Offices 


1. Establishment of Branches of Reserve Banks 
The Board of Governors of the Federal Reserve System may permit or require any Federal reserve bank to 
establish branch banks within the Federal reserve district in which it is located or within the district of any 
Federal reserve bank which may have been suspended. Such branches, subject to such rules and regulations 
as the Board of Governors of the Federal Reserve System may prescribe, shall be operated under the 
supervision of a board of directors to consist of not more than seven nor less than three directors, of whom a 
majority of one shall be appointed by the Federal reserve bank of the district, and the remaining directors by 
the Board of Governors of the Federal Reserve System. Directors of branch banks shall hold office during the 
pleasure of the Board of Governors of the Federal Reserve System.  


[12 USC 521. As amended by act of June 21, 1917 (40 Stat. 232).]  


2. Discontinuance of Branches 
The Board of Governors of the Federal Reserve System may at any time require any Federal Reserve Bank to 
discontinue any branch of such Federal Reserve Bank established under this section. The Federal Reserve 
Bank shall thereupon proceed to wind up the business of such branch bank, subject to such rules and 
regulations as the Board of Governors of the Federal Reserve System may prescribe.  


[12 USC 521. As added by act of Feb. 25, 1927 (44 Stat. 1234).] 


3. Erection of Branch Buildings 
No Federal Reserve Bank shall have authority hereafter to enter into any contract or contracts for the erection 
of any branch bank building of any kind or character or to authorize the erection of any such building, except 
with the approval of the Board of Governors of the Federal Reserve System.  


[12 USC 521. As added by act of Aug. 31, 1962 (76 Stat. 418).] 
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Section 4. Federal Reserve Banks  


1. Organization of Reserve Banks  


When the organization committee shall have established Federal reserve districts as provided in section two of 
this Act, a certificate shall be filed with the Comptroller of the Currency showing the geographical limits of such 
districts and the Federal reserve city designated in each of such districts. The Comptroller of the Currency shall 
thereupon cause to be forwarded to each national bank located in each district, and to such other banks 
declared to be eligible by the organization committee which may apply therefor, an application blank in form to 
be approved by the organization committee, which blank shall contain a resolution to be adopted by the board 
of directors of each bank executing such application, authorizing a subscription to the capital stock of the 
Federal reserve bank organizing in that district in accordance with the provisions of this Act.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.]  


 2. Organization Certificate  


When the minimum amount of capital stock prescribed by this Act for the organization of any Federal reserve 
bank shall have been subscribed and allotted, the organization committee shall designate any five banks of 
those whose applications have been received, to execute a certificate of organization, and thereupon the banks 
so designated shall, under their seals, make an organization certificate which shall specifically state the name 
of such Federal reserve bank, the territorial extent of the district over which the operations of such Federal 
reserve bank are to be carried on, the city and State in which said bank is to be located, the amount of capital 
stock and the number of shares into which the same is divided, the name and place of doing business of each 
bank executing such certificate, and of all banks which have subscribed to the capital stock of such Federal 
reserve bank and the number of shares, subscribed by each, and the fact that the certificate is made to enable 
those banks executing same, and all banks which have subscribed or may thereafter subscribe to the capital 
stock of such Federal reserve bank, to avail themselves of the advantages of this Act.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.]  


 3. Acknowledgment and Filing  


The said organization certificate shall be acknowledged before a judge of some court of record or notary public; 
and shall be, together with the acknowledgment thereof, authenticated by the seal of such court, or notary, 
transmitted to the Comptroller of the Currency, who shall file, record and carefully preserve the same in his 
office.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.]  


 4. General Corporate Powers  


Upon the filing of such certificate with the Comptroller of the Currency as aforesaid, the said Federal reserve 
bank shall become a body corporate and as such, and in the name designated in such organization certificate, 
shall have power --  


First. To adopt and use a corporate seal.  


Second. To have succession after the approval of this Act until dissolved by Act of Congress or until forfeiture 
of franchise for violation of law.  


Third. To make contracts  


Fourth. To sue and be sued, complain and defend, in any court of law or equity.  
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Fifth. To appoint by its board of directors a president, vice presidents, and such officers and employees as are 
not otherwise provided for in this Act, to define their duties, require bonds for them and fix the penalty thereof, 
and to dismiss at pleasure such officers or employees. The president shall be the chief executive officer of the 
bank and shall be appointed by the Class B and Class C directors of the bank, with the approval of the Board of 
Governors of the Federal Reserve System, for a term of 5 years; and all other executive officers and all 
employees of the bank shall be directly responsible to the president. The first vice president of the bank shall 
be appointed in the same manner and for the same term as the president, and shall, in the absence or disability 
of the president or during a vacancy in the office of the president, serve as chief executive officer of the bank. 
Whenever a vacancy shall occur in the office of the president or the first vice president, it shall be filled in the 
manner provided for original appointments; and the person so appointed shall hold office until the expiration of 
the term of his predecessor.  


Sixth. To prescribe by its board of directors, by-laws not inconsistent with law, regulating the manner in which 
its general business may be conducted, and the privileges granted to it by law may be exercised and enjoyed.  


Seventh. To exercise by its board of directors, or duly authorized officers or agents, all powers specifically 
granted by the provisions of this Act and such incidental powers as shall be necessary to carry on the business 
of banking within the limitations prescribed by this Act.  


Eighth. Upon deposit with the Treasurer of the United States of any bonds of the United States in the manner 
provided by existing law relating to national banks, to receive from the Secretary of the Treasury circulating 
notes in blank, registered and countersigned as provided by law, equal in amount to the par value of the bonds 
so deposited, such notes to be issued under the same conditions and provisions of law as relate to the issue of 
circulating notes of national banks secured by bonds of the United States bearing the circulating privilege, 
except that the issue of such notes shall not be limited to the capital stock of such Federal reserve bank.  


[12 USC 341. As amended by act of Feb. 25, 1927 (44 Stat. 1234), which amended subparagraph "Second;" by act of Aug. 23, 
1935 (49 Stat. 703), which amended subparagraph "Fifth" effective March 1, 1936; by act of Sept. 23, 1994 (108 Stat. 2293), which 
amended subparagraph "Eighth"; and by act of July 21, 2010 (124 Stat. 2126), which amended subparagraph "Fifth." As to issuance 
of Federal Reserve bank notes and redemption of bonds securing such notes, see section 18, and note to the first paragraph of that 
section.]  


 5. Authority to Commence Business  


But no Federal reserve bank shall transact any business except such as is incidental and necessarily 
preliminary to its organization until it has been authorized by the Comptroller of the Currency to commence 
business under the provisions of this Act.  


[12 USC 341. Part of original Federal Reserve Act; not amended.]  


 6. Board of Directors  


Every Federal reserve bank shall be conducted under the supervision and control of a board of directors.  


[12 USC 301. Part of original Federal Reserve Act; not amended.]  


 7. Duties of Directors Generally  


The board of directors shall perform the duties usually appertaining to the office of directors of banking 
associations and all such duties as are prescribed by law.  


[12 USC 301. Part of original Federal Reserve Act; not amended.]  


 8. Administration of Affairs; Extension of Credit  
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Said board of directors shall administer the affairs of said bank fairly and impartially and without discrimination 
in favor of or against any member bank or banks and may, subject to the provisions of law and the orders of the 
Board of Governors of the Federal Reserve System, extend to each member bank such discounts, 
advancements, and accommodations as may be safely and reasonably made with due regard for the claims 
and demands of other member banks, the maintenance of sound credit conditions, and the accommodation of 
commerce, industry, and agriculture. The Board of Governors of the Federal Reserve System may prescribe 
regulations further defining within the limitations of this Act the conditions under which discounts, 
advancements, and the accommodations may be extended to member banks. Each Federal reserve bank shall 
keep itself informed of the general character and amount of the loans and investments of its member banks 
with a view to ascertaining whether undue use is being made of bank credit for the speculative carrying of or 
trading in securities, real estate, or commodities, or for any other purpose inconsistent with the maintenance of 
sound credit conditions; and, in determining whether to grant or refuse advances, rediscounts or other credit 
accommodations, the Federal reserve bank shall give consideration to such information. The chairman of the 
Federal reserve bank shall report to the Board of Governors of the Federal Reserve System any such undue 
use of bank credit by any member bank, together with his recommendation. Whenever, in the judgment of the 
Board of Governors of the Federal Reserve System, any member bank is making such undue use of bank 
credit, the Board may, in its discretion, after reasonable notice and an opportunity for a hearing, suspend such 
bank from the use of the credit facilities of the Federal Reserve System and may terminate such suspension or 
may renew it from time to time.  


[12 USC 301. As amended by act of June 16, 1933 (48 Stat. 163).]  


 9. Number and Classes of Directors  


Such board of directors shall be selected as hereinafter specified and shall consist of nine members, holding 
office for three years, and divided into three classes, designated as classes A, B, and C.  


[12 USC 302. Part of original Federal Reserve Act; not amended.]  


 10. Class A Directors  


Class A shall consist of three members, without discrimination on the basis of race, creed, color, sex, or 
national origin, who shall be chosen by and be representative of the stockholding banks.  


[12 USC 302. As amended by act of Nov. 16, 1977 (91 Stat. 1387).]  


 11. Class B Directors  


Class B shall consist of three members, who shall represent the public and shall be elected without 
discrimination on the basis of race, creed, color, sex, or national origin, and with due but not exclusive 
consideration to the interests of agriculture, commerce, industry, services, labor, and consumers.  


[12 USC 302. As amended by act of Nov. 16, 1977 (91 Stat. 1388).]  


 12. Class C Directors  


Class C shall consist of three members who shall be designated by the Board of Governors of the Federal 
Reserve System. They shall be elected to represent the public, without discrimination on the basis of race, 
creed, color, sex, or national origin, and with due but not exclusive consideration to the interests of agriculture, 
commerce, industry, services, labor and consumers. When the necessary subscriptions to the capital stock 
have been obtained for the organization of any Federal reserve bank, the Board of Governors of the Federal 
Reserve System shall appoint the class C directors and shall designate one of such directors as chairman of 
the board to be selected. Pending the designation of such chairman, the organization committee shall exercise 
the powers and duties appertaining to the office of chairman in the organization of such Federal reserve bank.  


[12 USC 302. As amended by act of Nov. 16, 1977 (91 Stat. 1388).]  
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 13. Senator or Representative Ineligible  


No Senator or Representative in Congress shall be a member of the Board of Governors of the Federal 
Reserve System or an officer or a director of a Federal reserve bank.  


[12 USC 303. Part of original Federal Reserve Act; not amended.]  


 14. Class B Directors as Employees of Banks  


No director of class B shall be an officer, director, or employee of any bank.  


[12 USC 303. Part of original Federal Reserve Act; not amended.]  


 15. Class C Directors as Employees or Stockholders of Banks  


No director of class C shall be an officer, director, employee, or stockholder of any bank.  


[12 USC 303. Part of original Federal Reserve Act; not amended.]  


 16. Nomination and Election of Class A and B Directors  


Directors of class A and class B shall be chosen in the following manner:  


The Board of Governors of the Federal Reserve System shall classify the member banks of the district into 
three general groups or divisions, designating each group by number. Each group shall consist as nearly as 
may be of banks of similar capitalization. Each member bank shall be permitted to nominate to the chairman of 
the board of directors of the Federal reserve bank of the district one candidate for director of class A and one 
candidate for director of class B. The candidates so nominated shall be listed by the chairman, indicating by 
whom nominated, and a copy of said list shall, within fifteen days after its completion, be furnished by the 
chairman to each member bank. Each member bank by a resolution of the board or by an amendment to its by-
laws shall authorize its president, cashier, or some other officer to cast the vote of the member bank in the 
elections of class A and class B directors: Provided, That whenever any member banks within the same 
Federal Reserve district are subsidiaries of the same bank holding company within the meaning of the Bank 
Holding Company Act of 1956, participation in any such nomination or election by such member banks, 
including such bank holding company if it is also a member bank, shall be confined to one of such banks, which 
may be designated for the purpose by such holding company.  


[12 USC 304. As amended by acts of Sept. 26, 1918 (40 Stat. 968); June 16, 1933 (48 Stat. 163); July 1, 1966 (80 Stat. 243).]  


 17. Preferential Ballot  


Within fifteen days after receipt of the list of candidates the duly authorized officer of a member bank shall 
certify to the chairman his first, second, and other choices for director of class A and class B, respectively, upon 
a preferential ballot upon a form furnished by the chairman of the board of directors of the Federal reserve bank 
of the district. Each such officer shall make a cross opposite the name of the first, second, and other choices 
for a director of class A and for a director of class B, but shall not vote more than one choice for any one 
candidate. No officer or director of a member bank shall be eligible to serve as a class A director unless 
nominated and elected by banks which are members of the same group as the member bank of which he is an 
officer or director.  


[12 USC 304. As amended by act of Sept. 26, 1918 (40 Stat. 968).]  


 18. Candidates Serving More Than One Member Bank  
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Any person who is an officer or director of more than one member bank shall not be eligible for nomination as a 
class A director except by banks in the same group as the bank having the largest aggregate resources of any 
of those of which such person is an officer or director.  


[12 USC 304. As added by act of Sept. 26, 1918 (40 Stat. 968).]  


 19. Counting the Ballots  


Any candidate having a majority of all votes cast in the column of first choice shall be declared elected. If no 
candidate have a majority of all the votes in the first column, then there shall be added together the votes cast 
by the electors for such candidates in the second column and the votes cast for the several candidates in the 
first column. The candidate then having a majority of the electors voting and the highest number of combined 
votes shall be declared elected. If no candidate have a majority of electors voting and the highest number of 
votes when the first and second choices shall have been added, then the votes cast in the third column for 
other choices shall be added together in like manner, and the candidate then having the highest number of 
votes shall be declared elected. An immediate report of election shall be declared.  


[12 USC 304. As amended by act of June 26, 1930 (46 Stat. 815).]  


 20. Class C Directors; Chairman and Federal Reserve Agent; Deputy Chairman  


Class C directors shall be appointed by the Board of Governors of the Federal Reserve System. They shall 
have been for at least two years residents of the district for which they are appointed, one of whom shall be 
designated by said board as chairman of the board of directors of the Federal reserve bank and as "Federal 
reserve agent." He shall be a person of tested banking experience, and in addition to his duties as chairman of 
the board of directors of the Federal reserve bank he shall be required to maintain, under regulations to be 
established by the Board of Governors of the Federal Reserve System, a local office of said board on the 
premises of the Federal reserve bank. He shall make regular reports to the Board of Governors of the Federal 
Reserve System and shall act as its official representative for the performance of the functions conferred upon 
it by this Act. He shall receive an annual compensation to be fixed by the Board of Governors of the Federal 
Reserve System and paid monthly by the Federal reserve bank to which he is designated. One of the directors 
of class C shall be appointed by the Board of Governors of the Federal Reserve System as deputy chairman to 
exercise the powers of the chairman of the board when necessary. In case of the absence of the chairman and 
deputy chairman, the third class C director shall preside at meetings of the board.  


[12 USC 305. As amended by act of June 21, 1917 (40 Stat. 232).]  


21. Assistant Federal Reserve Agents  


Subject to the approval of the Board of Governors of the Federal Reserve System, the Federal reserve agent 
shall appoint one or more assistants. Such assistants, who shall be persons of tested banking experience, shall 
assist the Federal reserve agent in the performance of his duties and shall also have power to act in his name 
and stead during his absence or disability. The Board of Governors of the Federal Reserve System shall 
require such bonds of the assistant Federal reserve agents as it may deem necessary for the protection of the 
United States. Assistants to the Federal reserve agent shall receive an annual compensation, to be fixed and 
paid in the same manner as that of the Federal reserve agent.  


[12 USC 306. As added by act of June 21, 1917 (40 Stat. 232).]  


 22. Compensation and Expenses of Directors, Officers, and Employees  


Directors of Federal reserve banks shall receive, in addition to any compensation otherwise provided, a 
reasonable allowance for necessary expenses in attending meetings of their respective boards, which amounts 
shall be paid by the respective Federal reserve banks. Any compensation that may be provided by boards of 
directors of Federal reserve banks for directors, officers or employees shall be subject to the approval of the 
Board of Governors of the Federal Reserve System.  
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[12 USC 307. Part of original Federal Reserve Act; not amended.]  


 23. Meetings of Directors Pending Organization  


The Reserve Bank Organization Committee may, in organizing Federal reserve banks, call such meetings of 
bank directors in the several districts as may be necessary to carry out the purposes of this Act, and may 
exercise the functions herein conferred upon the chairman of the board of directors of each Federal reserve 
bank pending the complete organization of such bank.  


[Omitted from U.S. Code. Part of original Federal Reserve Act; not amended.]  


 24. Terms of Directors; Vacancies  


At the first meeting of the full board of directors of each Federal reserve bank, it shall be the duty of the 
directors of classes A, B and C, respectively, to designate one of the members of each class whose term of 
office shall expire in one year from the first of January nearest to date of such meeting, one whose term of 
office shall expire at the end of two years from said date, and one whose term of office shall expire at the end 
of three years from said date. Thereafter every director of a Federal reserve bank chosen as hereinbefore 
provided shall hold office for a term of three years. Vacancies that may occur in the several classes of directors 
of Federal reserve banks may be filled in the manner provided for the original selection of such directors, such 
appointees to hold office for the unexpired terms of their predecessors.  


[12 USC 308. Part of original Federal Reserve Act; not amended.]  


Section 5. Stock Issues; Increase and Decrease of 
Capital 


1. Amount of Shares; Increase and Decrease of Capital; Surrender and Cancellation of Stock 
The capital stock of each Federal reserve bank shall be divided into shares of $100 each. The outstanding 
capital stock shall be increased from time to time as member banks increase their capital stock and surplus or 
as additional banks become members, and may be decreased as member banks reduce their capital stock or 
surplus or cease to be members. Shares of the capital stock of Federal reserve banks owned by member 
banks shall not be transferred or hypothecated. When a member bank increases its capital stock or surplus, it 
shall thereupon subscribe for an additional amount of capital stock of the Federal reserve bank of its district 
equal to 6 per centum of the said increase, one-half of said subscription to be paid in the manner hereinbefore 
provided for original subscription, and one-half subject to call of the Board of Governors of the Federal Reserve 
System. A bank applying for stock in a Federal reserve bank at any time after the organization thereof must 
subscribe for an amount of the capital stock of the Federal reserve bank equal to 6 per centum of the paid-up 
capital stock and surplus of said applicant bank, paying therefor its par value plus one-half of 1 per centum a 
month from the period of the last dividend. When a member bank reduces its capital stock or surplus it shall 
surrender a proportionate amount of its holdings in the capital stock of said Federal Reserve bank. Any 
member bank which holds capital stock of a Federal Reserve bank in excess of the amount required on the 
basis of 6 per centum of its paid-up capital stock and surplus shall surrender such excess stock. When a 
member bank voluntarily liquidates it shall surrender all of its holdings of the capital stock of said Federal 
Reserve bank and be released from its stock subscription not previously called. In any such case the shares 
surrendered shall be canceled and the member bank shall receive in payment therefor, under regulations to be 
prescribed by the Board of Governors of the Federal Reserve System, a sum equal to its cash-paid 
subscriptions on the shares surrendered and one-half of 1 per centum a month from the period of the last 
dividend, not to exceed the book value thereof, less any liability of such member bank to the Federal Reserve 
bank.  


[12 USC 287. As amended by act of Aug. 23, 1935 (49 Stat. 713).] 
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Section 6. Insolvency of Member Banks 


1. Insolvency of Member Banks 
If any member bank shall be declared insolvent and a receiver appointed therefor, the stock held by it in said 
Federal reserve bank shall be canceled, without impairment of its liability, and all cash-paid subscriptions on 
said stock, with one-half of 1 per centum per month from the period of last dividend, if earned, not to exceed 
the book value thereof, shall be first applied to all debts of the insolvent member bank to the Federal reserve 
bank, and the balance, if any, shall be paid to the receiver of the insolvent bank.  


[12 USC 288. As amended by act of April 23, 1930 (46 Stat. 250).] 


2. National Bank Discontinuing Banking Operations 
If any national bank which has not gone into liquidation as provided in section 5220 of the Revised Statutes 
(United States Code, title 12, section 181) and for which a receiver has not already been appointed for other 
lawful cause, shall discontinue its banking operations for a period of sixty days the Comptroller of the Currency 
may, if he deems it advisable, appoint a receiver for such bank. The stock held by the said national bank in the 
Federal reserve bank of its district shall thereupon be canceled and said national bank shall receive in payment 
therefor, under regulations to be prescribed by the Board of Governors of the Federal Reserve System, a sum 
equal to its cash-paid subscriptions on the shares canceled and one-half of 1 per centum a month from the 
period of the last dividend, if earned, not to exceed the book value thereof, less any liability of such national 
bank to the Federal reserve bank.  


[12 USC 288. As added by act of April 23, 1930 (46 Stat. 250). As amended by act of Aug. 23, 1935 (49 Stat. 713).] 


Section 7. Division of Earnings  


Dividends and Surplus Fund of Reserve Banks  


(a)  


1.    
A. After all necessary expenses of a Federal reserve bank have been paid or provided for, the 


stockholders of the bank shall be entitled to receive an annual dividend of 6 percent on paid-in capital 
stock.  


B. The entitlement to dividends under subparagraph (A) shall be cumulative.  
2. That portion of net earnings of each Federal reserve bank which remains after dividend claims under 


subparagraph (1)(A) have been fully met shall be deposited in the surplus fund of the bank.  


(b) Transfer for fiscal year 2000.  


1. The Federal reserve banks shall transfer from the surplus funds of such banks to the Board of 
Governors of the Federal Reserve System for transfer to the Secretary of the Treasury for deposit in the 
general fund of the Treasury, a total amount of $3,752,000,000 in fiscal year 2000.  


2. Of the total amount required to be paid by the Federal reserve banks under paragraph (1) for fiscal 
year 2000, the Board shall determine the amount each such bank shall pay in such fiscal year.  


3. During fiscal year 2000, no Federal reserve bank may replenish such bank's surplus fund by the 
amount of any transfer by such bank under paragraph (1).  


[12 USC 289. As amended by acts of March 3, 1919 (40 Stat. 1314); June 16, 1933 (48 Stat. 163); Aug. 10, 1993 (107 Stat. 
337); Sept. 23, 1994 (108 Stat. 2291); and Nov. 29, 1999 (113 Stat. 1501A-304), which added this subsection (b) but failed 
to redesignate existing subsection (b) (12 USC 290).]  


Use of Earnings Transferred to the Treasury  
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(b) The net earnings derived by the United States from Federal reserve banks shall, in the discretion of the 
Secretary, be used to supplement the gold reserve held against outstanding United States notes, or shall be 
applied to the reduction of the outstanding bonded indebtedness of the United States under regulations to be 
prescribed by the Secretary of the Treasury. Should a Federal reserve bank be dissolved or go into liquidation, 
any surplus remaining, after the payment of all debts, dividend requirements as hereinbefore provided, and the 
par value of the stock, shall be paid to and become the property of the United States and shall be similarly 
applied.  


[12 USC 290. Part of original Federal Reserve Act; not amended. Designated subsection (b) by act of Aug. 10, 1993 (107 Stat. 
337).]  


 Exemption from Taxation  


(c) Federal reserve banks, including the capital stock and surplus therein, and the income derived therefrom 
shall be exempt from Federal, State, and local taxation, except taxes upon real estate.  


[12 USC 531. Part of original Federal Reserve Act; but see 31 USC 3124(a), which reads as follows:  


"(a) Stocks and obligations of the United States Government are exempt from taxation by a State or political subdivision of a State. 
The exemption applies to each form of taxation that would require the obligation, the interest on the obligation, or both, to be 
considered in computing a tax, except--  


(1) a nondiscriminatory franchise tax or another nonproperty tax instead of a franchise tax, imposed on a corporation; and  


(2) an estate or inheritance tax."  


[Designated subsection (c) by act of Aug. 10, 1993 (107 Stat. 338).]  


Section 8. Conversion of State Banks into National 
Banks 


1. Conversion of State Banks into National Banks 
Section fifty-one hundred and fifty-four, United States Revised Statutes, is hereby amended to read as follows:  


Any bank incorporated by special law of any State or of the United States or organized under the general laws 
of any State or of the United States and having an unimpaired capital sufficient to entitle it to become a national 
banking association under the provisions of the existing laws may, by the vote of the shareholders owning not 
less than fifty-one per centum of the capital stock of such bank or banking association, with the approval of the 
Comptroller of the Currency be converted into a national banking association, with any name approved by the 
Comptroller of the Currency. 


[12 USC 35. Part of original Federal Reserve Act; not amended.] 


2. Organization of New Bank; Amount of Shares; Powers and Duties 
Provided, however, That said conversion shall not be in contravention of the State law. In such case the articles 
of association and organization certificate may be executed by a majority of the directors of the bank or banking 
institution, and the certificate shall declare that the owners of fifty-one per centum of the capital stock have 
authorized the directors to make such certificate and to change or convert the bank or banking institution into a 
national association. A majority of the directors, after executing the articles of association and the organization 
certificate, shall have power to execute all other papers and to do whatever may be required to make its 
organization perfect and complete as a national association. The shares of any such bank may continue to be 
for the same amount each as they were before the conversion, and the directors may continue to be directors 
of the association until others are elected or appointed in accordance with the provisions of the statutes of the 
United States. When the Comptroller has given to such bank or banking association a certificate that the 
provisions of this Act have been complied with, such bank or banking association, and all its stockholders, 
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officers, and employees, shall have the same powers and privileges, and shall be subject to the same duties, 
liabilities, and regulations, in all respects, as shall have been prescribed by the Federal Reserve Act and by the 
National Banking Act for associations originally organized as national banking associations.  


[12 USC 35. Part of original Federal Reserve Act; not amended.] 


3. Retention of Assets by Converting Bank 
The Comptroller of the Currency may, in his discretion and subject to such conditions as he may prescribe, 
permit such converting bank to retain and carry at a value determined by the Comptroller such of the assets of 
such converting bank as do not conform to the legal requirements relative to assets acquired and held by 
national banking associations.  


[12 USC 35. As added by act of Aug. 23, 1935 (49 Stat. 711).] 


Section 9. State Banks as Members  


1. Applications for Membership by State Banks  


Any bank incorporated by special law of any State, operating under the Code of Law for the District of 
Columbia, or organized under the general laws of any State or of the United States, including Morris Plan 
banks and other incorporated banking institutions engaged in similar business, desiring to become a member 
of the Federal Reserve System, may make application to the Board of Governors of the Federal Reserve 
System, under such rules and regulations as it may prescribe, for the right to subscribe to the stock of the 
Federal reserve bank organized within the district in which the applying bank is located. Such application shall 
be for the same amount of stock that the applying bank would be required to subscribe to as a national bank. 
For the purposes of membership of any such bank the terms "capital" and "capital stock" shall include the 
amount of outstanding capital notes and debentures legally issued by the applying bank and purchased by the 
Reconstruction Finance Corporation. The Board of Governors of the Federal Reserve System, subject to the 
provisions of this Act and to such conditions as it may prescribe pursuant thereto, may permit the applying bank 
to become a stockholder of such Federal reserve bank.  


[12 USC 321. As amended by act of June 21, 1917 (40 Stat. 232), which completely revised this section; and by acts of Feb. 25, 
1927 (44 Stat. 1229); June 16, 1933 (48 Stat. 164); June 16, 1934 (48 Stat. 971); and Oct 13, 2006 (120 Stat. 2001). * For 
admission to membership of mutual savings banks, see paragraph 16.]  


 2. Continued Membership in Federal Reserve System  


Upon the conversion of a national bank into a State bank, or the merger or consolidation of a national bank with 
a State bank which is not a member of the Federal Reserve System, the resulting or continuing State bank may 
be admitted to membership in the Federal Reserve System by the Board of Governors of the Federal Reserve 
System in accordance with the provisions of this section, but, otherwise, the Federal Reserve bank stock 
owned by the national bank shall be canceled and paid for as provided in section 5 of this Act. Upon the merger 
or consolidation of a national bank with a State member bank under a State charter, the membership of the 
State bank in the Federal Reserve System shall continue.  


[12 USC 321. As added by act of Aug. 17, 1950 (64 Stat. 458).]  


 3. Branches of State Member Banks  


Any such State bank which, at the date of the approval of this Act, has established and is operating a branch or 
branches in conformity with the State law, may retain and operate the same while remaining or upon becoming 
a stockholder of such Federal reserve bank; but no such State bank may retain or acquire stock in a Federal 
reserve bank except upon relinquishment of any branch or branches established after the date of the approval 
of this Act beyond the limits of the city, town, or village in which the parent bank is situated. Provided, however, 
That nothing herein contained shall prevent any State member bank from establishing and operating branches 
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in the United States or any dependency or insular possession thereof or in any foreign country, on the same 
terms and conditions and subject to the same limitations and restrictions as are applicable to the establishment 
of branches by national banks except that the approval of the Board of Governors of the Federal Reserve 
System, instead of the Comptroller of the Currency, shall be obtained before any State member bank may 
hereafter establish any branch and before any State bank hereafter admitted to membership may retain any 
branch established after February 25, 1927, beyond the limits of the city, town, or village in which the parent 
bank is situated. The approval of the Board shall likewise be obtained before any State member bank may 
establish any new branch within the limits of any such city, town, or village.  


[12 USC 321. As added by act of Feb. 25, 1927 (44 Stat. 1229); and amended by acts of June 16, 1933 (48 Stat. 164); Aug. 23, 
1935 (49 Stat. 721); July 15, 1952 (66 Stat. 633); and Oct. 30, 2004 (118 Stat. 2232). The act referred to in this paragraph was 
approved Feb. 25, 1927. For provisions governing domestic branches of national banks, see section 5155, Revised Statutes; for 
provisions governing foreign branches, see section 25, this act.]  


 4. Financial Condition, Management, and Powers  


In acting upon such applications the Board of Governors of the Federal Reserve System shall consider the 
financial condition of the applying bank, the general character of its management, and whether or not the 
corporate powers exercised are consistent with the purposes of this Act.  


[12 USC 322. As added by act of June 21, 1917 (40 Stat. 233), which completely revised this section.]  


 5. Payment of Subscription  


Whenever the Board of Governors of the Federal Reserve System shall permit the applying bank to become a 
stockholder in the Federal reserve bank of the district its stock subscription shall be payable on call of the 
Board of Governors of the Federal Reserve System, and stock issued to it shall be subject to the provisions of 
this Act.  


[12 USC 323. As amended by act of June 21, 1917 (40 Stat. 233), which completely revised this section.]  


 6. Provision of Law to Be Complied with; Reports of Condition  


All banks admitted to membership under authority of this section shall be required to comply with the reserve 
and capital requirements of this Act, to conform to those provisions of law imposed on national banks which 
prohibit such banks from lending on or purchasing their own stock and which relate to the withdrawal or 
impairment of their capital stock, and to conform to the provisions of sections 5199(b) and 5204 of the Revised 
Statutes with respect to the payment of dividends; except that any reference in any such provision to the 
Comptroller of the Currency shall be deemed for the purposes of this sentence to be a reference to the Board 
of Governors of the Federal Reserve System. Such banks and the officers, agents, and employees thereof 
shall also be subject to the provisions of and to the penalties prescribed by sections 334, 656, and 1005 of Title 
18, United States Code, and shall be required to make reports of condition and of the payment of dividends to 
the Federal Reserve bank of which they become a member. Not less than three of such reports shall be made 
annually on call of the Federal Reserve bank on dates to be fixed by the Board of Governors of the Federal 
Reserve System. Any bank which (A) maintains procedures reasonably adapted to avoid any inadvertent error 
and, unintentionally and as a result of such an error, fails to make or publish any report required under this 
paragraph, within the period of time specified by the Board, or submits or publishes any false or misleading 
report or information, or (B) inadvertently transmits or publishes any report which is minimally late, shall be 
subject to a penalty of not more than $2,000 for each day during which such failure continues or such false or 
misleading information is not corrected. The bank shall have the burden of proving that an error was 
inadvertent and that a report was inadvertently transmitted or published late. Any bank which fails to make or 
publish such reports within the period of time specified by the Board, or submits or publishes any false or 
misleading report or information, in a manner not described in the 2nd preceding sentence shall be subject to a 
penalty of not more than $20,000 for each day during which such failure continues or such false or misleading 
information is not corrected. Notwithstanding the preceding sentence, if any bank knowingly or with reckless 
disregard for the accuracy of any information or report described in such sentence submits or publishes any 
false or misleading report or information, the Board may assess a penalty of not more than $1,000,000 or 1 
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percent of total assets of such bank, whichever is less, per day for each day during which such failure 
continues or such false or misleading information is not corrected. Any penalty imposed under any of the 4 
preceding sentences shall be assessed and collected by the Board in the manner provided in subparagraphs 
(E), (F), (G), and (I) of section 8(i)(2) of the Federal Deposit Insurance Act (for penalties imposed under such 
section) and any such assessment (including the determination of the amount of the penalty) shall be subject to 
the provisions of such section. Any bank against which any penalty is assessed under this subsection shall be 
afforded an agency hearing if such bank submits a request for such hearing within 20 days after the issuance 
of the notice of assessment. Section 8(h) of the Federal Deposit Insurance Act shall apply to any proceeding 
under this paragraph. Such reports of condition shall be in such form and shall contain such information as the 
Board of Governors of the Federal Reserve System may require and shall be published.  


[12 USC 324. As amended by act of June 21, 1917 (40 Stat. 233), which completely revised this section; and by acts of Aug. 23, 
1935 (49 Stat. 713); Sept. 3, 1954 (68 Stat. 1236); Sept. 8, 1959 (73 Stat. 466); Aug. 9, 1989 (103 Stat. 480); and Sept. 23, 1994 
(108 Stat. 2218). For provisions covering loans on or purchase of their own stock by national banks, see section 5201, Revised 
Statutes (12 USC 83); for provisions covering withdrawal of capital or payment of unearned dividends by national banks, see 
sections 5204 and 5199, Revised Statutes (12 USC 56 and 60); for provisions relating to impairment of capital of national banks, 
see section 5205, Revised Statutes (12 USC 55) and section 345 of Banking Act of 1935 (12 USC 51b-1).]  


 7. Examinations  


As a condition of membership such banks shall likewise be subject to examinations made by direction of the 
Board of Governors of the Federal Reserve System or of the Federal reserve bank by examiners selected or 
approved by the Board of Governors of the Federal Reserve System.  


[12 USC 325. As added by act of June 21, 1917 (40 Stat. 233), which completely revised this section.]  


8. Acceptance of State Examinations; Expenses; Reports of Examinations and Confidential 
Supervisory Information  


Whenever the directors of the Federal reserve bank shall approve the examinations made by the State 
authorities, such examinations and the reports thereof may be accepted in lieu of examinations made by 
examiners selected or approved by the Board of Governors of the Federal Reserve System: Provided, 
however, That when it deems it necessary the board may order special examinations by examiners of its own 
selection and shall in all cases approve the form of the report. The expenses of all examinations, other than 
those made by State authorities, may, in the discretion of the Board of Governors of the Federal Reserve 
System, be assessed against the banks examined and, when so assessed, shall be paid by the banks 
examined. The Board of Governors of the Federal Reserve System, at its discretion, may furnish any report of 
examination or other confidential supervisory information concerning any State member bank or other entity 
examined under any other authority of the Board, to any Federal or State agency or authority with supervisory 
or regulatory authority over the examined entity, to any officer, director, or receiver of the examined entity, and 
to any other person that the Board determines to be proper.  


[12 USC 326. As added by act of June 21, 1917 (40 Stat. 233), which completely revised this section; and amended by acts of June 
26, 1930 (46 Stat. 814) and Nov. 12, 1999 (113 Stat. 1475).]  


 9. Forfeiture of Membership  


If at any time it shall appear to the Board of Governors of the Federal Reserve System that a member bank has 
failed to comply with the provisions of this section or the regulations of the Board of Governors of the Federal 
Reserve System made pursuant thereto, or has ceased to exercise banking functions without a receiver or 
liquidating agent having been appointed therefor, it shall be within the power of the board after hearing to 
require such bank to surrender its stock in the Federal reserve bank and to forfeit all rights and privileges of 
membership. The Board of Governors of the Federal Reserve System may restore membership upon due proof 
of compliance with the conditions imposed by this section.  


[12 USC 327. As amended by act of June 21, 1917 (40 Stat. 233), which completely revised this section; and further amended by 
act of April 23, 1930 (46 Stat. 251).]  
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 10. Voluntary Withdrawal from Membership  


Any State bank or trust company desiring to withdraw from membership in a Federal reserve bank may do so, 
after six months' written notice shall have been filed with the Board of Governors of the Federal Reserve 
System, upon the surrender and cancellation of all of its holdings of capital stock in the Federal reserve bank: 
Provided, That the Board of Governors of the Federal Reserve System, in its discretion and subject to such 
conditions as it may prescribe, may waive such six months' notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a Federal reserve bank prior to the expiration of 
six months from the date of the written notice of its intention to withdraw: Provided, however, That no Federal 
reserve bank shall, except under express authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per centum of its capital stock for the purpose of 
effecting voluntary withdrawals during that year. All such applications shall be dealt with in the order in which 
they are filed with the board. Whenever a member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the Federal Reserve System, under authority 
of law, all of its rights and privileges as a member bank shall thereupon cease and determine, and after due 
provision has been made for any indebtedness due or to become due to the Federal reserve bank it shall be 
entitled to a refund of its cash paid subscription with interest at the rate of one-half of one per centum per 
month from the date of last dividend, if earned, the amount refunded in no event to exceed the book value of 
the stock at that time, and shall likewise be entitled to repayment of deposits and of any other balance due from 
the Federal reserve bank.  


[12 USC 328. As added by act of June 21, 1917 (40 Stat. 233), which completely revised this section; and amended by act of April 
17, 1930 (46 Stat. 170).]  


 11. Capital Required for Membership  


No applying bank shall be admitted to membership unless it possesses capital stock and surplus which, in the 
judgment of the Board of Governors of the Federal Reserve System, are adequate in relation to the character 
and condition of its assets and to its existing and prospective deposit liabilities and other corporate 
responsibilities: Provided, That no bank engaged in the business of receiving deposits other than trust funds, 
which does not possess capital stock and surplus in an amount equal to that which would be required for the 
establishment of a national banking association in the place in which it is located, shall be admitted to 
membership unless it is, or has been, approved for deposit insurance under the Federal Deposit Insurance Act. 
The capital stock of a State member bank shall not be reduced except with the prior consent of the Board.  


[12 USC 329. As amended by acts of June 21, 1917 (40 Stat. 234), which completely revised this section; March 4, 1923 (42 Stat. 
1478); June 16, 1933 (48 Stat. 185); and July 15, 1952 (66 Stat. 633). For provisions relating to minimum capital and surplus of 
national banks, see section 5138, Revised Statutes.]  


12. Waiver of Membership Requirements as to Insured Banks  


In order to facilitate the admission to membership in the Federal Reserve System of any State bank which is 
required under subsection (y) of section 12B of this Act to become a member of the Federal Reserve System in 
order to be an insured bank or continue to have any part of its deposits insured under such section 12B, the 
Board of Governors of the Federal Reserve System may waive in whole or in part the requirements of this 
section relating to the admission of such bank to membership: Provided, That, if such bank is admitted with a 
capital less than that required for the organization of a national bank in the same place and its capital and 
surplus are not, in the judgment of the Board of Governors of the Federal Reserve System, adequate in relation 
to its liabilities to depositors and other creditors, the said Board may, in its discretion, require such bank to 
increase its capital and surplus to such amount as the Board may deem necessary within such period 
prescribed by the Board as in its judgment shall be reasonable in view of all the circumstances: Provided, 
however, That no such bank shall be required to increase its capital to an amount in excess of that required for 
the organization of a national bank in the same place.  


[Formerly 12 USC 329a, as added by act of Aug. 23, 1935 (49 Stat. 704). Omitted from the U.S. Code. The provision of section 
12B(y) requiring membership in Federal Reserve System was repealed by act of June 20, 1939 (53 Stat. 842); and all of section 
12B was withdrawn and enacted as a separate Federal Deposit Insurance Act by act of Sept. 21, 1950 (64 Stat. 873).]  
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 13. Laws to Which Subject  


Banks becoming members of the Federal Reserve System under authority of this section shall be subject to the 
provisions of this section and to those of this Act which relate specifically to member banks, but shall not be 
subject to examination under the provisions of the first two paragraphs of section fifty-two hundred and forty of 
the Revised Statutes as amended by section twenty-one of this Act. Subject to the provisions of this Act and to 
the regulations of the board made pursuant thereto, any bank becoming a member of the Federal Reserve 
System shall retain its full charter and statutory rights as a State bank or trust company, and may continue to 
exercise all corporate powers granted it by the State in which it was created, and shall be entitled to all 
privileges of member banks, except that the Board of Governors of the Federal Reserve System may limit the 
activities of State member banks and subsidiaries of State member banks in a manner consistent with section 
24 of the Federal Deposit Insurance Act. No Federal reserve bank shall be permitted to discount for any State 
bank or trust company notes, drafts, or bills of exchange of any one borrower who is liable for borrowed money 
to such State bank or trust company in an amount greater than that which could be borrowed lawfully from such 
State bank or trust company were it a national banking association. The Federal reserve bank, as a condition of 
the discount of notes, drafts, and bills of exchange for such State bank or trust company, shall require a 
certificate or guaranty to the effect that the borrower is not liable to such bank in excess of the amount provided 
by this section, and will not be permitted to become liable in excess of this amount while such notes, drafts, or 
bills of exchange are under discount with the Federal reserve bank.  


[12 USC 330. As added by act of June 21, 1917 (40 Stat. 234), which completely revised this section; and amended by acts of July 
1, 1922 (42 Stat. 821) and Dec. 19, 1991 (105 Stat. 2353). As to limitations on loans by national banks to one person, see section 
5200, Revised Statutes.]  


 14. False Certification of Checks  


It shall be unlawful for any officer, clerk, or agent of any bank admitted to membership under authority of this 
section to certify any check drawn upon such bank unless the person or company drawing the check has on 
deposit therewith at the time such check is certified an amount of money equal to the amount specified in such 
check. Any check so certified by duly authorized officers shall be a good and valid obligation against such 
bank, but the act of any such officer, clerk, or agent in violation of this section may subject such bank to a 
forfeiture of its membership in the Federal Reserve System upon hearing by the Board of Governors of the 
Federal Reserve System.  


[12 USC 331. As added by act of June 21, 1917 (40 Stat. 234), which completely revised this section. For additional provisions 
covering false certification of checks by officers of Federal Reserve Banks and member banks, see also section 5208, Revised 
Statutes and 18 USC 1004.]  


 15. Government Depositaries and Financial Agents  


All banks or trust companies incorporated by special law or organized under the general laws of any State, 
which are members of the Federal Reserve System, when designated for that purpose by the Secretary of the 
Treasury, shall be depositaries of public money, under such regulations as may be prescribed by the Secretary; 
and they may also be employed as financial agents of the Government; and they shall perform all such 
reasonable duties, as depositaries of public money and financial agents of the Government, as may be 
required of them. The Secretary of the Treasury shall require of the banks and trust companies thus designated 
satisfactory security, by the deposit of United States bonds or otherwise, for the safe keeping and prompt 
payment of the public money deposited with them and for the faithful performance of their duties as financial 
agents of the Government.  


[12 USC 332. As added by act of May 7, 1928 (45 Stat. 492).]  


16. Admission to Membership of Mutual Savings Banks  


Any mutual savings bank having no capital stock (including any other banking institution the capital of which 
consists of weekly or other time deposits which are segregated from all other deposits and are regarded as 
capital stock for the purposes of taxation and the declaration of dividends), but having surplus and undivided 







37 
 


profits not less than the amount of capital required for the organization of a national bank in the same place, 
may apply for and be admitted to membership in the Federal Reserve System in the same manner and subject 
to the same provisions of law as State banks and trust companies, except that any such savings banks shall 
subscribe for capital stock of the Federal reserve bank in an amount equal to six-tenths of 1 per centum of its 
total deposit liabilities as shown by the most recent report of examination of such savings bank preceding its 
admission to membership. Thereafter such subscription shall be adjusted semiannually on the same 
percentage basis in accordance with rules and regulations prescribed by the Board of Governors of the Federal 
Reserve System. If any such mutual savings bank applying for membership is not permitted by the laws under 
which it was organized to purchase stock in a Federal reserve bank, it shall, upon admission to the system, 
deposit with the Federal reserve bank an amount equal to the amount which it would have been required to pay 
in on account of a subscription to capital stock. Thereafter such deposit shall be adjusted semiannually in the 
same manner as subscriptions for stock. Such deposits shall be subject to the same conditions with respect to 
repayment as amounts paid upon subscriptions to capital stock by other member banks and the Federal 
reserve bank shall pay interest thereon at the same rate as dividends are actually paid on outstanding shares 
of stock of such Federal reserve bank. If the laws under which any such savings bank was organized be 
amended so as to authorize mutual savings banks to subscribe for Federal reserve bank stock, such savings 
bank shall thereupon subscribe for the appropriate amount of stock in the Federal reserve bank, and the 
deposit hereinbefore provided for in lieu of payment upon capital stock shall be applied upon such subscription. 
If the laws under which any such savings bank was organized be not amended at the next session of the 
legislature following the admission of such savings bank to membership so as to authorize mutual savings 
banks to purchase Federal reserve bank stock, or if such laws be so amended and such bank fail within six 
months thereafter to purchase such stock, all of its rights and privileges as a member bank shall be forfeited 
and its membership in the Federal Reserve System shall be terminated in the manner prescribed elsewhere in 
this section with respect to State member banks and trust companies. Each such mutual savings bank shall 
comply with all the provisions of law applicable to State member banks and trust companies, with the 
regulations of the Board of Governors of the Federal Reserve System and with the conditions of membership 
prescribed for such savings bank at the time of admission to membership, except as otherwise hereinbefore 
provided with respect to capital stock.  


[12 USC 333. As added by act of June 16, 1933 (48 Stat. 164). As to the amount of capital required for the organization of a national 
bank, see section 5138, Revised Statutes.]  


 17. Reports of Affiliates  


Each bank admitted to membership under this section shall obtain from each of its affiliates other than member 
banks and furnish to the Federal reserve bank of its district and to the Board of Governors of the Federal 
Reserve System not less than three reports during each year. Such reports shall be in such form as the Board 
of Governors of the Federal Reserve System may prescribe, shall be verified by the oath or affirmation of the 
president or such other officer as may be designated by the board of directors of such affiliate to verify such 
reports, and shall disclose the information hereinafter provided for as of dates identical with those fixed by the 
Board of Governors of the Federal Reserve System for reports of the condition of the affiliated member bank. 
Each such report of an affiliate shall be transmitted as herein provided at the same time as the corresponding 
report of the affiliated member bank, except that the Board of Governors of the Federal Reserve System may, 
in its discretion, extend such time for good cause shown. Each such report shall contain such information as in 
the judgment of the Board of Governors of the Federal Reserve System shall be necessary to disclose fully the 
relations between such affiliate and such bank and to enable the Board to inform itself as to the effect of such 
relations upon the affairs of such bank. The reports of such affiliates shall be published by the bank under the 
same conditions as govern its own condition reports.  


[12 USC 334. As added by act of June 16, 1933 (48 Stat. 165). As to reports of affiliates of national banks, see section 5211, 
Revised Statutes (12 USC 161).]  


18. Additional Reports of Affiliates  


Any such affiliated member bank may be required to obtain from any such affiliate such additional reports as in 
the opinion of its Federal reserve bank or the Board of Governors of the Federal Reserve System may be 
necessary in order to obtain a full and complete knowledge of the condition of the affiliated member bank. Such 
additional reports shall be transmitted to the Federal reserve bank and the Board of Governors of the Federal 
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Reserve System and shall be in such form as the Board of Governors of the Federal Reserve System may 
prescribe.  


[12 USC 334. As added by act of June 16, 1933 (48 Stat. 165).]  


 19. Failure to Obtain Reports of Affiliates  


Any such affiliated member bank which fails to obtain from any of its affiliates and furnish any report provided 
for by the two preceding paragraphs of this section shall be subject to a penalty of $100 for each day during 
which such failure continues, which, by direction of the Board of Governors of the Federal Reserve System, 
may be collected, by suit or otherwise, by the Federal reserve bank of the district in which such member bank 
is located.  


[12 USC 334. As added by act of June 16, 1933 (48 Stat. 165) and amended by act of July 1, 1966 (80 Stat. 243). For definition of 
"affiliate" see section 2 of the Banking Act of 1933, approved June 16, 1933.]  


20. Dealings in Investment Securities and Stock  


State member banks shall be subject to the same limitations and conditions with respect to the purchasing, 
selling, underwriting, and holding of investment securities and stock as are applicable in the case of national 
banks under paragraph "Seventh" of section 5136 of the Revised Statutes, as amended. This paragraph shall 
not apply to any interest held by a State member bank in accordance with section 5136A of the Revised 
Statutes of the United States and subject to the same conditions and limitations provided in such section.  


[12 USC 335. As added by act of June 16, 1933 (48 Stat. 165) and amended by act of Nov. 12, 1999 (113 Stat. 1381).]  


 21. Stock Representing Stock of Other Corporations  


After the date of the enactment of the Banking Act of 1935, no certificate evidencing the stock of any State 
member bank shall bear any statement purporting to represent the stock of any other corporation, except a 
member bank or a corporation engaged on June 16, 1934 in holding the bank premises of such member bank, 
nor shall the ownership, sale, or transfer of any certificate representing the stock of any State member bank be 
conditioned in any manner whatsoever upon the ownership, sale, or transfer of a certificate representing the 
stock of any other corporation, except a member bank or a corporation engaged on June 16, 1934 in holding 
the bank premises of such member bank: Provided, That this section shall not operate to prevent the 
ownership, sale, or transfer of stock of any other corporation being conditioned upon the ownership, sale, or 
transfer of a certificate representing stock of a State member bank.  


[12 USC 336. As added by act of June 16, 1933 (48 Stat. 165); and amended by act of Aug. 23, 1935 (49 Stat. 710). The Banking 
Act of 1935, referred to in this paragraph, was approved Aug. 23, 1935. For similar provision applicable to stock of national banks, 
see section 5139, Revised Statutes (12 USC 52).]  


 22. Examinations of Affiliates  


In connection with examinations of State member banks, examiners selected or approved by the Board of 
Governors of the Federal Reserve System shall make such examinations of the affairs of all affiliates of such 
banks as shall be necessary to disclose fully the relations between such banks and their affiliates and the effect 
of such relations upon the affairs of such banks. The expense of examination of affiliates of any State member 
bank may, in the discretion of the Board of Governors of the Federal Reserve System, be assessed against 
such bank and, when so assessed, shall be paid by such bank. In the event of the refusal to give any 
information requested in the course of the examination of any such affiliate, or in the event of the refusal to 
permit such examination, or in the event of the refusal to pay any expense so assessed, the Board of 
Governors of the Federal Reserve System may, in its discretion, require any or all State member banks 
affiliated with such affiliate to surrender their stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership in the Federal Reserve System, as provided in this section.  
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[12 USC 338. As added by act of June 16, 1933 (48 Stat. 166). As to examinations of affiliates of national banks, see this act, 
section 21.]  


 23. Community Development Authority  


A State member bank may make investments directly or indirectly, each of which is designed primarily to 
promote the public welfare, including the welfare of low- and moderate-income communities or families (such 
as by providing housing, services, or jobs), to the extent permissible under State law. A State member bank 
shall not make any such investment if the investment would expose the State member bank to unlimited 
liability. The Board shall limit a State member bank's investment in any 1 project and a State member bank's 
aggregate investments under this paragraph. The aggregate amount of investments of any State member bank 
under this paragraph may not exceed an amount equal to the sum of 5 percent of the State member bank's 
capital stock actually paid in and unimpaired and 5 percent of the State member bank's unimpaired surplus, 
unless the Board determines, by order, that a higher amount will pose no significant risk to the affected deposit 
insurance fund; and the State member bank is adequately capitalized. In no case shall the aggregate amount 
of investments of any State member bank under this paragraph exceed an amount equal to the sum of 15 
percent of the State member bank's capital stock actually paid in and unimpaired and 15 percent of the State 
member bank's unimpaired surplus. The foregoing standards and limitations apply to investments under this 
paragraph made by a State member bank directly and by its subsidiaries.  


[12 USC 338a. As added by act of Oct. 23, 1992 (106 Stat. 2774) and amended by acts of Feb. 15, 2006 (119 Stat. 3616); Oct. 13, 
2006 (120 Stat. 1971); and July 30, 2008 (122 Stat. 2857).]  


Section 9A. Participation in Lotteries Prohibited 
(a) A State member bank may not--  


1. deal in lottery tickets;  
2. deal in bets used as a means or substitute for participation in a lottery;  
3. announce, advertise, or publicize the existence of any lottery;  
4. announce, advertise, or publicize the existence or identity of any participant or winner, as such, in a 


lottery. 


 (b) A State member bank may not permit--  


1. the use of any part of any of its banking offices by any person for any purpose forbidden to the bank 
under subsection (a), or  


2. direct access by the public from any of its banking offices to any premises used by any person for any 
purpose forbidden to the bank under subsection (a). 


 (c) As used in this section--  


1. The term "deal in" includes making, taking, buying, selling, redeeming, or collecting.  
2. The term "lottery" includes any arrangement whereby three or more persons (the "participants") 


advance money or credit to another in exchange for the possibility or expectation that one or more but 
not all of the participants (the "winners") will receive by reason of their advances more than the 
amounts they have advanced, the identity of the winners being determined by any means which 
includes--  


A. a random selection;  
B. a game, race, or contest; or  
C. any record or tabulation of the result of one or more events in which any participant has no 


interest except for its bearing upon the possibility that he may become a winner. 
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3. The term "lottery ticket" includes any right, privilege, or possibility (and any ticket, receipt, record, or 
other evidence of any such right, privilege, or possibility) of becoming a winner in a lottery. 


 


(d) Nothing contained in this section prohibits a State member bank from accepting deposits or cashing or 
otherwise handling checks or other negotiable instruments, or performing other lawful banking services for a 
State operating a lottery, or for an officer or employee of that State who is charged with the administration of 
the lottery.  
 (e) The Board of Governors of the Federal Reserve System shall issue such regulations as may be necessary 
to the strict enforcement of this section and the prevention of evasions thereof.  


[12 USC 339. As added by act of Dec. 15, 1967 (81 Stat. 609) effective April 1, 1968. Corresponding prohibitions are contained in 
section 5136B of the Revised Statutes, section 20 of the Federal Deposit Insurance Act, and section 410 of the National Housing 
Act with respect to national banks, nonmember insured banks, and institutions insured by the Federal Savings and Loan Insurance 
Corporation, respectively.] 


Section 9B. Resolution of Clearing Banks 
(a) Conservatorship or receivership  


1. Appointment. The Board may appoint a conservator or receiver to take possession and control 
of any uninsured State member bank which operates, or operates as, a multilateral clearing 
organization pursuant to section 409 of the Federal Deposit Insurance Corporation Improvement 
Act of 1991 to the same extent and in the same manner as the Comptroller of the Currency may 
appoint a conservator or receiver for a national bank.  


2. Powers. The conservator or receiver for an uninsured State member bank referred to in 
paragraph (1) shall exercise the same powers, functions, and duties, subject to the same 
limitations, as a conservator or receiver for a national bank. 


(b) Board authority. The Board shall have the same authority with respect to any conservator or receiver 
appointed under subsection (a), and the uninsured State member bank for which the conservator or receiver 
has been appointed, as the Comptroller of the Currency has with respect to a conservator or receiver for a 
national bank and the national bank for which the conservator or receiver has been appointed.  


(c) Bankruptcy proceedings. The Board (in the case of an uninsured State member bank which operates, or 
operates as, such a multilateral clearing organization) may direct a conservator or receiver appointed for the 
bank to file a petition pursuant to title 11, United States Code, in which case, title 11, United States Code, shall 
apply to the bank in lieu of otherwise applicable Federal or State insolvency law.  


[12 USC 339a. As added by act of Dec. 21, 2000 (114 Stat. 2763A-392).] 


Section 10. Board of Governors of the Federal 
Reserve System  


1. Appointment and Qualification of Members  


The Board of Governors of the Federal Reserve System (hereinafter referred to as the "Board") shall be 
composed of seven members, to be appointed by the President, by and with the advice and consent of the 
Senate, after the date of enactment of the Banking Act of 1935, for terms of fourteen years except as 
hereinafter provided, but each appointive member of the Federal Reserve Board in office on such date shall 
continue to serve as a member of the Board until February 1, 1936, and the Secretary of the Treasury and the 
Comptroller of the Currency shall continue to serve as members of the Board until February 1, 1936. In 
selecting the members of the Board, not more than one of whom shall be selected from any one Federal 
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Reserve district, the President shall have due regard to a fair representation of the financial, agricultural, 
industrial, and commercial interests, and geographical divisions of the country. The members of the Board shall 
devote their entire time to the business of the Board and shall each receive an annual salary of $15,000, 
payable monthly, together with actual necessary traveling expenses.  


[12 USC 241. As amended by acts of June 3, 1922 (42 Stat. 620); Aug. 23, 1935 (49 Stat. 704). Prior to the enactment of the 
Banking Act of 1935, approved Aug. 23, 1935, the Board of Governors of the Federal Reserve System was known as the Federal 
Reserve Board. See note to the third paragraph of section 1. The portion of this paragraph dealing with salaries of Board members 
has in effect been amended numerous times, most recently by Executive Order. Prior to the act of December 27, 2000, section 1002 
of which revised the executive schedule, the salary of the chairman of the Board was set at executive schedule level 2 and the 
salary of other members at level 3. The salary of the chairman of the Board is now set at executive schedule level I, and the salary 
of other members at level II (see 2 USC 358 and 5 USC 5313 and 5314).]  


  


2. Members Ineligible to Serve Member Banks; Term of Office; Chairman and Vice Chairman  


The members of the Board shall be ineligible during the time they are in office and for two years thereafter to 
hold any office, position, or employment in any member bank, except that this restriction shall not apply to a 
member who has served the full term for which he was appointed. Upon the expiration of the term of any 
appointive member of the Federal Reserve Board in office on the date of enactment of the Banking Act of 1935, 
the President shall fix the term of the successor to such member at not to exceed fourteen years, as 
designated by the President at the time of nomination, but in such manner as to provide for the expiration of the 
term of not more than one member in any two-year period, and thereafter each member shall hold office for a 
term of fourteen years from the expiration of the term of his predecessor, unless sooner removed for cause by 
the President. Of the persons thus appointed, 1 shall be designated by the President, by and with the advice 
and consent of the Senate, to serve as Chairman of the Board for a term of 4 years, and 2 shall be designated 
by the President, by and with the advice and consent of the Senate, to serve as Vice Chairmen of the Board, 
each for a term of 4 years, 1 of whom shall serve in the absence of the Chairman, as provided in the fourth 
undesignated paragraph of this section, and 1 of whom shall be designated Vice Chairman for Supervision. 
The Vice Chairman for Supervision shall develop policy recommendations for the Board regarding supervision 
and regulation of depository institution holding companies and other financial firms supervised by the Board, 
and shall oversee the supervision and regulation of such firms. The chairman of the Board, subject to its 
supervision, shall be its active executive officer. Each member of the Board shall within fifteen days after notice 
of appointment make and subscribe to the oath of office. Upon the expiration of their terms of office, members 
of the Board shall continue to serve until their successors are appointed and have qualified. Any person 
appointed as a member of the Board after the date of enactment of the Banking Act of 1935 shall not be eligible 
for reappointment as such member after he shall have served a full term of fourteen years.  


[[12 USC 242. As amended by acts of March 3, 1919 (40 Stat. 1315); June 3, 1922 (42 Stat. 620); June 16, 1933 (48 Stat. 166); 
Aug. 23, 1935 (49 Stat. 704); November 16, 1977 (91 Stat. 1388); and act of July 21, 2010 (124 Stat. 2126). The Banking Act of 
1935, referred to in this paragraph, became effective Aug. 23, 1935. Prior to the enactment of that act, the chairman and vice 
chairman of the Board of Governors of the Federal Reserve System were known as the governor and vice governor of the Federal 
Reserve Board, respectively. See note to the third paragraph of section 1. The act of November 16, 1977, amended the second 
sentence of this paragraph. The amendment takes effect on Jan. 1, 1979, and applies to individuals who are designated by the 
President on or after such date to serve as chairman or vice chairman. The act of July 21, 2010, designated a new Vice Chairman 
for Supervision.]  


 3. Assessments on Federal Reserve Banks  


The Board of Governors of the Federal Reserve System shall have power to levy semiannually upon the 
Federal reserve banks, in proportion to their capital stock and surplus, an assessment sufficient to pay its 
estimated expenses and the salaries of its members and employees for the half year succeeding the levying of 
such assessments, together with any deficit carried forward from the preceding half year, and such 
assessments may include amounts sufficient to provide for the acquisition by the Board in its own name of such 
site or building in the District of Columbia as in its judgment alone shall be necessary for the purpose of 
providing suitable and adequate quarters for the performance of its functions. After September 1, 2000, the 
Board may also use such assessments to acquire, in its own name, a site or building (in addition to the facilities 
existing on such date) to provide for the performance of the functions of the Board. After approving such plans, 
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estimates, and specifications as it shall have caused to be prepared, the Board may, notwithstanding any other 
provision of law, cause to be constructed on any site so acquired by it a building or buildings suitable and 
adequate in its judgment for its purposes and proceed to take all such steps as it may deem necessary or 
appropriate in connection with the construction, equipment, and furnishing of such building or buildings. The 
Board may maintain, enlarge, or remodel any building or buildings so acquired or constructed and shall have 
sole control of such building or buildings and space therein.  


[12 USC 243. As reenacted without change by act of June 3, 1922 (42 Stat. 621); and amended by acts of June 19, 1934 (48 Stat. 
1108) and Dec. 27, 2000 (114 Stat. 3027). By act approved June 27, 1935 (49 Stat. 425), provision was made for the furnishing of 
steam from the central heating plant to the Federal Reserve Board, now the Board of Governors of the Federal Reserve System.]  


  


4. Principal Offices; Expenses; Deposit of Funds; Members Not to Be Officers or Stockholders of Banks  


The principal offices of the Board shall be in the District of Columbia. At meetings of the Board the chairman 
shall preside, and, in his absence, the vice chairman shall preside. In the absence of the chairman and the vice 
chairman, the board shall elect a member to act as chairman pro tempore. The Board shall determine and 
prescribe the manner in which its obligations shall be incurred and its disbursements and expenses allowed 
and paid, and may leave on deposit in the Federal Reserve banks the proceeds of assessments levied upon 
them to defray its estimated expenses and the salaries of its members and employees, whose employment, 
compensation, leave, and expenses shall be governed solely by the provisions of this Act, specific 
amendments thereof, and rules and regulations of the Board not inconsistent therewith; and funds derived from 
such assessments shall not be construed to be Government funds or appropriated moneys. No member of the 
Board of Governors of the Federal Reserve System shall be an officer or director of any bank, banking 
institution, trust company, or Federal Reserve bank or hold stock in any bank, banking institution, or trust 
company; and before entering upon his duties as a member of the Board of Governors of the Federal Reserve 
System he shall certify under oath that he has complied with this requirement, and such certification shall be 
filed with the secretary of the Board. Whenever a vacancy shall occur, other than by expiration of term, among 
the six members of the Board of Governors of the Federal Reserve System appointed by the President as 
above provided, a successor shall be appointed by the President, by and with the advice and consent of the 
Senate, to fill such vacancy, and when appointed he shall hold office for the unexpired term of his predecessor.  


[12 USC 244. As amended by acts of June 3, 1922 (42 Stat. 621); June 16, 1933 (48 Stat. 167); Aug. 23, 1935 (49 Stat. 705). The 
reference to "the six members" of the Board of Governors is an apparent error in the law and should read "the seven members." 
See section 10, first paragraph.]  


 5. Vacancies During Recess of Senate  


The President shall have power to fill all vacancies that may happen on the Board of Governors of the Federal 
Reserve System during the recess of the Senate by granting commissions which shall expire with the next 
session of the Senate.  


[12 USC 245. As amended by act of June 3, 1922 (42 Stat. 621).]  


 6. Reservation of Powers of Secretary of Treasury  


Nothing in this Act contained shall be construed as taking away any powers heretofore vested by law in the 
Secretary of the Treasury which relate to the supervision, management, and control of the Treasury 
Department and bureaus under such department, and wherever any power vested by this Act in the Board of 
Governors of the Federal Reserve System or the Federal reserve agent appears to conflict with the powers of 
the Secretary of the Treasury, such powers shall be exercised subject to the supervision and control of the 
Secretary.  


[12 USC 246. As reenacted without change by act of June 3, 1922 (42 Stat. 621).]  


 7. Annual Report  
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The Board of Governors of the Federal Reserve System shall annually make a full report of its operations to the 
Speaker of the House of Representatives, who shall cause the same to be printed for the information of the 
Congress. The report required under this paragraph shall include the reports required under section 707 of the 
Equal Credit Opportunity Act, section 18(f)(7) of the Federal Trade Commission Act, section 114 of the Truth in 
Lending Act, and the tenth undesignated paragraph of this section.  


[12 USC 247. As reenacted without change by act of June 3, 1922 (42 Stat. 621) and amended by acts of June 3, 1922, and Dec. 
27, 2000 (114 Stat. 3030).]  


 8. Issuance of National Currency and Federal Reserve Notes  


Section three hundred and twenty-four of the Revised Statutes of the United States shall be amended so as to 
read as follows:  


Sec. 324. There shall be in the Department of the Treasury a bureau charged with the execution of all laws 
passed by Congress relating to the issue and regulation of national currency secured by United States bonds, 
and under the general supervision of the Board of Governors of the Federal Reserve System, of all Federal 
Reserve notes, except for the cancellation and destruction, and accounting with respect to such cancellation 
and destruction, of Federal Reserve notes unfit for circulation, the chief officer of which bureau shall be called 
the Comptroller of the Currency and shall perform his duties under the general directions of the Secretary of the 
Treasury. The Comptroller of the Currency shall have the same authority over matters within the jurisdiction of 
the Comptroller as the Director of the Office of Thrift Supervision has over matters within the Director's 
jurisdiction under section 3(b)(3) of the Home Owners' Loan Act. The Secretary of the Treasury may not delay 
or prevent the issuance of any rule or the promulgation of any regulation by the Comptroller of the Currency.  


[12 USC 1. As reenacted without change by act of June 3, 1922 (42 Stat. 621); and amended by acts of May 20, 1966 (80 Stat. 161) 
and Sept. 23, 1994 (108 Stat. 2232).]  


 9. Branch Federal Reserve Bank Buildings  


No Federal Reserve bank may authorize the acquisition or construction of any branch building, or enter into 
any contract or other obligation for the acquisition or construction of any branch building, without the approval 
of the Board.  


[12 USC 522. As added by act of June 3, 1922 (42 Stat. 622); and amended by acts of Feb. 6, 1923 (42 Stat. 1223); July 30, 1947 
(61 Stat. 520); May 29, 1953 (67 Stat. 41); Aug. 31, 1962 (76 Stat. 418); Oct. 28, 1974 (88 Stat. 1505); and Oct. 24, 1992 (106 Stat. 
3144).]  


 10. Record of Open Market and Other Policies  


The Board of Governors of the Federal Reserve System shall keep a complete record of the action taken by 
the Board and by the Federal Open Market Committee upon all questions of policy relating to open-market 
operations and shall record therein the votes taken in connection with the determination of open-market 
policies and the reasons underlying the action of the Board and the Committee in each instance. The Board 
shall keep a similar record with respect to all questions of policy determined by the Board, and shall include in 
its annual report to the Congress a full account of the action so taken during the preceding year with respect to 
open-market policies and operations and with respect to the policies determined by it and shall include in such 
report a copy of the records required to be kept under the provisions of this paragraph.  


[12 USC 247a. As added by act of Aug. 23, 1935 (49 Stat. 705).]  


 12. Appearances before Congress*  


The Vice Chairman for Supervision shall appear before the Committee on Banking, Housing, and Urban Affairs 
of the Senate and the Committee on Financial Services of the House of Representatives and at semi-annual 
hearings regarding the efforts, activities, objectives, and plans of the Board with respect to the conduct of 
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supervision and regulation of depository institution holding companies and other financial firms supervised by 
the Board.  


[12 USC 247b. As added by act of July 21, 2010 (124 Stat. 2126).]  


* The act of July 21, 2010, added paragraph 12 without adding paragraph 11.  


Section 10A. Emergency Advances to Groups of 
Member Banks * 


1. Authority of Reserve Banks to Make Advances 
Upon receiving the consent of not less than five members of the Board of Governors of the Federal Reserve 
System, any Federal reserve bank may make advances, in such amount as the board of directors of such 
Federal reserve bank may determine, to groups of five or more member banks within its district, a majority of 
them independently owned and controlled, upon their time or demand promissory notes, provided the bank or 
banks which receive the proceeds of such advances as herein provided have no adequate amounts of eligible 
and acceptable assets available to enable such bank or banks to obtain sufficient credit accommodations from 
the Federal reserve bank through rediscounts or advances other than as provided in section 10(b). The liability 
of the individual banks in each group must be limited to such proportion of the total amount advanced to such 
group as the deposit liability of the respective banks bears to the aggregate deposit liability of all banks in such 
group, but such advances may be made to a lesser number of such member banks if the aggregate amount of 
their deposit liability constitutes at least 10 per centum of the entire deposit liability of the member banks within 
such district. Such banks shall be authorized to distribute the proceeds of such loans to such of their number 
and in such amount as they may agree upon, but before so doing they shall require such recipient banks to 
deposit with a suitable trustee, representing the entire group, their individual notes made in favor of the group 
protected by such collateral security as may be agreed upon. Any Federal reserve bank making such advance 
shall charge interest or discount thereon at a rate not less than 1 per centum above its discount rate in effect at 
the time of making such advance. No such note upon which advances are made by a Federal reserve bank 
under this section shall be eligible under section 16 of this Act as collateral security for Federal reserve notes.  


[12 USC 347a. As added by act of Feb. 27, 1932 (47 Stat. 56).] 


2. Foreign Obligations as Security for Advances 
No obligations of any foreign government, individual, partnership, association, or corporation organized under 
the laws thereof shall be eligible as collateral security for advances under this section.  


[12 USC 347a. As added by act of Feb. 27, 1932 (47 Stat. 56).] 


3. Authority of Member Banks to Obligate Themselves 
No obligations of any foreign government, individual, partnership, association, or corporation organized under 
the laws thereof shall be eligible as collateral security for advances under this section.  


[12 USC 347a. As added by act of Feb. 27, 1932 (47 Stat. 56).] 


Section 10B. Advances to Individual Member Banks *  


(a) Any Federal Reserve bank, under rules and regulations prescribed by the Board of Governors of the 
Federal Reserve System, may make advances to any member bank on its time or demand notes having 
maturities of not more than four months and which are secured to the satisfaction of such Federal Reserve 
bank. Notwithstanding the foregoing, any Federal Reserve bank, under rules and regulations prescribed by the 
Board of Governors of the Federal Reserve System, may make advances to any member bank on its time 
notes having such maturities as the Board may prescribe and which are secured by mortgage loans covering a 
one-to-four family residence. Such advances shall bear interest at a rate equal to the lowest discount rate in 
effect at such Federal Reserve bank on the date of such note.  
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[12 USC 347b(a). As added by act of Feb. 27, 1932 (47 Stat. 56); and amended by acts of Feb. 3, 1933 (47 Stat. 794); March 9, 
1933 (48 Stat. 7); Aug. 23, 1935 (49 Stat. 705); Oct. 18, 1974 (88 Stat. 1368); March 31, 1980 (94 Stat. 140); and Dec. 19, 1991 
(105 Stat. 2279).]  


  


Limitations on Advances  


(b)  


1. Except as provided in paragraph (2), no advances to any undercapitalized depository institution by any 
Federal Reserve bank under this section may be outstanding for more than 60 days in any 120-day 
period.  


2.  
A. If--  


i. the head of the appropriate Federal banking agency certifies in advance in writing to 
the Federal Reserve bank that any depository institution is viable; or  


ii. (ii)the Board conducts an examination of any depository institution and the Chairman 
of the Board certifies in writing to the Federal Reserve bank that the institution is viable, the limitation 
contained in paragraph (1) shall not apply during the 60-day period beginning on the date such 
certification is received.  


B. The 60-day period may be extended for additional 60-day periods upon receipt by the Federal 
Reserve bank of additional written certifications under subparagraph (A) with respect to each such 
additional period.  


C. The authority of the head of any agency to issue a written certification of viability under this 
paragraph may not be delegated to any other person.  


D. Notwithstanding paragraph (1), an undercapitalized depository institution which does not have 
a certificate of viability in effect under this paragraph may have advances outstanding for more than 60 
days in any 120-day period if the Board elects to treat--  


i. such institution as critically undercapitalized under paragraph (3); and  
ii. any such advance as an advance described in subparagraph (A)(i) of paragraph (3).  


E. Notwithstanding any other provision of this section, if--  
i. in the case of any critically undercapitalized depository institution--  
I. any advance under this section to such institution is outstanding without 


payment having been demanded as of the end of the 5-day period beginning on the date the institution 
becomes a critically undercapitalized depository institution; or  


II. any new advance is made to such institution under this section after the end 
of such period; and  


ii. after the end of that 5-day period, the Deposit Insurance Fund of the Federal Deposit 
Insurance Corporation incurs a loss exceeding the loss that the Corporation would have incurred if it 
had liquidated that institution as of the end of that period the Board shall, subject to the limitations in 
subparagraph (B), be liable to the Federal Deposit Insurance Corporation for the excess loss, without 
regard to the terms of the advance or any collateral pledged to secure the advance.  


F. The liability of the Board under subparagraph (A) shall not exceed the lesser of the following:  
i. The amount of the loss the Board or any Federal Reserve bank would have incurred 


on the increases in the amount of advances made after the 5-day period referred to in subparagraph 
(A) if those increased advances had been unsecured.  


ii. The interest received on the increases in the amount of advances made after the 5-
day period referred to in subparagraph (A).  


G. The Board shall pay the Federal Deposit Insurance Corporation the amount of any liability of 
the Board under subparagraph (A).  


H. The Board shall report to the Congress on any excess loss liability it incurs under 
subparagraph (A), as limited by subparagraph (B)(i), and the reasons therefore, not later than 6 
months after incurring the liability.  


3. A Federal Reserve bank shall have no obligation to make, increase, renew, or extend any advance or 
discount under this Act to any depository institution.  


4.  
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A. The term "appropriate Federal banking agency" has the same meaning as in section 3 of the 
Federal Deposit Insurance Act.  


B. The term "critically undercapitalized" has the same meaning as in section 38 of the Federal 
Deposit Insurance Act.  


C. The term "depository institution" has the same meaning as in section 3 of the Federal Deposit 
Insurance Act.  


D. The term "undercapitalized depository institution" means any depository institution which--  
i. is undercapitalized, as defined in section 38 of the Federal Deposit Insurance Act; or  
ii. has a composite CAMEL rating of 5 under the Uniform Financial Institutions Rating 


System (or an equivalent rating by any such agency under a comparable rating system) as of the most 
recent examination of such institution.  


E. A depository institution is "viable" if the Board or the appropriate Federal banking agency 
determines, giving due regard to the economic conditions and circumstances in the market in which 
the institution operates, that the institution--  


i. is not critically undercapitalized;  
ii. is not expected to become critically undercapitalized; and  
iii. is not expected to be placed in conservatorship or receivership.  


[12 USC 347b(b). As added by act of Dec. 19, 1991 (105 Stat. 2279) and amended by act of Feb. 15, 2006 (119 Stat. 3616).]  


* Previously section 10(b), this section was redesignated by act of Dec. 19, 1991 (105 Stat. 2279).  


 Section 11. Powers of Board of Governors of the Federal Reserve System  


The Board of Governors of the Federal Reserve System shall be authorized and empowered:  


Examinations and Reports  


(a)  


1. To examine at its discretion the accounts, books, and affairs of each Federal reserve bank and of each 
member bank and to require such statements and reports as it may deem necessary. The said board 
shall publish once each week a statement showing the condition of each Federal reserve bank and a 
consolidated statement for all Federal reserve banks. Such statements shall show in detail the assets 
and liabilities of the Federal reserve banks, single and combined, and shall furnish full information 
regarding the character of the money held as reserve and the amount, nature, and maturities of the 
paper and other investments owned or held by Federal reserve banks.  


2. To require any depository institution specified in this paragraph to make, at such intervals as the Board 
may prescribe, such reports of its liabilities and assets as the Board may determine to be necessary or 
desirable to enable the Board to discharge its responsibility to monitor and control monetary and credit 
aggregates. Such reports shall be made (A) directly to the Board in the case of member banks and in 
the case of other depository institutions whose reserve requirements under section 19 of this Act 
exceed zero, and (B) for all other reports to the Board through the (i) Federal Deposit Insurance 
Corporation in the case of insured State savings associations that are insured depository institutions (as 
defined in section 3 of the Federal Deposit Insurance Act), State nonmember banks, savings banks, 
and mutual savings banks, (ii) National Credit Union Administration Board in the case of insured credit 
unions, (iii) the Comptroller of the Currency in the case of any Federal savings association which is an 
insured depository institution (as defined in section 3 of the Federal Deposit Insurance Act) or which is a 
member as defined in section 2 of the Federal Home Loan Bank Act, and (iv) such State officer or 
agency as the Board may designate in the case of any other type of bank, savings association, or credit 
union. The Board shall endeavor to avoid the imposition of unnecessary burdens on reporting 
institutions and the duplication of other reporting requirements. Except as otherwise required by law, 
any data provided to any department, agency, or instrumentality of the United States pursuant to other 
reporting requirements shall be made available to the Board. The Board may classify depository 
institutions for the purposes of this paragraph and may impose different requirements on each such 
class.  



http://www.federalreserve.gov/aboutthefed/section10b.htm#_ednref1�





47 
 


[12 USC 248(a). As amended by acts of March 31, 1980 (94 Stat. 132); Aug. 9, 1989 (103 Stat. 439); and July 21, 2010 (124 Stat. 
1556).]  


  


Rediscounts by One Reserve Bank for Another  


(b) To permit, or, on the affirmative vote of at least five members of the Board of Governors of the Federal 
Reserve System to require Federal reserve banks to rediscount the discounted paper of other Federal reserve 
banks at rates of interest to be fixed by the Board of Governors of the Federal Reserve System.  


[12 USC 248(b). Part of original Federal Reserve Act; not amended.]  


 Suspension of Reserve Requirements  


(c) To suspend for a period not exceeding thirty days, and from time to time to renew such suspension for 
periods not exceeding fifteen days, any reserve requirements specified in this Act.  


[12 USC 248(c). As amended by acts of June 12, 1945 (59 Stat. 237) and March 18, 1968 (82 Stat. 50).]  


 Issue and Retirement of Federal Reserve Notes  


(d) To supervise and regulate through the Secretary of the Treasury the issue and retirement of Federal 
reserve notes, except for the cancellation and destruction, and accounting with respect to such cancellation 
and destruction, of notes unfit for circulation, and to prescribe rules and regulations under which such notes 
may be delivered by the Secretary of the Treasury to the Federal reserve agents applying therefor.  


[12 USC 248(d). As amended by acts of May 20, 1966 (80 Stat. 161) and Sept. 23, 1994 (108 Stat. 2293). For provisions governing 
the issue of Federal Reserve notes, see section 16.]  


 Reclassification of Reserve Cities  


(e) To add to the number of cities classified as reserve cities under existing law in which national banking 
associations are subject to the reserve requirements set forth in section twenty of this Act; or to reclassifying 
existing reserve cities or to terminate their designation as such.  


[12 USC 248(e). As amended by act of July 28, 1959 (73 Stat. 264), effective July 28, 1962. The reference to "section twenty" is an 
error in the law and should correctly refer to "section nineteen."]  


 Suspension or Removal of Officers and Directors of Reserve Banks  


(f) To suspend or remove any officer or director of any Federal reserve bank, the cause of such removal to be 
forthwith communicated in writing by the Board of Governors of the Federal Reserve System to the removed 
officer or director and to said bank.  


[12 USC 248(f). Part of original Federal Reserve Act; not amended.]  


Charging Off Losses of Reserve Banks  


(g) To require the writing off of doubtful or worthless assets upon the books and balance sheets of Federal 
reserve banks.  


[12 USC 248(g). Part of original Federal Reserve Act; not amended.]  
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Suspension, Liquidation, or Reorganization of Reserve Banks  


(h) To suspend, for the violation of any of the provisions of this Act, the operations of any Federal reserve bank, 
to take possession thereof, administer the same during the period of suspension, and, when deemed 
advisable, to liquidate or reorganize such bank.  


[12 USC 248(h). Part of original Federal Reserve Act; not amended.]  


 Rules and Regulations  


(i) To require bonds of Federal reserve agents, to make regulations for the safeguarding of all collateral, bonds, 
Federal reserve notes, money or property of any kind deposited in the hands of such agents, and said board 
shall perform the duties, functions, or services specified in this Act, and make all rules and regulations 
necessary to enable said board effectively to perform the same.  


[12 USC 248(i). Part of original Federal Reserve Act; not amended.]  


 Supervision Over Reserve Banks  


(j) To exercise general supervision over said Federal reserve banks.  


[12 USC 248(j). Part of original Federal Reserve Act; not amended.]  


 Delegation of Functions  


(k) To delegate, by published order or rule and subject to the Administrative Procedure Act, any of its functions, 
other than those relating to rulemaking or pertaining principally to monetary and credit policies, to one or more 
administrative law judges, members or employees of the Board, or Federal Reserve banks. The assignment of 
responsibility for the performance of any function that the Board determines to delegate shall be a function of 
the Chairman. The Board shall, upon the vote of one member, review action taken at a delegated level within 
such time and in such manner as the Board shall by rule prescribe. The Board of Governors may not delegate 
to a Federal reserve bank its functions for the establishment of policies for the supervision and regulation of 
depository institution holding companies and other financial firms supervised by the Board of Governors.  


[12 USC 248(k). As added by the acts of Nov. 5, 1966 (80 Stat. 1314); March 27, 1978 (92 Stat. 183); and July 21, 2010 (124 Stat. 
2126).]  


 Employees of Board of Governors of the Federal Reserve System  


(l) To employ such attorneys, experts, assistants, clerks, or other employees as may be deemed necessary to 
conduct the business of the board. All salaries and fees shall be fixed in advance by said board and shall be 
paid in the same manner as the salaries of the members of said board. All such attorneys, experts, assistants, 
clerks, and other employees shall be appointed without regard to the provisions of the Act of January sixteenth, 
eighteen hundred and eighty-three (volume twenty-two, United States Statutes at large, page four hundred and 
three), and amendments thereto, or any rule or regulation made in pursuance thereof: Provided, That nothing 
herein shall prevent the President from placing said employees in the classified service.  


[12 USC 248(l). Part of original Federal Reserve Act; not amended.]  


  


Loans by Member Banks on Stock or Bond Collateral  


[Subsection (m) (12 USC 248(m)) was repealed by act of Nov. 12, 1999 (113 Stat. 1479).]  
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 Examination of Depository Institutions and Affiliates  


(n) To examine, at the Board's discretion, any depository institution, and any affiliate of such depository 
institution, in connection with any advance to, any discount of any instrument for, or any request for any such 
advance or discount by, such depository institution under this Act.  


[12 USC 248(n). As added by act of Dec. 19, 1991. The original subsection (n), which authorized the Secretary of the Treasury, as 
necessary, to require the payment and delivery of all gold coin, gold bullion, and gold certificates to the Treasurer of the United 
States in exchange for another form of U.S. currency, was repealed by act of Sept. 13, 1982 (96 Stat. 1068).]  


 Appointment of Conservator or Receiver  


(o) The Board may appoint the Federal Deposit Insurance Corporation as conservator or receiver for a State 
member bank under section 11(c)(9) of the Federal Deposit Insurance Act.  


[12 USC 248(o). As added by act of Dec. 19, 1991 (105 Stat. 2273) and redesignated by act of Oct. 28, 1992 (106 Stat. 4080).]  


Authority  


(p) The Board may act in its own name and through its own attorneys in enforcing any provision of this title, 
regulations promulgated hereunder, or any other law or regulation, or in any action, suit, or proceeding to which 
the Board is a party and which involves the Board's regulation or supervision of any bank, bank holding 
company (as defined in section 2 of the Bank Holding Company Act of 1956), or other entity, or the 
administration of its operations.  


[12 USC 248(p). As added by act of Sept. 23, 1994 (108 Stat. 2232).]  


 Uniform Protection Authority for Federal Reserve Facilities  


(q)  


1. Notwithstanding any other provision of law, to authorize personnel to act as law enforcement officers to 
protect and safeguard the premises, grounds, property, personnel, including members of the Board, of 
the Board, or any Federal reserve bank, and operations conducted by or on behalf of the Board or a 
reserve bank.  


2. The Board may, subject to the regulations prescribed under paragraph (5), delegate authority to a 
Federal reserve bank to authorize personnel to act as law enforcement officers to protect and safeguard 
the bank's premises, grounds, property, personnel, and operations conducted by or on behalf of the 
bank.  


3. Law enforcement officers designated or authorized by the Board or a reserve bank under paragraph 
(1) or (2) are authorized while on duty to carry firearms and make arrests without warrants for any 
offense against the United States committed in their presence, or for any felony cognizable under the 
laws of the United States committed or being committed within the buildings and grounds of the Board 
or a reserve bank if they have reasonable grounds to believe that the person to be arrested has 
committed or is committing such a felony. Such officers shall have access to law enforcement 
information that may be necessary for the protection of the property or personnel of the Board or a 
reserve bank.  


4. For purposes of this subsection, the term "law enforcement officers" means personnel who have 
successfully completed law enforcement training and are authorized to carry firearms and make arrests 
pursuant to this subsection.  


5. The law enforcement authorities provided for in this subsection may be exercised only pursuant to 
regulations prescribed by the Board and approved by the Attorney General.  


[12 USC 248(q). As added by act of Oct. 26, 2001 (115 Stat. 333).]  


 Authority of Board When Sufficient Number of Members Are Not in Office or Available  
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(r)  


1. Any action that this Act provides may be taken only upon the affirmative vote of 5 members of the 
Board may be taken upon the unanimous vote of all members then in office if there are fewer than 5 
members in office at the time of the action.  


A. Any action that the Board is otherwise authorized to take under section 13(3) may be taken 
upon the unanimous vote of all available members then in office, if--  


i. at least 2 members are available and all available members participate in the action;  
ii. the available members unanimously determine that--  
I. unusual and exigent circumstances exist and the borrower is unable to 


secure adequate credit accommodations from other sources;  
II. action on the matter is necessary to prevent, correct, or mitigate serious 


harm to the economy or the stability of the financial system of the United States;  
III. despite the use of all means available (including all available telephonic, 


telegraphic, and other electronic means), the other members of the Board have not been able to be 
contacted on the matter; and  


IV. action on the matter is required before the number of Board members 
otherwise required to vote on the matter can be contacted through any available means (including all 
available telephonic, telegraphic, and other electronic means); and  


iii. any credit extended by a Federal reserve bank pursuant to such action is payable 
upon demand of the Board.  


B. The available members of the Board shall document in writing the determinations required by 
subparagraph (A)(ii), and such written findings shall be included in the record of the action and in the 
official minutes of the Board, and copies of such record shall be provided as soon as practicable to the 
members of the Board who were not available to participate in the action and to the Chairman of the 
Committee on Banking, Housing, and Urban Affairs of the Senate and to the Chairman of the 
Committee on Financial Services of the House of Representatives.  


[12 USC 248(r). As added by act of November 26, 2002 (116 Stat. 2340).]  


  


Federal Reserve Transparency and Release of Information  


(s)  


1. In general. In order to ensure the disclosure in a timely manner consistent with the purposes of this Act 
of information concerning the borrowers and counterparties participating in emergency credit facilities, 
discount window lending programs, and open market operations authorized or conducted by the Board 
or a Federal reserve bank, the Board of Governors shall disclose, as provided in paragraph (2)—  


A. the names and identifying details of each borrower, participant, or counterparty in any credit facility or 
covered transaction;  


B. the amount borrowed by or transferred by or to a specific borrower, participant, or counterparty in any 
credit facility or covered transaction;  


C. the interest rate or discount paid by each borrower, participant, or counterparty in any credit facility or 
covered transaction; and  


D. information identifying the types and amounts of collateral pledged or assets transferred in connection 
with participation in any credit facility or covered transaction.  


2. Mandatory release date. In the case of—  
A. a credit facility, the Board shall disclose the information described in paragraph (1) on the date that is 1 


year after the effective date of the termination by the Board of the authorization of the credit facility; and  
B. a covered transaction, the Board shall disclose the information described in paragraph (1) on the last 


day of the eighth calendar quarter following the calendar quarter in which the covered transaction was 
conducted.  


3. Earlier release date authorized. The Chairman of the Board may publicly release the information 
described in paragraph (1) before the relevant date specified in paragraph (2), if the Chairman 
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determines that such disclosure would be in the public interest and would not harm the effectiveness of 
the relevant credit facility or the purpose or conduct of covered transactions.  


4. Definitions. For purposes of this subsection, the following definitions shall apply:  
A. Credit facility. The term “credit facility” has the same meaning as in section 714(f)(1)(A) of title 31, 


United States Code.  
B. Covered transaction. The term “covered transaction” means—  


i. any open market transaction with a nongovernmental third party conducted under the first undesignated 
paragraph of section 14 or subparagraph (a), (b), or (c) of the 2nd undesignated paragraph of such 
section, after the date of enactment of the Dodd-Frank Wall Street Reform and Consumer Protection 
Act; and  


ii. any advance made under section 10B after the date of enactment of that Act.  
5. Termination of credit facility by operation of law. A credit facility shall be deemed to have terminated as 


of the end of the 24-month period beginning on the date on which the credit facility ceases to make 
extensions of credit and loans, unless the credit facility is otherwise terminated by the Board before 
such date.  


6. Consistent treatment of information. Except as provided in this subsection or section 13(3)(D), or in 
section 714(f)(3)(C) of title 31, United States Code, the information described in paragraph (1) and 
information concerning the transactions described in section 714(f) of such title, shall be confidential, 
including for purposes of section 552(b)(3) of title 5 of such Code, until the relevant mandatory release 
date described in paragraph (2), unless the Chairman of the Board determines that earlier disclosure of 
such information would be in the public interest and would not harm the effectiveness of the relevant 
credit facility or the purpose of conduct of the relevant transactions.  


7. Protection of personal privacy. This subsection and section 13(3)(C), section 714(f)(3)(C) of title 31, 
United States Code, and subsection (a) or (c) of section 1109 of the Dodd-Frank Wall Street Reform 
and Consumer Protection Act shall not be construed as requiring any disclosure of nonpublic personal 
information (as defined for purposes of section 502 of the Gramm-Leach-Bliley Act (12 U.S.C. 6802)) 
concerning any individual who is referenced in collateral pledged or assets transferred in connection 
with a credit facility or covered transaction, unless the person is a borrower, participant, or counterparty 
under the credit facility or covered transaction.  


8. Study of FOIA exemption impact.  
A. Study. The Inspector General of the Board of Governors of the Federal Reserve System shall—  


i. conduct a study on the impact that the exemption from section 552(b)(3) of title 5 (known as the 
Freedom of Information Act) established under paragraph (6) has had on the ability of the public to 
access information about the  administration by the Board of Governors of emergency credit facilities, 
discount window lending programs, and open market operations; and  


ii. make any recommendations on whether the exemption described in clause (i) should remain in effect.  
B. Report. Not later than 30 months after the date of enactment of this section, the Inspector General of 


the Board of Governors of the Federal Reserve System shall submit a report on the findings of the 
study required under subparagraph (A) to the Committee on Banking, Housing, and Urban Affairs of the 
Senate and the Committee on Financial Services of the House of Representatives, and publish the 
report on the website of the Board.  


9. Rule of construction. Nothing in this section is meant to affect any pending litigation or lawsuit filed 
under section 552 of title 5, United States Code (popularly known as the Freedom of Information Act), 
on or before the date of enactment of the Dodd-Frank Wall Street Reform and Consumer Protection 
Act.  


[12 USC 248(s). As added by act of July 21, 2010 (124 Stat. 2118).]  


Assessments, Fees, and Other Charges for Certain Companies  


[t](s)*  


1. In general. The Board shall collect a total amount of assessments, fees, or other charges from the 
companies described in paragraph (2) that is equal to the total expenses the Board estimates are 
necessary or appropriate to carry out the supervisory and regulatory responsibilities of the Board with 
respect to such companies.  


2. Companies. The companies described in this paragraph are—  
A. all bank holding companies having total consolidated assets of $50,000,000,000 or more;  
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B. all savings and loan holding companies having total consolidated assets of $50,000,000,000 or 
more; and  


C. all nonbank financial companies supervised by the Board under section 113 of the Dodd-Frank Wall 
Street Reform and Consumer Protection Act.  


[12 USC 248(s). As added by act of July 21, 2010 (124 Stat. 1527).]  


* There are two subsections designated as (s), as enacted by act of July 21, 2010 (124 Stat. 1527, 2118); the second of these 
should probably be designated as subsection (t).  


 Section 11A. Pricing of Services 


(a) Not later than the first day of the sixth month after the date of enactment of the Monetary Control Act of 
1980, the Board shall publish for public comment a set of pricing principles in accordance with this section and 
a proposed schedule of fees based upon those principles for Federal Reserve bank services to depository 
institutions, and not later than the first day of the eighteenth month after the date of enactment of the Monetary 
Control Act of 1980, the Board shall begin to put into effect a schedule of fees for such services which is based 
on those principles.  
 
 (b) The services which shall be covered by the schedule of fees under subsection (a) are--  


1. currency and coin services;  
2. check clearing and collection services;  
3. wire transfer services;  
4. automated clearinghouse services;  
5. settlement services;  
6. securities safekeeping services;  
7. Federal Reserve float; and  
8. any new services which the Federal Reserve System offers, 


including but not limited to payment services to effectuate the 
electronic transfer of funds. 


 (c) The schedule of fees prescribed pursuant to this section shall be based on the following principles:  


1. All Federal Reserve bank services covered by the fee schedule shall be priced explicitly.  
2. All Federal Reserve bank services covered by the fee schedule shall be available to nonmember 


depository institutions and such services shall be priced at the same fee schedule applicable to 
member banks, except that nonmembers shall be subject to any other terms, including a requirement 
of balances sufficient for clearing purposes, that the Board may determine are applicable to member 
banks.  


3. Over the long run, fees shall be established on the basis of all direct and indirect costs actually 
incurred in providing the Federal Reserve services priced, including interest on items credited prior to 
actual collection, overhead, and an allocation of imputed costs which takes into account the taxes that 
would have been paid and the return on capital that would have been provided had the services been 
furnished by a private business firm, except that the pricing principles shall give due regard to 
competitive factors and the provision of an adequate level of such services nationwide.  


4. Interest on items credited prior to collection shall be charged at the current rate applicable in the 
market for Federal funds. 


 (d) The Board shall require reductions in the operating budgets of the Federal Reserve banks commensurate 
with any actual or projected decline in the volume of services to be provided by such banks. The full amount of 
any savings so realized shall be paid into the United States Treasury.  
 
 (e) All depository institutions, as defined in section 19(b)(1) (12 U.S.C. 461(b)(1)), may receive for deposit and 
as deposits any evidences of transaction accounts, as defined by section 19(b)(1) (12 U.S.C. 461(b)(1)) from 
other depository institutions, as defined in section 19(b)(1) (12 U.S.C. 461(b)(1)) or from any office of any 
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Federal Reserve bank without regard to any Federal or State law restricting the number or the physical location 
or locations of such depository institutions.  


[12 USC 248a. As added by acts of March 31, 1980 (94 Stat. 140) and Aug. 10, 1987 (101 Stat. 652).] 


 


Section 11B. Annual Independent Audits of Federal 
Reserve Banks and Board 
The Board shall order an annual independent audit of the financial statements of each Federal reserve bank 
and the Board.  


[12 USC 248b. As added by act of Nov. 12, 1999 (113 Stat. 1475).] 


Section 12. Federal Advisory Council 


1. Creation, Members, and Meetings 
There is hereby created a Federal Advisory Council, which shall consist of as many members as there are 
Federal reserve districts. Each Federal reserve bank by its board of directors shall annually select from its own 
Federal reserve district one member of said council, who shall receive such compensation and allowances as 
may be fixed by his board of directors subject to the approval of the Board of Governors of the Federal Reserve 
System. The meetings of said advisory council shall be held at Washington, District of Columbia, at least four 
times each year, and oftener if called by the Board of Governors of the Federal Reserve System. The council 
may in addition to the meetings above provided for hold such other meetings in Washington, District of 
Columbia, or elsewhere, as it may deem necessary, may select its own officers and adopt its own methods of 
procedure, and a majority of its members shall constitute a quorum for the transaction of business. Vacancies 
in the council shall be filled by the respective reserve banks, and members selected to fill vacancies, shall 
serve for the unexpired term.  


[12 USC 261. Part of original Federal Reserve Act; not amended.] 


2. Powers 
The Federal Advisory Council shall have power, by itself or through its officers, (1) to confer directly with the 
Board of Governors of the Federal Reserve System on general business conditions; (2) to make oral or written 
representations concerning matters within the jurisdiction of said board; (3) to call for information and to make 
recommendations in regard to discount rates, rediscount business, note issues, reserve conditions in the 
various districts, the purchase and sale of gold or securities by reserve banks, open-market operations by said 
banks, and the general affairs of the reserve banking system.  


[12 USC 262. Part of original Federal Reserve Act; not amended.] 


Section 12A. Federal Open Market Committee 


Creation, Members, and Meetings 
(a) There is hereby created a Federal Open Market Committee (hereinafter referred to as the "Committee"), 
which shall consist of the members of the Board of Governors of the Federal Reserve System and five 
representatives of the Federal Reserve banks to be selected as hereinafter provided. Such representatives 
shall be presidents or first vice presidents of Federal Reserve banks and, beginning with the election for the 
term commencing March 1, 1943, shall be elected annually as follows: One by the board of directors of the 
Federal Reserve Bank of New York, one by the boards of directors of the Federal Reserve Banks of Boston, 
Philadelphia, and Richmond, one by the boards of directors of the Federal Reserve Banks of Cleveland and 
Chicago, one by the boards of directors of the Federal Reserve Banks of Atlanta, Dallas, and St. Louis, and 
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one by the boards of directors of the Federal Reserve Banks of Minneapolis, Kansas City, and San Francisco. 
In such elections each board of directors shall have one vote; and the details of such elections may be 
governed by regulations prescribed by the committee, which may be amended from time to time. An alternate 
to serve in the absence of each such representative shall likewise be a president or first vice president of a 
Federal Reserve bank and shall be elected annually in the same manner. The meetings of said committee shall 
be held at Washington, District of Columbia, at least four times each year upon the call of the chairman of the 
Board of Governors of the Federal Reserve System or at the request of any three members of the Committee.  


[12 USC 263(a). As added by act of June 16, 1933 (48 Stat. 168); completely revised by act of Aug. 23, 1935 (49 Stat. 705); and 
further amended by act of July 7, 1942 (56 Stat. 647).] 


Participation of Reserve Banks; Regulations of Committee 
(b) No Federal Reserve bank shall engage or decline to engage in open-market operations under section 14 of 
this Act except in accordance with the direction of and regulations adopted by the Committee. The Committee 
shall consider, adopt, and transmit to the several Federal Reserve banks, regulations relating to the open-
market transactions of such banks.  


[12 USC 263(b). As added by act of June 16, 1933 (48 Stat. 168); and amended by act of Aug. 23, 1935 (49 Stat. 706).] 


Governing Principles 
(c) The time, character, and volume of all purchases and sales of paper described in section 14 of this Act as 
eligible for open-market operations shall be governed with a view to accommodating commerce and business 
and with regard to their bearing upon the general credit situation of the country.  


[12 USC 263(c). As added by act of June 16, 1933 (48 Stat. 168); and reenacted without change by act of Aug. 23, 1935 (49 Stat. 
706).] 


Section 13A. Discount of Agricultural Paper * 


1. Authority of Federal Reserve Banks to Discount Agricultural Paper 
Upon the indorsement of any of its member banks, which shall be deemed a waiver of demand, notice, and 
protest by such bank as to its own indorsement exclusively, any Federal reserve bank may, subject to 
regulations and limitations to be prescribed by the Board of Governors of the Federal Reserve System, 
discount notes, drafts, and bills of exchange issued or drawn for an agricultural purpose, or based upon live 
stock, and having a maturity, at the time of discount, exclusive of days of grace, not exceeding nine months, 
and such notes, drafts, and bills of exchange may be offered as collateral security for the issuance of Federal 
reserve notes under the provisions of section 16 of this Act: Provided, That notes, drafts, and bills of exchange 
with maturities in excess of six months shall not be eligible as a basis for the issuance of Federal reserve notes 
unless secured by warehouse receipts or other such negotiable documents conveying or securing title to 
readily marketable staple agricultural products or by chattel mortgage upon live stock which is being fattened 
for market.  


[12 USC 348. As added by act of March 4, 1923 (42 Stat. 1479).] 


2. Rediscounts for, and Discount of Notes Payable to, Federal Intermediate Credit Banks 
That any Federal reserve bank may, subject to regulations and limitations to be prescribed by the Board of 
Governors of the Federal Reserve System, rediscount such notes, drafts, and bills for any Federal Intermediate 
Credit Bank, except that no Federal reserve bank shall rediscount for a Federal Intermediate Credit Bank any 
such note or obligation which bears the indorsement of a nonmember State bank or trust company which is 
eligible for membership in the Federal reserve system, in accordance with section 9 of this Act. Any Federal 
reserve bank may also, subject to regulations and limitations to be prescribed by the Board of Governors of the 
Federal Reserve System, discount notes payable to and bearing the indorsement of any Federal intermediate 
credit bank, covering loans or advances made by such bank pursuant to the provisions of section 202(a) of 
Title II of the Federal Farm Loan Act, as amended (U.S.C., title 12, ch. 8, sec. 1031), which have maturities at 
the time of discount of not more than nine months, exclusive of days of grace, and which are secured by notes, 
drafts, or bills of exchange eligible for rediscount by Federal Reserve banks.  



http://www.federalreserve.gov/aboutthefed/section13a.htm#_edn1�
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[12 USC 349. As added by act of March 4, 1923 (42 Stat. 1480); and amended by act of May 19, 1932 (47 Stat. 160).] 


3. Purchase and Sale of Debentures of Federal Intermediate Credit Banks 
Any Federal reserve bank may also buy and sell debentures and other such obligations issued by a Federal 
Intermediate Credit Bank or by a National Agricultural Credit Corporation, but only to the same extent as and 
subject to the same limitations as those upon which it may buy and sell bonds issued under Title I of the 
Federal Farm Loan Act.  


[12 USC 350. As added by act of March 4, 1923 (42 Stat. 1480). The meaning of the term "debentures", as used above, was 
affected by act of Aug. 19, 1937 (50 Stat. 718), 12 USC 1040, which provides: 


"The terms 'debenture' and 'debentures', when used in any Act of Congress, whenever enacted, except the Federal Farm Loan Act, 
relating to the purchase, sale, or use as security, of debentures issued by or for the benefit and account of any Federal intermediate 
credit bank or banks, shall be deemed to mean debentures issued by any such bank individually and consolidated debentures 
issued by such banks acting together."] 


4. Paper of Cooperative Marketing Associations 
Notes, drafts, bills of exchange or acceptances issued or drawn by cooperative marketing associations 
composed of producers of agricultural products shall be deemed to have been issued or drawn for an 
agricultural purpose, within the meaning of this section, if the proceeds thereof have been or are to be 
advanced by such association to any members thereof for an agricultural purpose, or have been or are to be 
used by such association in making payments to any members thereof on account of agricultural products 
delivered by such members to the association, or if such proceeds have been or are to be used by such 
association to meet expenditures incurred or to be incurred by the association in connection with the grading, 
processing, packing, preparation for market, or marketing of any agricultural product handled by such 
association for any of its members: Provided, That the express enumeration in this paragraph of certain classes 
of paper of cooperative marketing associations as eligible for rediscount shall not be construed as rendering 
ineligible any other class of paper of such associations which is now eligible for rediscount.  


[12 USC 351. As added by act of March 4, 1923 (42 Stat. 1480).] 


5. Limitations 
The Board of Governors of the Federal Reserve System may, by regulation, limit to a percentage of the assets 
of a Federal reserve bank the amount of notes, drafts, acceptances, or bills having a maturity in excess of three 
months, but not exceeding six months, exclusive of days of grace, which may be discounted by such bank, and 
the amount of notes, drafts, bills, or acceptance having a maturity in excess of six months, but not exceeding 
nine months, which may be rediscounted by such bank.  


[12 USC 352. As added by act of March 4, 1923 (42 Stat. 1480).] 


* Previously section 13a, this section was redesignated by act of Dec. 19, 1991 (105 Stat. 2281). 


Section 14. Open Market Operations 


Purchase and Sale of Cable Transfers, Bank Acceptances and Bills of Exchange 
Any Federal reserve bank may, under rules and regulations prescribed by the Board of Governors of the 
Federal Reserve System, purchase and sell in the open market, at home or abroad, either from or to domestic 
or foreign banks, firms, corporations, or individuals, cable transfers and bankers' acceptances and bills of 
exchange of the kinds and maturities by this Act made eligible for rediscount, with or without the indorsement of 
a member bank.  


[12 USC 353. Part of original Federal Reserve Act; not amended.] 


Dealings in, and Loans on, Gold 
Every Federal reserve bank shall have power:  
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(a) To deal in gold coin and bullion at home or abroad, to make loans thereon, exchange Federal reserve notes 
for gold, gold coin, or gold certificates, and to contract for loans of gold coin or bullion, giving therefor, when 
necessary, acceptable security, including the hypothecation of United States bonds or other securities which 
Federal reserve banks are authorized to hold;  


[12 USC 354. Part of original Federal Reserve Act; not amended. See also 12 USC 5116 through 5118.] 


Purchase and Sale of Obligations of United States, States, Counties, etc., and of Foreign Governments 
(b)  


1. To buy and sell, at home or abroad, bonds and notes of the United States, bonds issued under the 
provisions of subsection (c) of section 4 of the Home Owners' Loan Act of 1933, as amended, and 
having maturities from date of purchase of not exceeding six months, and bills, notes, revenue bonds, 
and warrants with a maturity from date of purchase of not exceeding six months, issued in anticipation of 
the collection of taxes or in anticipation of the receipt of assured revenues by any State, county, district, 
political subdivision, or municipality in the continental United States, including irrigation, drainage and 
reclamation districts, and obligations of, or fully guaranteed as to principal and interest by, a foreign 
government or agency thereof, such purchases to be made in accordance with rules and regulations 
prescribed by the Board of Governors of the Federal Reserve System. Notwithstanding any other 
provision of this chapter, any bonds, notes, or other obligations which are direct obligations of the United 
States or which are fully guaranteed by the United States as to the principal and interest may be bought 
and sold without regard to maturities but only in the open market.  


2. To buy and sell in the open market, under the direction and regulations of the Federal Open Market 
Committee, any obligation which is a direct obligation of, or fully guaranteed as to principal and interest 
by, any agency of the United States. 


[12 USC 355. As amended by acts of Jan. 31, 1934 (48 Stat. 348); April 27, 1934 (48 Stat. 646); Aug. 23, 1935 (49 Stat. 706); 
March 27, 1942 (56 Stat. 180); April 28, 1947 (61 Stat. 56); June 30, 1950 (64 Stat. 307); June 23, 1952 (66 Stat. 154); June 29, 
1954 (68 Stat. 329); June 25, 1956 (70 Stat. 339); June 30, 1958 (72 Stat. 261); July 1, 1960 (74 Stat. 295); Oct. 4, 1961 (75 Stat. 
773); June 28, 1962 (76 Stat. 112); June 30, 1964 (78 Stat. 235); June 30, 1966 (80 Stat. 235); Sept. 21, 1966 (80 Stat. 825) (as 
amended by acts of Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 856); May 4, 1968 (82 Stat. 113); July 31, 1970 (84 
Stat. 668); July 2, 1971 (85 Stat. 100); Aug. 14, 1973 (87 Stat. 314); Oct. 28, 1974 (88 Stat. 1505); Nov. 12, 1975 (89 Stat. 638); 
April 19, 1977 (91 Stat. 49); Oct. 12, 1977 (91 Stat. 1131); Nov. 7, 1977 (91 Stat. 1256); June 8, 1979 (93 Stat. 35); and March 31, 
1980 (94 Stat. 140). See also 12 USC 2158 and 31 USC 5301. The "continental United States" is defined in paragraph 3 of section 
1 of the Federal Reserve Act, so as to mean the "States of the United States and the District of Columbia."] 


Purchase and Sale of Bills of Exchange 
(c) To purchase from member banks and to sell, with or without its indorsement, bills of exchange arising out of 
commercial transactions, as hereinbefore defined;  


[12 USC 356. Part of original Federal Reserve Act; not amended.] 


Rates of Discount 
(d) To establish from time to time, subject to review and determination of the Board of Governors of the Federal 
Reserve System, rates of discount to be charged by the Federal reserve bank for each class of paper, which 
shall be fixed with a view of accommodating commerce and business; but each such bank shall establish such 
rates every fourteen days, or oftener if deemed necessary by the Board;  


[12 USC 357. As amended by acts of April 13, 1920 (41 Stat. 550); March 4, 1923 (42 Stat. 1480); Aug. 23, 1935 (49 Stat. 706).] 


 


Foreign Correspondents and Agencies 
(e) To establish accounts with other Federal reserve banks for exchange purposes and, with the consent or 
upon the order and direction of the Board of Governors of the Federal Reserve System and under regulations 
to be prescribed by said board, to open and maintain accounts in foreign countries, appoint correspondents, 
and establish agencies in such countries wheresoever it may be deemed best for the purpose of purchasing, 
selling, and collecting bills of exchange, and to buy and sell, with or without its indorsement, through such 
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correspondents or agencies, bills of exchange (or acceptances) arising out of actual commercial transactions 
which have not more than ninety days to run, exclusive of days of grace, and which bear the signature of two or 
more responsible parties, and, with the consent of the Board of Governors of the Federal Reserve System, to 
open and maintain banking accounts for such foreign correspondents or agencies, or for foreign banks or 
bankers, or for foreign states as defined in section 25(b) of this Act. Whenever any such account has been 
opened or agency or correspondent has been appointed by a Federal reserve bank, with the consent of or 
under the order and direction of the Board of Governors of the Federal Reserve System, any other Federal 
reserve bank may, with the consent and approval of the Board of Governors of the Federal Reserve System, 
be permitted to carry on or conduct, through the Federal reserve bank opening such account or appointing 
such agency or correspondent, any transaction authorized by this section under rules and regulations to be 
prescribed by the board.  


[12 USC 358. As amended by acts of Sept. 7, 1916 (39 Stat. 754); June 21, 1917 (40 Stat. 235); April 7, 1941 (55 Stat. 131).]  


Purchase and Sale of Acceptances of Federal Intermediate Credit Banks 
(f) To purchase and sell in the open market, either from or to domestic banks, firms, corporations, or 
individuals, acceptances of Federal Intermediate Credit Banks and of National Agricultural Credit Corporations, 
whenever the Board of Governors of the Federal Reserve System shall declare that the public interest so 
requires.  


[12 USC 359. As added by act of March 4, 1923 (42 Stat. 1480).] 


Relationships and Transactions with Foreign Banks and Bankers 
(g) The Board of Governors of the Federal Reserve System shall exercise special supervision over all 
relationships and transactions of any kind entered into by any Federal reserve bank with any foreign bank or 
banker, or with any group of foreign banks or bankers, and all such relationships and transactions shall be 
subject to such regulations, conditions, and limitations as the Board may prescribe. No officer or other 
representative of any Federal reserve bank shall conduct negotiations of any kind with the officers or 
representatives of any foreign bank or banker without first obtaining the permission of the Board of Governors 
of the Federal Reserve System. The Board of Governors of the Federal Reserve System shall have the right, in 
its discretion, to be represented in any conference or negotiations by such representative or representatives as 
the Board may designate. A full report of all conferences or negotiations, and all understandings or agreements 
arrived at or transactions agreed upon, and all other material facts appertaining to such conferences or 
negotiations, shall be filed with the Board of Governors of the Federal Reserve System in writing by a duly 
authorized officer of each Federal reserve bank which shall have participated in such conferences or 
negotiations.  


[12 USC 348a. As added by act of June 16, 1933 (48 Stat. 181).] 


Section 15. Government Deposits  


1. Federal Reserve Banks as Depositaries and Fiscal Agents of United States  


The moneys held in the general fund of the Treasury, except the five per centum fund for the redemption of 
outstanding national-bank notes may, upon the direction of the Secretary of the Treasury, be deposited in 
Federal reserve banks, which banks, when required by the Secretary of the Treasury, shall act as fiscal agents 
of the United States; and the revenues of the Government or any part thereof may be deposited in such banks, 
and disbursements may be made by checks drawn against such deposits.  


[12 USC 391. As amended by the act of March 18, 1968 (82 Stat. 50). Also, in effect amended by act of May 29, 1920 (41 Stat. 
654). 
 
Reimbursement as fiscal agents is provided by 31 USC 3302(f) as follows:  


"(f) When authorized by the Secretary, an official or agent of the Government having custody or possession of public money, or 
performing other fiscal agent services, may be allowed necessary expenses to collect, keep, transfer, and pay out public money and 
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to perform those services. However, money appropriated for those expenses may not be used to employ or pay officers and 
employees of the Government."]  


 2. Nonmember Banks as Depositaries of United States  


No public funds of the Philippine Islands, or of the postal savings, or any Government funds, shall be deposited 
in the continental United States in any bank not belonging to the system established by this Act: Provided, 
however, That nothing in this Act shall be construed to deny the right of the Secretary of the Treasury to use 
member banks as depositaries.  


[12 USC 392. Part of original Federal Reserve Act; not specifically amended, but amended in effect by the following statutes 
permitting the deposit of government funds in nonmember banks: Under section 10 of the act of June 11, 1942, all insured banks 
designated for the purpose by the Secretary of the Treasury may be depositaries of public moneys of the United States under the 
Liberty Bond Acts, the proceeds of sales of Liberty bonds may be deposited in nonmember banks; and under the Internal Revenue 
Code, the Secretary of the Treasury may authorize banks or trust companies to receive taxes. For designation of state member 
banks as depositaries of public money, see section 9 of the Federal Reserve Act; for designation of national banks as depositaries 
of public money, see section 5153 of the Revised Statutes. "Continental United States" means "the States of the United States and 
the District of Columbia." (Federal Reserve Act, section 1, third paragraph.) Presidential Proclamation No. 2695 of July 4, 1946 (60 
Stat. 1352; 12 USC 1394 note) recognizes the independence of the Philippine Islands. Therefore the words "of the Philippine 
Islands or" have been omitted from the U.S. Code.]  


 


3. Depositaries and Fiscal Agents of Institutions of the Farm Credit System  


The Federal Reserve banks are authorized to act as depositaries for and fiscal agents of any Federal land 
bank, Federal intermediate credit bank, bank for cooperatives, or other institutions of the Farm Credit System.  


[12 USC 393. As added by act of March 4, 1923 (42 Stat. 1480); and amended by act of Dec. 10, 1971 (85 Stat. 625).]  


Section 16. Note Issues  


1. Issuance of Federal Reserve Notes; Nature of Obligation; Where Redeemable  


Federal reserve notes, to be issued at the discretion of the Board of Governors of the Federal Reserve System 
for the purpose of making advances to Federal reserve banks through the Federal reserve agents as 
hereinafter set forth and for no other purpose, are hereby authorized. The said notes shall be obligations of the 
United States and shall be receivable by all national and member banks and Federal reserve banks and for all 
taxes, customs, and other public dues. They shall be redeemed in lawful money on demand at the Treasury 
Department of the United States, in the city of Washington, District of Columbia, or at any Federal Reserve 
bank.  


[12 USC 411. As amended by act of Jan. 30, 1934 (48 Stat. 337). For redemption of Federal reserve notes whose bank of issue 
cannot be identified, see act of June 13, 1933.]  


  


2. Application for Notes by Federal Reserve Banks  


Any Federal Reserve bank may make application to the local Federal Reserve agent for such amount of the 
Federal Reserve notes hereinbefore provided for as it may require. Such application shall be accompanied with 
a tender to the local Federal Reserve agent of collateral in amount equal to the sum of the Federal Reserve 
notes thus applied for and issued pursuant to such application. The collateral security thus offered shall be 
notes, drafts, bills of exchange, or acceptances acquired under section 10A, 10B, 13, or 13A of this Act, or bills 
of exchange endorsed by a member bank of any Federal Reserve district and purchased under the provisions 
of section 14 of this Act, or bankers' acceptances purchased under the provisions of said section 14, or gold 
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certificates, or Special Drawing Right certificates, or any obligations which are direct obligations of, or are fully 
guaranteed as to principal and interest by, the United States or any agency thereof, or assets that Federal 
Reserve banks may purchase or hold under section 14 of this Act or any other asset of a Federal reserve bank. 
In no event shall such collateral security be less than the amount of Federal Reserve notes applied for. The 
Federal Reserve agent shall each day notify the Board of Governors of the Federal Reserve System of all 
issues and withdrawals of Federal Reserve notes to and by the Federal Reserve bank to which he is 
accredited. The said Board of Governors of the Federal Reserve System may at any time call upon a Federal 
Reserve bank for additional security to protect the Federal Reserve notes issued to it. Collateral shall not be 
required for Federal Reserve notes which are held in the vaults of, or are otherwise held by or on behalf of, 
Federal Reserve banks.  


[12 USC 412. As amended by the acts of Sept. 7, 1916 (39 Stat. 754); June 21, 1917 (40 Stat. 236); Feb. 27, 1932 (47 Stat. 57); 
Feb. 3, 1933 (47 Stat. 794); Jan. 30, 1934 (48 Stat. 338); March 6, 1934 (48 Stat. 991); June 30, 1941 (55 Stat. 395); May 25, 1943 
(57 Stat. 85); June 12, 1945 (59 Stat. 237); June 19, 1968 (82 Stat. 189); Nov. 10, 1978 (92 Stat. 3672); March 31, 1980 (94 Stat. 
140); Dec. 6, 1999 (113 Stat. 1638); and Oct. 28, 2003 (117 Stat. 1193).]  


 3. Distinctive Letter on Notes; Destruction of Unfit Notes  


Federal Reserve notes shall bear upon their faces a distinctive letter and serial number which shall be assigned 
by the Board of Governors of the Federal Reserve System to each Federal Reserve bank. Federal Reserve 
notes unfit for circulation shall be canceled, destroyed, and accounted for under procedures prescribed and at 
locations designated by the Secretary of the Treasury. Upon destruction of such notes, credit with respect 
thereto shall be apportioned among the twelve Federal Reserve banks as determined by the Board of 
Governors of the Federal Reserve System.  


[12 USC 413. As amended by acts of June 21, 1917 (40 Stat. 236); Jan. 30, 1934 (48 Stat. 338); June 12, 1945 (59 Stat. 237); July 
19, 1954 (68 Stat. 495); March 3, 1965 (79 Stat. 5); May 20, 1966 (80 Stat. 161); and March 18, 1968 (82 Stat. 50).]  


  


4. Granting Right to Issue Notes  


The Board of Governors of the Federal Reserve System shall have the right, acting through the Federal 
Reserve agent, to grant in whole or in part, or to reject entirely the application of any Federal Reserve bank for 
Federal Reserve notes; but to the extent that such application may be granted the Board of Governors of the 
Federal Reserve System shall, through its local Federal Reserve agent, supply Federal Reserve notes to the 
banks so applying, and such bank shall be charged with the amount of the notes issued to it and shall pay such 
rate of interest as may be established by the Board of Governors of the Federal Reserve System on only that 
amount of such notes which equals the total amount of its outstanding Federal Reserve notes less the amount 
of gold certificates held by the Federal Reserve agent as collateral security. Federal Reserve notes issued to 
any such bank shall, upon delivery, together with such notes of such Federal Reserve bank as may be issued 
under section 18 of this Act upon security of United States 2 per centum Government bonds, become a first 
and paramount lien on all the assets of such bank.  


[12 USC 414. As amended by acts of June 21, 1917 (40 Stat. 237); Jan. 30, 1934 (48 Stat. 338); June 12, 1945 (59 Stat. 237); and 
March 18, 1968 (82 Stat. 50).]  


  


5. Deposit to Reduce Liability for Outstanding Notes  


Any Federal Reserve bank may at any time reduce its liability for outstanding Federal Reserve notes by 
depositing with the Federal Reserve agent its Federal Reserve notes, gold certificates, Special Drawing Right 
certificates, or lawful money of the United States. Federal Reserve notes so deposited shall not be reissued, 
except upon compliance with the conditions of an original issue. The liability of a Federal Reserve bank with 
respect to its outstanding Federal Reserve notes shall be reduced by any amount paid by such bank to the 
Secretary of the Treasury under section 4 of the Old Series Currency Adjustment Act.  
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[12 USC 415. As reenacted by act of June 21, 1917 (40 Stat. 237); and as amended by acts of Jan. 30, 1934 (48 Stat. 339); June 
30, 1961 (75 Stat. 147); March 18, 1968 (82 Stat. 50); and June 19, 1968 (82 Stat. 189). The act of June 30, 1961, is the Old Series 
Currency Adjustment Act.]  


  


6. Substitution of Collateral; Retirement of Federal Reserve Notes  


Any Federal reserve bank may at its discretion withdraw collateral deposited with the local Federal reserve 
agent for the protection of its Federal reserve notes issued to it and shall at the same time substitute therefor 
other collateral of equal amount with the approval of the Federal reserve agent under regulations to be 
prescribed by the Board of Governors of the Federal Reserve System. Any Federal reserve bank may retire 
any of its Federal reserve notes by depositing them with the Federal reserve agent or with the Treasurer of the 
United States, and such Federal reserve bank shall thereupon be entitled to receive back the collateral 
deposited with the Federal reserve agent for the security of such notes. Any Federal Reserve bank shall further 
be entitled to receive back the collateral deposited with the Federal Reserve agent for the security of any notes 
with respect to which such bank has made payment to the Secretary of the Treasury under section 4 of the Old 
Series Currency Adjustment Act. Federal reserve notes so deposited shall not be reissued except upon 
compliance with the conditions of an original issue.  


[12 USC 416. As amended by acts of June 21, 1917 (40 Stat. 237); June 30, 1961 (75 Stat. 147); and March 18, 1968 (82 Stat. 50). 
The act of June 30, 1961 is the Old Series Currency Adjustment Act.]  


  


7. Custody of Reserve Notes, Gold Certificates, and Lawful Money  


All Federal Reserve notes and all gold certificates, Special Drawing Right certificates, and lawful money issued 
to or deposited with any Federal Reserve agent under the provisions of the Federal Reserve Act shall hereafter 
be held for such agent, under such rules and regulations as the Board of Governors of the Federal Reserve 
System may prescribe, in the joint custody of himself and the Federal Reserve bank to which he is accredited. 
Such agent and such Federal Reserve bank shall be jointly liable for the safekeeping of such Federal Reserve 
notes, gold certificates, Special Drawing Right certificates, and lawful money. Nothing herein contained, 
however, shall be construed to prohibit a Federal Reserve agent from depositing gold certificates and Special 
Drawing Right certificates with the Board of Governors of the Federal Reserve System, to be held by such 
Board subject to his order, or with the Treasurer of the United States for the purposes authorized by law.  


[12 USC 417. As added by act of June 21, 1917 (40 Stat. 238); and amended by acts of Jan. 30, 1934 (48 Stat. 339) and June 19, 
1968 (82 Stat. 189).]  


  


8. Engraving of Plates; Denominations and Form of Notes  


In order to furnish suitable notes for circulation as Federal reserve notes, the Secretary of the Treasury shall 
cause plates and dies to be engraved in the best manner to guard against counterfeits and fraudulent 
alterations, and shall have printed therefrom and numbered such quantities of such notes of the denominations 
of $1, $2, $5, $10, $20, $50, $100, $500, $1,000 $5,000, $10,000 as may be required to supply the Federal 
reserve banks. Such notes shall be in form and tenor as directed by the Secretary of the Treasury under the 
provisions of this Act and shall bear the distinctive numbers of the several Federal reserve banks through which 
they are issued.  


[12 USC 418. As amended by acts of Sept. 26, 1918 (40 Stat. 970); June 4, 1963 (77 Stat. 54); and Sept. 23, 1994 (108 Stat. 
2293).]  
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9. Custody of Unissued Notes  


When such notes have been prepared, the notes shall be delivered to the Board of Governors of the Federal 
Reserve System subject to the order of the Secretary of the Treasury for the delivery of such notes in 
accordance with this Act.  


[12 USC 419. As amended by acts of May 29, 1920 (41 Stat. 654) and Sept. 23, 1994 (108 Stat. 2293).]  


  


10. Custody of Plates and Dies; Expenses of Issue and Retirement of Notes  


The plates and dies to be procured by the Secretary of the Treasury for the printing of such circulating notes 
shall remain under his control and direction, and the expenses necessarily incurred in executing the laws 
relating to the procuring of such notes, and all other expenses incidental to their issue and retirement, shall be 
paid by the Federal reserve banks, and the Board of Governors of the Federal Reserve System shall include in 
its estimate of expenses levied against the Federal reserve banks a sufficient amount to cover the expenses 
herein provided for.  


[12 USC 420. Part of original Federal Reserve Act; not amended.]  


  


11. Examinations of Plates, Dies, Etc.  


The Secretary of the Treasury may examine the plates, dies, bed pieces, and other material used in the printing 
of Federal Reserve notes and issue regulations relating to such examinations.  


[12 USC 421. As amended by act of Sept. 23, 1994 (108 Stat. 2293).]  


  


12. Appropriation for Engraving, Etc.  


Any appropriation heretofore made out of the general funds of the Treasury for engraving plates and dies, the 
purchase of distinctive paper, or to cover any other expense in connection with the printing of national-bank 
notes or notes provided for by the Act of May thirtieth, nineteen hundred and eight, and any distinctive paper 
that may be on hand at the time of the passage of this Act may be used in the discretion of the Secretary for 
the purposes of this Act, and should the appropriations heretofore made be insufficient to meet the 
requirements of this Act in addition to circulating notes provided for by existing law, the Secretary is hereby 
authorized to use so much of any funds in the Treasury not otherwise appropriated for the purpose of furnishing 
the notes aforesaid: Provided, however, That nothing in this section contained shall be construed as exempting 
national banks or Federal reserve banks from their liability to reimburse the United States for any expenses 
incurred in printing and issuing circulating notes.  


[Omitted from U.S. Code. Part of original Federal Reserve Act. This paragraph was in effect amended by subsection (a) of section 1 
of the Permanent Appropriation Repeal Act of 1934, approved June 26, 1934 (48 Stat. 1224; 31 USC, 725), which provides: "That 
effective July 1, 1935, such portions of any acts as provide permanent or continuing appropriations from the general fund of the 
Treasury to be disbursed under the appropriation accounts appearing on the books of the Government, and listed in subsection (b) 
of this section, are hereby repealed, and any unobligated balances under such accounts as of June 30, 1935, shall be covered into 
the surplus fund of the Treasury." Among the appropriation accounts listed in subsection (b) is that for the preparation and issue of 
Federal reserve notes.]  


  


13. Checks and Drafts to Be Received on Deposit at Par  
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Every Federal reserve bank shall receive on deposit at par from depository institutions or from Federal reserve 
banks checks and other items, including negotiable orders of withdrawal and share drafts and drafts drawn 
upon any of its depositors, and when remitted by a Federal reserve bank, checks and other items, including 
negotiable orders of withdrawal and share drafts and drafts drawn by any depositor in any other Federal 
reserve bank or depository institution upon funds to the credit of said depositor in said reserve bank or 
depository institution. Nothing herein contained shall be construed as prohibiting a depository institution from 
charging its actual expense incurred in collecting and remitting funds, or for exchange sold to its patrons. The 
Board of Governors of the Federal Reserve System shall, by rule, fix the charges to be collected by the 
depository institutions from its patrons whose checks and other items, including negotiable orders of withdrawal 
and share drafts are cleared through the Federal reserve bank and the charge which may be imposed for the 
service of clearing or collection rendered by the Federal reserve bank.  


[12 USC 360. As amended by act of March 31, 1980 (94 Stat. 140).]  


  


14. Transfer of Funds Among Federal Reserve Banks  


The Board of Governors of the Federal Reserve System shall make and promulgate from time to time 
regulations governing the transfer of funds and charges therefor among Federal reserve banks and their 
branches, and may at its discretion exercise the functions of a clearing house for such Federal reserve banks, 
or may designate a Federal reserve bank to exercise such functions, and may also require each such bank to 
exercise the functions of a clearing house for depository institutions.  


[12 USC 248-1. As amended by acts of Aug. 23, 1935 (49 Stat. 704) and March 31, 1980 (94 Stat. 140). Reclassified (previously 12 
USC 248(o).]  


  


15. Gold Deposits and Gold Certificate Deposits  


The Secretary of the Treasury is hereby authorized and directed to receive deposits of gold or of gold 
certificates or of Special Drawing Right certificates with the Treasurer or any Assistant Treasurer of the United 
States when tendered by any Federal Reserve bank or Federal Reserve agent for credit to its or his account 
with the Board of Governors of the Federal Reserve System. The Secretary shall prescribe by regulation the 
form of receipt to be issued by the Treasurer or Assistant Treasurer to the Federal Reserve bank or Federal 
Reserve agent making the deposit, and a duplicate of such receipt shall be delivered to the Board of Governors 
of the Federal Reserve System by the Treasurer at Washington upon proper advices from any Assistant 
Treasurer that such deposit has been made. Deposits so made shall be held subject to the orders of the Board 
of Governors of the Federal Reserve System and deposits of gold or gold certificates shall be payable in gold 
certificates, and deposits of Special Drawing Right certificates shall be payable in Special Drawing Right 
certificates, on the order of the Board of Governors of the Federal Reserve System to any Federal Reserve 
bank or Federal Reserve agent at the Treasury or at the subtreasury of the United States nearest the place of 
business of such Federal Reserve bank or such Federal Reserve agent. The order used by the Board of 
Governors of the Federal Reserve System in making such payments shall be signed by the chairman or vice 
chairman, or such other officers or members as the Board may by regulation prescribe. The form of such order 
shall be approved by the Secretary of the Treasury.  


[12 USC 467. As added by act of June 21, 1917 (40 Stat. 238); and amended by acts of Jan. 30, 1934 (48 Stat. 339) and June 19, 
1968 (82 Stat. 189). Prior to enactment of the Banking Act of 1935, approved Aug. 23, 1935, the chairman and vice chairman of the 
Board of Governors of the Federal Reserve System were known as the governor and vice governor of the Federal Reserve Board, 
respectively. See note to section 1.]  


  


16. Expenses  
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The expenses necessarily incurred in carrying out these provisions, including the cost of the certificates or 
receipts issued for deposits received, and all expenses incident to the handling of such deposits shall be paid 
by the Board of Governors of the Federal Reserve System and included in its assessments against the several 
Federal reserve banks.  


[12 USC 467. As added by act of June 21, 1917 (40 Stat. 238).]  


  


17. Preservation of Provisions of Act of March 14, 1900  


Nothing in this section shall be construed as amending section six of the Act of March fourteenth, nineteen 
hundred, as amended by the Acts of March fourth, nineteen hundred and seven, March second, nineteen 
hundred and eleven, and June twelfth, nineteen hundred and sixteen, nor shall the provisions of this section be 
construed to apply to the deposits made or to the receipts or certificates issued under those Acts.  


[12 USC 467. As added by act of June 21, 1917 (40 Stat. 239).]  


Section 17. Deposit of Bonds by National Banks 


1. Repeal of Provisions Requiring National Banks to Deposit Bonds with United States Treasurer 
So much of the provisions of section fifty-one hundred and fifty-nine of the Revised Statutes of the United 
States, and section four of the Act of June twentieth, eighteen hundred and seventy-four, and section eight of 
the Act of July twelfth, eighteen hundred and eighty-two, and of any other provisions of existing statutes as 
require that before any national banking association shall be authorized to commence banking business it shall 
transfer and deliver to the Treasurer of the United States a stated amount of United States registered bonds, 
and so much of those provisions or of any other provisions of existing statutes as require any national banking 
association now or hereafter organized to maintain a minimum deposit of such bonds with the Treasurer is 
hereby repealed.  


[12 USC 101a note. As amended by act of June 21, 1917 (40 Stat. 239).] 


Section 18. Refunding Bonds 


1. Application to Sell Bonds Securing Circulation 
After two years from the passage of this Act, and at any time during a period of twenty years thereafter, any 
member bank desiring to retire the whole or any part of its circulating notes, may file with the Treasurer of the 
United States an application to sell for its account, at par and accrued interest, United States bonds securing 
circulation to be retired.  


[12 USC 441. Part of original Federal Reserve Act; not amended. On March 11, 1935, the Secretary of the Treasury called for 
redemption on July 1, 1935, and Aug. 1, 1935, respectively, the only bonds of the United States bearing the circulating privilege 
after July 22, 1935, namely the 2 percent Consols of 1930 and the 2 percent Panama Canal Loan bonds of 1916-36 and 1918-38.] 


 


2. Purchase of Bonds by Federal Reserve Banks 
The Treasurer shall, at the end of each quarterly period, furnish the Board of Governors of the Federal Reserve 
System with a list of such applications, and the Board of Governors of the Federal Reserve System may, in its 
discretion, require the Federal reserve banks to purchase such bonds from the banks whose applications have 
been filed with the Treasurer at least ten days before the end of any quarterly period at which the Board of 
Governors of the Federal Reserve System may direct the purchase to be made: Provided, That Federal 
reserve banks shall not be permitted to purchase an amount to exceed $25,000,000 of such bonds in any one 
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year, and which amount shall include bonds acquired under section four of this Act by the Federal reserve 
bank.  


[12 USC 442. Part of original Federal Reserve Act; not amended.] 


 


3. Allotment of Bonds to Be Purchased 
Provided further, That the Board of Governors of the Federal Reserve System shall allot to each Federal 
reserve bank such proportion of such bonds as the capital and surplus of such bank shall bear to the aggregate 
capital and surplus of all the Federal reserve banks.  


[12 USC 413. As amended by acts of June 21, 1917 (40 Stat. 236); Jan. 30, 1934 (48 Stat. 338); June 12, 1945 (59 Stat. 237); July 
19, 1954 (68 Stat. 495); March 3, 1965 (79 Stat. 5); May 20, 1966 (80 Stat. 161); and March 18, 1968 (82 Stat. 50).] 


 


4. Transfer and Payment 
Upon notice from the Treasurer of the amount of bonds so sold for its account, each member bank shall duly 
assign and transfer, in writing, such bonds to the Federal reserve bank purchasing the same, and such Federal 
reserve bank shall, thereupon, deposit lawful money with the Treasurer of the United States for the purchase 
price of such bonds, and the Treasurer shall pay to the member bank selling such bonds any balance due after 
deducting a sufficient sum to redeem its outstanding notes secured by such bonds, which notes shall be 
canceled and permanently retired when redeemed.  


[12 USC 443. Part of original Federal Reserve Act; not amended.] 


 


5. Federal Reserve Bank Notes 
The Federal reserve banks purchasing such bonds shall be permitted to take out an amount of circulating notes 
equal to the par value of such bonds.  


[12 USC 444. Part of original Federal Reserve Act; not amended.] 


 


6. Collateral for Notes; Form and Tenor; Redemption 
Upon the deposit with the Treasurer of the United States, (a) of any direct obligations of the United States or (b) 
of any notes, drafts, bills of exchange, or bankers' acceptances acquired under the provisions of this Act, any 
Federal reserve bank making such deposit in the manner prescribed by the Secretary of the Treasury shall be 
entitled to receive from the Secretary of the Treasury circulating notes in blank, duly registered and 
countersigned. When such circulating notes are issued against the security of obligations of the United States, 
the amount of such circulating notes shall be equal to the face value of the direct obligations of the United 
States so deposited as security; and, when issued against the security of notes, drafts, bills of exchange and 
bankers' acceptances acquired under the provisions of this Act, the amount thereof shall be equal to not more 
than 90 per cent of the estimated value of such notes, drafts, bills of exchange and bankers' acceptances so 
deposited as security. Such notes shall be the obligations of the Federal reserve bank procuring the same, 
shall be in form prescribed by the Secretary of the Treasury, shall be receivable at par in all parts of the United 
States for the same purposes as are national bank notes, and shall be redeemable in lawful money of the 
United States on presentation at the United States Treasury or at the bank of issue. The Secretary of the 
Treasury is authorized and empowered to prescribe regulations governing the issuance, redemption, 
replacement, retirement and destruction of such circulating notes and the release and substitution of security 
therefor. Such circulating notes shall be subject to the same tax as is provided by law for the circulating notes 
of national banks secured by 2 per cent bonds of the United States. No such circulating notes shall be issued 
under this paragraph after the President has declared by proclamation that the emergency recognized by the 
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President by proclamation of March 6, 1933, has terminated, unless such circulating notes are secured by 
deposits of bonds of the United States bearing the circulation privilege. When required to do so by the 
Secretary of the Treasury, each Federal reserve agent shall act as agent of the Treasurer of the United States 
or of the Secretary of the Treasury, or both, for the performance of any of the functions which the Treasurer or 
the Secretary of the Treasury may be called upon to perform in carrying out the provisions of this paragraph. 
Appropriations available for distinctive paper and printing United States currency or national bank currency are 
hereby made available for the production of the circulating notes of Federal reserve banks herein provided; but 
the United States shall be reimbursed by the Federal reserve bank to which such notes are issued for all 
expenses necessarily incurred in connection with the procuring of such notes and all other expenses incidental 
to their issue, redemption, replacement, retirement and destruction.  


[Formerly 12 USC 445. As amended by acts of March 9, 1933 (48 Stat. 6); June 12, 1945 (59 Stat. 238); and Sept. 23, 1994 (108 
Stat. 2293). This paragraph was in effect repealed by section 3 of the act of June 12, 1945, which provided:  


"All power and authority with respect to the issuance of circulating notes, known as Federal Reserve bank notes, pursuant to the 
sixth paragraph of section 18 of the Federal Reserve Act, as amended by section 401 of the Act approved March 9, 1933 (48 Stat. 
1, 6), shall cease and terminate on the date of enactment of this Act."  


As to redemption of Federal Reserve bank notes when the bank of issue cannot be identified, see section 2 of the act of June 13, 
1933 (12 USC 122a).]  


 


7. Exchange of 2 Percent Gold Bonds for One-Year Gold Notes and 30-Year 3 Percent Gold Bonds 
Upon application of any Federal reserve bank, approved by the Board of Governors of the Federal Reserve 
System, the Secretary of the Treasury may issue, in exchange for United States two per centum gold bonds 
bearing the circulation privilege, but against which no circulation is outstanding, one-year gold notes of the 
United States without the circulation privilege, to an amount not to exceed one-half of the two per centum 
bonds so tendered for exchange, and thirty-year three per centum gold bonds without the circulation privilege 
for the remainder of the two per centum bonds sotendered: Provided, That at the time of such exchange the 
Federal reserve bank obtaining such one-year gold notes shall enter into an obligation with the Secretary of the 
Treasury binding itself to purchase from the United States for gold at the maturity of such one-year notes, an 
amount equal to those delivered in exchange for such bonds, if so requested by the Secretary, and at each 
maturity of one-year notes so purchased by such Federal reserve bank, to purchase from the United States 
such an amount of one-year notes as the Secretary may tender to such bank, not to exceed the amount issued 
to such bank in the first instance, in exchange for the two per centum United States gold bonds; said obligation 
to purchase at maturity such notes shall continue in force for a period not to exceed thirty years.  


[12 USC 446. Part of original Federal Reserve Act; not amended.] 


 


8. Issue of One-Year Treasury Notes and 30-Year 3 Percent Gold Bonds 
For the purpose of making the exchange herein provided for, the Secretary of the Treasury is authorized to 
issue at par Treasury notes in coupon or registered form as he may prescribe in denominations of one hundred 
dollars, or any multiple thereof, bearing interest at the rate of three per centum per annum, payable quarterly, 
such Treasury notes to be payable not more than one year from the date of their issue in gold coin of the 
present standard value, and to be exempt as to principal and interest from the payment of all taxes and duties 
of the United States except as provided by this Act, as well as from taxes in any form by or under State, 
municipal, or local authorities. And for the same purpose, the Secretary is authorized and empowered to issue 
United States gold bonds at par, bearing three per centum interest payable thirty years from date of issue, such 
bonds to be of the same general tenor and effect and to be issued under the same general terms and 
conditions as the United States three per centum bonds without the circulation privilege now issued and 
outstanding.  


[12 USC 447. Part of original Federal Reserve Act; not amended.] 
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9. Exchange of 3 Percent Bonds for One-Year Notes 
Upon application of any Federal reserve bank, approved by the Board of Governors of the Federal Reserve 
System, the Secretary may issue at par such three per centum bonds in exchange for the one-year gold notes 
therein provided for.  


[12 USC 448. Part of original Federal Reserve Act; not amended.] 


 


Section 19. Bank Reserves  


Definition of Terms  


(a) The Board is authorized for the purposes of this section to define the terms used in this section, to 
determine what shall be deemed a payment of interest, to determine what types of obligations, whether issued 
directly by a member bank or indirectly by an affiliate of a member bank or by other means, and, regardless of 
the use of the proceeds, shall be deemed a deposit, and to prescribe such regulations as it may deem 
necessary to effectuate the purposes of this section and to prevent evasions thereof.  


[12 USC 461(a). As amended by acts of June 21, 1917 (40 Stat. 239) (which completely revised this section); Aug. 23, 1935 (49 
Stat. 714); Sept. 21, 1966 (80 Stat. 823) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 856)); 
Dec. 23, 1969 (83 Stat. 374); Oct. 29, 1974 (88 Stat. 1557); and March 31, 1980 (94 Stat. 133, 138). The amendment inserting the 
words "and, regardless of the use of the proceeds," made by the act of Oct. 29, 1974, "shall not apply to any bank holding company 
which has filed prior to the date of enactment of this Act an irrevocable declaration with the Board of Governors of the Federal 
Reserve System to divest itself of all of its banks under section 4 of the Bank Holding Company Act, or to any debt obligation which 
is an exempted security under section 3(a)(3) of the Securities Act of 1933" (12 USC 461 note).]  


  


Reserve Requirements  


(b)  


1. Definitions. The following definitions and rules apply to this subsection, subsection (c), section 11A, the 
first paragraph of section 13, and the second, thirteenth, and fourteenth paragraphs of section 16:  


A. The term "depository institution" means--  
i.any insured bank as defined in section 3 of the Federal Deposit Insurance Act or any bank which is eligible 


to make application to become an insured bank under section 5 of such Act;  
ii.any mutual savings bank as defined in section 3 of the Federal Deposit Insurance Act or any bank which is 


eligible to make application to become an insured bank under section 5 of such Act;  
iii.any savings bank as defined in section 3 of the Federal Deposit Insurance Act or any bank which is eligible 


to make application to become an insured bank under section 5 of such Act;  
iv.any insured credit union as defined in section 101 of the Federal Credit Union Act or any credit union which 


is eligible to make application to become an insured credit union pursuant to section 201 of such Act;  
v.any member as defined in section 2 of the Federal Home Loan Bank Act;  
vi.any savings association (as defined in section 3 of the Federal Deposit Insurance Act) which is an insured 


depository institution (as defined in such Act) or is eligible to apply to become an insured depository 
institution under the Federal Deposit Insurance Act; and  


vii.for the purpose of section 13 and the fourteenth paragraph of section 16, any association or entity which is 
wholly owned by or which consists only of institutions referred to in clauses (i) through (vi).  


B. The term "bank" means any insured or non-insured bank, as defined in section 3 of the 
Federal Deposit Insurance Act, other than a mutual savings bank or a savings bank as defined in such 
section.  
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C. The term "transaction account" means a deposit or account on which the depositor or account 
holder is permitted to make withdrawals by negotiable or transferable instrument, payment orders of 
withdrawal, telephone transfers, or other similar items for the purpose of making payments or transfers 
to third persons or others. Such term includes demand deposits, negotiable order of withdrawal 
accounts, savings deposits subject to automatic transfers, and share draft accounts.  


D. The term "nonpersonal time deposits" means a transferable time deposit or account or a time 
deposit or account representing funds deposited to the credit of, or in which any beneficial interest is 
held by, a depositor who is not a natural person.  


E. The term "reservable liabilities" means transaction accounts, nonpersonal time deposits, and 
all net balances, loans, assets, and obligations which are, or may be, subject to reserve requirements 
under paragraph (5).  


F. In order to prevent evasions of the reserve requirements imposed by this subsection, after 
consultation with the Board of Directors of the Federal Deposit Insurance Corporation, the Comptroller 
of the Currency, and the National Credit Union Administration Board, the Board of Governors of the 
Federal Reserve System is authorized to determine, by regulation or order, that an account or deposit 
is a transaction account if such account or deposit may be used to provide funds directly or indirectly 
for the purpose of making payments or transfers to third persons or others.  


  


2. Reserve requirements.  
A. Each depository institution shall maintain reserves against its transaction accounts as the 


Board may prescribe by regulation solely for the purpose of implementing monetary policy--  
i.in the ratio of not greater than 3 percent (and which may be zero) for that portion of its total transaction 


accounts of $25,000,000 or less, subject to subparagraph (C); and  
ii.in the ratio of 12 per centum, or in such other ratio as the Board may prescribe not greater than 14 per 


centum (and which may be zero), for that portion of its total transaction accounts in excess of 
$25,000,000, subject to subparagraph (C).  


B. Each depository institution shall maintain reserves against its nonpersonal time deposits in the 
ratio of 3 per centum, or in such other ratio not greater than 9 per centum and not less than zero per 
centum as the Board may prescribe by regulation solely for the purpose of implementing monetary 
policy.  


C. Beginning in 1981, not later than December 31 of each year the Board shall issue a regulation 
increasing for the next succeeding calendar year the dollar amount which is contained in subparagraph 
(A) or which was last determined pursuant to this subparagraph for the purpose of such subparagraph, 
by an amount obtained by multiplying such dollar amount by 80 per centum of the percentage increase 
in the total transaction accounts of all depository institutions. The increase in such transaction 
accounts shall be determined by subtracting the amount of such accounts on June 30 of the preceding 
calendar year from the amount of such accounts on June 30 of the calendar year involved. In the case 
of any such 12-month period in which there has been a decrease in the total transaction accounts of all 
depository institutions, the Board shall issue such a regulation decreasing for the next succeeding 
calendar year such dollar amount by an amount obtained by multiplying such dollar amount by 80 per 
centum of the percentage decrease in the total transaction accounts of all depository institutions. The 
decrease in such transaction accounts shall be determined by subtracting the amount of such 
accounts on June 30 of the calendar year involved from the amount of such accounts on June 30 of 
the previous calendar year.  


D. Any reserve requirement imposed under this subsection shall be uniformly applied to all 
transaction accounts at all depository institutions. Reserve requirements imposed under this 
subsection shall be uniformly applied to nonpersonal time deposits at all depository institutions, except 
that such requirements may vary by the maturity of such deposits.  


  


3. Waiver of ratio limits in extraordinary circumstances. Upon a finding by at least 5 members of the 
Board that extraordinary circumstances require such action, the Board, after consultation with the 
appropriate committees of the Congress, may impose, with respect to any liability of depository 
institutions, reserve requirements outside the limitations as to ratios and as to types of liabilities 
otherwise prescribed by paragraph (2) for a period not exceeding 180 days, and for further periods 
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not exceeding 180 days each by affirmative action by at least 5 members of the Board in each 
instance. The Board shall promptly transmit to the Congress a report of any exercise of its authority 
under this paragraph and the reasons for such exercise of authority.  


  


4. Supplemental reserves.  
A. The Board may, upon the affirmative vote of not less than 5 members, impose a supplemental 


reserve requirement on every depository institution of not more than 4 per centum of its total 
transaction accounts. Such supplemental reserve requirement may be imposed only if--  


i. the sole purpose of such requirement is to increase the amount of reserves 
maintained to a level essential for the conduct of monetary policy;  


ii. such requirement is not imposed for the purpose of reducing the cost burdens 
resulting from the imposition of the reserve requirements pursuant to paragraph (2);  


iii. such requirement is not imposed for the purpose of increasing the amount of 
balances needed for clearing purposes; and  


iv. on the date on which the supplemental reserve requirement is imposed, except as 
provided in paragraph (11), the total amount of reserves required pursuant to paragraph (2) is not 
less than the amount of reserves that would be required if the initial ratios specified in paragraph (2) 
were in effect.  


B. The Board may require the supplemental reserve authorized under subparagraph (A) only 
after consultation with the Board of Directors of the Federal Deposit Insurance Corporation, the 
Comptroller of the Currency, and the National Credit Union Administration Board. The Board shall 
promptly transmit to the Congress a report with respect to any exercise of its authority to require 
supplemental reserves under subparagraph (A) and such report shall state the basis for the 
determination to exercise such authority.  


C. If a supplemental reserve under subparagraph (A) has been required of depository institutions 
for a period of one year or more, the Board shall review and determine the need for continued 
maintenance of supplemental reserves and shall transmit annual reports to the Congress regarding 
the need, if any, for continuing the supplemental reserve.  


D. Any supplemental reserve imposed under subparagraph (A) shall terminate at the close of the 
first 90-day period after such requirement is imposed during which the average amount of reserves 
required under paragraph (2) are less than the amount of reserves which would be required during 
such period if the initial ratios specified in paragraph (2) were in effect.  


  


5. Reserves related to foreign obligations or assets. Foreign branches, subsidiaries, and international 
banking facilities of nonmember depository institutions shall maintain reserves to the same extent 
required by the Board of foreign branches, subsidiaries, and international banking facilities of member 
banks. In addition to any reserves otherwise required to be maintained pursuant to this subsection, 
any depository institution shall maintain reserves in such ratios as the Board may prescribe against--  


A. net balances owed by domestic offices of such depository institution in the United States to its 
directly related foreign offices and to foreign offices of non-related depository institutions;  


B. loans to United States residents made by overseas offices of such depository institution if 
such depository institution has one or more offices in the United States; and  


C. assets (including participations) held by foreign offices of a depository institution in the United 
States which were acquired from its domestic offices.  


  


6. Exemption for certain deposits. The requirements imposed under paragraph (2) shall not apply to 
deposits payable only outside the States of the United States and the District of Columbia, except that 
nothing in this subsection limits the authority of the Board to impose conditions and requirements on 
member banks under section 25 of this Act or the authority of the Board under section 7 of the 
International Banking Act of 1978 (12 U.S.C. 3105).  
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7. Discount and borrowing. Any depository institution in which transaction accounts or nonpersonal time 
deposits are held shall be entitled to the same discount and borrowing privileges as member banks. 
In the administration of discount and borrowing privileges, the Board and the Federal Reserve banks 
shall take into consideration the special needs of savings and other depository institutions for access 
to discount and borrowing facilities consistent with their long-term asset portfolios and the sensitivity 
of such institutions to trends in the national money markets.  


  


8. Transitional adjustments.  
A. Any depository institution required to maintain reserves under this subsection which was engaged in 


business on July 1, 1979, but was not a member of the Federal Reserve System on or after that date, 
shall maintain reserves against its deposits during the first twelve-month period following the effective 
date of this paragraph in amounts equal to one-eighth of those otherwise required by this subsection, 
during the second such twelve-month period in amounts equal to one-fourth of those otherwise 
required, during the third such twelve-month period in amounts equal to three-eighths of those 
otherwise required, during the fourth twelve-month period in amounts equal to one-half of those 
otherwise required, and during the fifth twelve-month period in amounts equal to five-eighths of those 
otherwise required, during the sixth twelve-month period in amounts equal to three-fourths of those 
otherwise required, and during the seventh twelve-month period in amounts equal to seven-eighths of 
those otherwise required. This subparagraph does not apply to any category of deposits or accounts 
which are first authorized pursuant to Federal law in any State after April 1, 1980.  


B. With respect to any bank which was a member of the Federal Reserve System during the entire period 
beginning on July 1, 1979, and ending on the effective date of the Monetary Control Act of 1980, the 
amount of required reserves imposed pursuant to this subsection on and after the effective date of such 
Act that exceeds the amount of reserves which would have been required of such bank if the reserve 
ratios in effect during the reserve computation period immediately preceding such effective date were 
applied may, at the discretion of the Board and in accordance with such rules and regulations as it may 
adopt, be reduced by 75 per centum during the first year which begins after such effective date, 50 per 
centum during the second year, and 25 per centum during the third year.  


C.  
i.With respect to any bank which is a member of the Federal Reserve System on the effective date of the 


Monetary Control Act of 1980, the amount of reserves which would have been required of such bank if 
the reserve ratios in effect during the reserve computation period immediately preceding such effective 
date were applied that exceeds the amount of required reserves imposed pursuant to this subsection 
shall, in accordance with such rules and regulations as the Board may adopt, be reduced by 25 per 
centum during the first year which begins after such effective date, 50 per centum during the second 
year, and 75 per centum during the third year.  


ii.If a bank becomes a member bank during the four-year period beginning on the effective date of the 
Monetary Control Act of 1980, and if the amount of reserves which would have been required of such 
bank, determined as if the reserve ratios in effect during the reserve computation period immediately 
preceding such effective date were applied, and as if such bank had been a member during such 
period, exceeds the amount of reserves required pursuant to this subsection, the amount of reserves 
required to be maintained by such bank beginning on the date on which such bank becomes a member 
of the Federal Reserve System shall be the amount of reserves which would have been required of 
such bank if it had been a member on the day before such effective date, except that the amount of 
such excess shall, in accordance with such rules and regulations as the Board may adopt, be reduced 
by 25 per centum during the first year which begins after such effective date, 50 per centum during the 
second year, and 75 per centum during the third year.  


D.  
i.Any bank which was a member bank on July 1, 1979, and which withdraws from membership in the 


Federal Reserve System during the period beginning on July 1, 1979, and ending on March 31, 1980, 
shall maintain reserves during the first twelve-month period beginning on the date of enactment of this 
clause in amounts equal to one-half of those otherwise required by this subsection, during the second 
such twelve-month period in amounts equal to two-thirds of those otherwise required, and during the 
third such twelve-month period in amounts equal to five-sixths of those otherwise required.  
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ii.Any bank which withdraws from membership in the Federal Reserve System on or after the date of 
enactment of the Depository Institutions Deregulation and Monetary Control Act of 1980 shall maintain 
reserves in the same amount as member banks are required to maintain under this subsection, 
pursuant to subparagraphs (B) and (C)(i).  


E. This subparagraph applies to any depository institution that, on August 1, 1978, (i) was engaged in 
business as a depository institution in a State outside the continental limits of the United States, and (ii) 
was not a member of the Federal Reserve System at any time on or after such date. Such a depository 
institution shall not be required to maintain reserves against its deposits held or maintained at its offices 
located in a State outside the continental limits of the United States until the first day of the sixth 
calendar year which begins after the effective date of the Monetary Control Act of 1980. Such a 
depository institution shall maintain reserves against its deposits during the sixth calendar year which 
begins after such effective date in an amount equal to one-eighth of that otherwise required by 
paragraph (2), during the seventh such year in an amount equal to one-fourth of that otherwise 
required, during the eighth such year in an amount equal to three-eighths of that otherwise required, 
during the ninth such year in an amount equal to one-half of that otherwise required, during the tenth 
such year in an amount equal to five-eighths of that otherwise required, during the eleventh such year in 
an amount equal to three-fourths of that otherwise required, and during the twelfth such year in an 
amount equal to seven-eighths of that otherwise required.  


  


9. Exemption. This subsection shall not apply with respect to any financial institution which--  
A. is organized solely to do business with other financial institutions;  
B. is owned primarily by the financial institutions with which it does business; and  
C. does not do business with the general public.  


  


10. Waivers. In individual cases, where a Federal supervisory authority waives a liquidity requirement, or 
waives the penalty for failing to satisfy a liquidity requirement, the Board shall waive the reserve 
requirement, or waive the penalty for failing to satisfy a reserve requirement, imposed pursuant to this 
subsection for the depository institution involved when requested by the Federal supervisory authority 
involved.  


  


11. Additional exemptions.  
A.    


i. Notwithstanding the reserve requirement ratios established under paragraphs (2) and (5) of this 
subsection, a reserve ratio of zero per centum shall apply to any combination of reservable liabilities, 
which do not exceed $2,000,000 (as adjusted under subparagraph (B)), of each depository institution.  


ii. Each depository institution may designate, in accordance with such rules and regulations as the Board 
shall prescribe, the types and amounts of reservable liabilities to which the reserve ratio of zero per 
centum shall apply, except that transaction accounts which are designated to be subject to a reserve 
ratio of zero per centum shall be accounts which would otherwise be subject to a reserve ratio of 3 per 
centum under paragraph (2).  


iii. The Board shall minimize the reporting necessary to determine whether depository institutions have total 
reservable liabilities of less than $2,000,000 (as adjusted under subparagraph (B)). Consistent with the 
Board's responsibility to monitor and control monetary and credit aggregates, depository institutions 
which have reserve requirements under this subsection equal to zero per centum shall be subject to 
less overall reporting requirements than depository institutions which have a reserve requirement 
under this subsection that exceeds zero per centum.  


B.  
i. Beginning in 1982, not later than December 31 of each year, the Board shall issue a regulation increasing 


for the next succeeding calendar year the dollar amount specified in subparagraph (A), as previously 
adjusted under this subparagraph, by an amount obtained by multiplying such dollar amount by 80 per 
centum of the percentage increase in the total reservable liabilities of all depository institutions.  
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ii. The increase in total reservable liabilities shall be determined by subtracting the amount of total reservable 
liabilities on June 30 of the preceding calendar year from the amount of total reservable liabilities on 
June 30 of the calendar year involved. In the case of any such twelve-month period in which there has 
been a decrease in the total reservable liabilities of all depository institutions, no adjustment shall be 
made. A decrease in total reservable liabilities shall be determined by substracting the amount of total 
reservable liabilities on June 30 of the calendar year involved from the amount of total reservable 
liabilities on June 30 of the previous calendar year.  


  


12. Earnings on balances.  
A. Balances maintained at a Federal Reserve bank by or on behalf of a depository institution may receive 


earnings to be paid by the Federal Reserve bank at least once each calendar quarter, at a rate or rates 
not to exceed the general level of short-term interest rates.  


B. The Board may prescribe regulations concerning--  
i. the payment of earnings in accordance with this paragraph;  
ii. the distribution of such earnings to the depository institutions which maintain balances at such banks, or on 


whose behalf such balances are maintained; and  
iii. the responsibilities of depository institutions, Federal Home Loan Banks, and the National Credit Union 


Administration Central Liquidity Facility with respect to the crediting and distribution of earnings 
attributable to balances maintained, in accordance with subsection (c)(l)(A), in a Federal Reserve bank 
by any such entity on behalf of depository institutions.  


C. For purposes of this paragraph, the term "depository institution", in addition to the institutions 
described in paragraph (l)(A), includes any trust company, corporation organized under section 25A 
or having an agreement with the Board under section 25, or any branch or agency of a foreign bank 
(as defined in section l(b) of the International Banking Act of 1978).  


[12 USC 461(b). As amended by acts of June 21, 1917 (40 Stat. 239); Sept. 26, 1918 (40 Stat. 970); May 12, 1933 (48 Stat. 
54); Aug. 23, 1935 (49 Stat. 706); July 7, 1942 (56 Stat. 648); July 28, 1959 (73 Stat. 264) effective July 28, 1962; Sept. 
21, 1966 (80 Stat. 823) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 856)); Dec. 
23, 1969 (83 Stat. 375); March 31, 1980 (94 Stat. 133, 138); Aug. 13, 1981 (95 Stat. 433); Oct. 15, 1982 (96 Stat. 1520, 
1521); Aug. 9, 1989 (103 Stat. 439); Oct. 13, 2006 (120 Stat. 1968, 1969); and July 21, 2010 (124 Stat. 1556). 
Amendments to subsection 19(b) act of October 13, 2006, were to be effective on October 1, 2011, but Sec. 128 of the 
act of October 3, 2008 (122 Stat. 3796) accelerated the effective date to October 1, 2008.]  


13.   


Promulgation of Rules and Regulations Regarding Maintenance of Balances  


(c)  


1. Reserves held by a depository institution to meet the requirements imposed pursuant to subsection (b) 
shall, subject to such rules and regulations as the Board shall prescribe, be in the form of--  


A. balances maintained for such purposes by such depository institution in the Federal Reserve 
bank of which it is a member or at which it maintains an account, except that (i) the Board may, by 
regulation or order, permit depository institutions to maintain all or a portion of their required reserves 
in the form of vault cash, except that any portion so permitted shall be identical for all depository 
institutions, and (ii) vault cash may be used to satisfy any supplemental reserve requirement imposed 
pursuant to subsection (b)(4), except that all such vault cash shall be excluded from any computation 
of earnings pursuant to subsection (b); and  


B. balances maintained by a depository institution in a depository institution which maintains 
required reserve balances at a Federal Reserve bank, in a Federal Home Loan Bank, or in the 
National Credit Union Administration Central Liquidity Facility, if such depository institution, Federal 
Home Loan Bank, or National Credit Union Administration Central Liquidity Facility maintains such 
funds in the form of balances in a Federal Reserve bank of which it is a member or at which it 
maintains an account. Balances received by a depository institution from a second depository 
institution and used to satisfy the reserve requirement imposed on such second depository institution 
by this section shall not be subject to the reserve requirements of this section imposed on such first 



http://www.federalreserve.gov/aboutthefed/section19.htm#top�
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depository institution, and shall not be subject to assessments or reserves imposed on such first 
depository institution pursuant to section 7 of the Federal Deposit Insurance Act (12 U.S.C. 1817), 
section 404 of the National Housing Act (12 U.S.C. 1727), or section 202 of the Federal Credit Union 
Act (12 U.S.C. 1782).  


C. The balances maintained to meet the reserve requirements of subsection (b) by a depository 
institution in a Federal Reserve bank or passed through a Federal Home Loan Bank or the National 
Credit Union Administration Central Liquidity Facility or another depository institution to a Federal 
Reserve bank may be used to satisfy liquidity requirements which may be imposed under other 
provisions of Federal or State law.  


[12 USC 461(c). As amended by acts of Aug. 15, 1914 (38 Stat. 691); June 21, 1917 (40 Stat. 239); July 28, 1959 (73 Stat. 
263); Sept. 21, 1966 (80 Stat. 823) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 
856)); Dec. 23, 1969 (83 Stat. 375); March 31, 1980 (94 Stat. 133, 138); Oct 13, 2006 (120 Stat. 1969, 1980).]  


  


Member Banks Making Security Loans for Others  


(d) No member bank shall act as the medium or agent of any nonbanking corporation, partnership, association, 
business trust, or individual in making loans on the security of stocks, bonds, and other investment securities to 
brokers or dealers in stocks, bonds, and other investment securities. Every violation of this provision by any 
member bank shall be punishable by a fine of not more than $100 per day during the continuance of such 
violation; and such fine may be collected, by suit or otherwise, by the Federal reserve bank of the district in 
which such member bank is located.  


[12 USC 374a. As added by act of June 16, 1933 (48 Stat. 181) and amended by act of Sept. 21, 1966 (80 Stat. 824) (as amended 
by acts of Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 856)).]  


  


Deposits with Depository Institutions Without Access to Federal Reserve Advances; Discounts for 
Nonmember Banks  


(e) No member bank shall keep on deposit with any depository institution which is not authorized to have 
access to Federal Reserve advances under section 10(b) of this Act a sum in excess of 10 per centum of its 
own paid-up capital and surplus. No member bank shall act as the medium or agent of a nonmember bank in 
applying for or receiving discounts from a Federal reserve bank under the provisions of this Act, except by 
permission of the Board of Governors of the Federal Reserve System.  


[12 USC 463, 374. As reenacted without change by act of Aug. 15, 1914 (38 Stat. 692); and amended by acts of June 21, 1917 (40 
Stat. 239) (which completely revised this section) and Sept. 21, 1966 (80 Stat. 824) (as amended by acts of Sept. 21, 1967 (81 Stat. 
226); Sept. 21, 1968 (82 Stat. 856); and March 31, 1980 (94 Stat. 140).]  


  


Checking Against and Withdrawal of Reserve Balance  


(f) The required balance carried by a member bank with a Federal reserve bank may, under the regulations 
and subject to such penalties as may be prescribed by the Board of Governors of the Federal Reserve System, 
be checked against and withdrawn by such member bank for the purpose of meeting existing liabilities.  


[12 USC 464. As reenacted without change by act of Aug. 15, 1914 (38 Stat. 692); as amended by acts of June 21, 1917 (40 Stat. 
239) (which completely revised this section July 7, 1942 (56 Stat. 648)); and Sept. 21, 1966 (80 Stat. 824) (as amended by acts of 
Sept. 21, 1967 (81 Stat. 226) and Sept. 21, 1968 (82 Stat. 856)).]  
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Deductions in Computing Reserves  


(g) In estimating the reserve balances required by this Act, member banks may deduct from the amount of their 
gross demand deposits the amounts of balances due from other banks (except Federal Reserve banks and 
foreign banks) and cash items in process of collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board of Governors of the Federal Reserve 
System.  


[12 USC 465. As amended by acts of Aug. 15, 1914 (38 Stat. 692); June 21, 1917 (40 Stat. 240) (which completely revised this 
section); Aug. 23, 1935 (49 Stat. 714); and Sept. 21, 1966 (80 Stat. 824) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and 
Sept. 21, 1968 (82 Stat. 856)).]  


  


Reserves of Banks in Dependencies and Insular Possessions  


(h) National banks, or banks organized under local laws, located in the dependency or insular possession or 
any part of the United States outside the continental United States may remain nonmember banks, and shall in 
that event maintain reserves and comply with all the conditions now provided by law regulating them; or said 
banks may, with the consent of the Board of Governors of the Federal Reserve System, become member 
banks of any one of the reserve districts, and shall in that event take stock, maintain reserves, and be subject 
to all the other provisions of this Act.  


[12 USC 466. As reenacted without change by act of Aug. 15, 1914 (38 Stat. 692); and as amended by acts of June 21, 1917 (40 
Stat. 240); June 25, 1959 (73 Stat. 142) and Sept. 21, 1966 (80 Stat. 824) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and 
Sept. 21, 1968 (82 Stat. 856)). The "continental United States" is defined in the third paragraph of section 1 of the Federal Reserve 
Act to mean the "States of the United States and the District of Columbia."]  


  


Interest on Demand Deposits  


[Subsection (i) (12 USC 371a) was repealed by act of July 21, 2010 (124 Stat. 1640)].  


  


Advertisement of Interest on Time and Savings Deposits  


(j) The Board may from time to time, after consulting with the Board of Directors of the Federal Deposit 
Insurance Corporation and the Federal Home Loan Bank Board, prescribe rules governing the advertisement of 
interest on deposits by member banks on time and savings deposits. The provisions of this paragraph shall not 
apply to any deposit which is payable only at an office of a member bank located outside of the States of the 
United States and the District of Columbia. During the period commencing on October 15, 1962, and ending on 
October 15, 1968, the provisions of this paragraph shall not apply to the rate of interest which may be paid by 
member banks on time deposits of foreign governments, monetary and financial authorities of foreign 
governments when acting as such, or international financial institutions of which the United States is a member.  


[12 USC 371b. As added by act of June 16, 1933 (48 Stat. 182). Amended by acts of Aug. 23, 1935 (49 Stat. 714); Oct. 15, 1962 
(76 Stat. 953); July 21, 1965 (79 Stat. 244); Sept. 21, 1966 (80 Stat. 824) (as amended by acts of Sept. 21, 1967 (81 Stat. 226) and 
Sept. 21, 1968 (82 Stat. 856), Joint Resolution of Sept. 22, 1969 (83 Stat. 115); Act of Dec. 23, 1969 (83 Stat. 371); Joint Resolution 
of March 31, 1971 (85 Stat. 13); and act of May 18, 1971 (85 Stat. 38)); Sept. 21, 1968 (82 Stat. 856); July 6, 1973 (87 Stat. 147); 
Aug. 16, 1973 (87 Stat. 342); Oct. 28, 1974 (88 Stat. 1505), Dec. 31, 1975 (89 Stat. 1124); April 19, 1977 (91 Stat. 49); and Nov. 16, 
1977 (91 Stat. 1387).]  


  


Applicability of State Usury Ceilings to Certain Obligations Issued by Bank and Affiliates  
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[Subsection (k) (12 USC 371b-1) was repealed by act of March 31, 1980 (94 Stat. 168).]  


  


Civil Money Penalty  


(l)  


1. Any member bank which, and any institution-affiliated party (within the meaning of section 3(u) of the 
Federal Deposit Insurance Act) with respect to such member bank who, violates any provision of this 
section, or any regulation issued pursuant thereto, shall forfeit and pay a civil penalty of not more than 
$5,000 for each day during which such violation continues.  


2. Notwithstanding paragraph (1), any member bank which, and any institution-affiliated party (within the 
meaning of section 3(u) of the Federal Deposit Insurance Act) with respect to such member bank who-
-  


A.    
i. commits any violation described in paragraph (1);  
ii. recklessly engages in an unsafe or unsound practice in conducting the affairs of such member bank; or  
iii. breaches any fiduciary duty;  


B. which violation, practice, or breach--  
i. is part of a pattern of misconduct;  
ii. causes or is likely to cause more than a minimal loss to such member bank; or  
iii. results in pecuniary gain or other benefit to such party,  


shall forfeit and pay a civil penalty of not more than $25,000 for each day during which such violation, 
practice, or breach continues.  


3. Notwithstanding paragraphs (1) and (2), any member bank which, and any institution-affiliated party 
(within the meaning of section 3(u) of the Federal Deposit Insurance Act) with respect to such member 
bank who--  


A. knowingly--  
i. commits any violation described in paragraph (1);  
ii. engages in any unsafe or unsound practice in conducting the affairs of such member bank; or  
iii. breaches any fiduciary duty; and  


B. knowingly or recklessly causes a substantial loss to such member bank or a substantial pecuniary gain 
or other benefit to such party by reason of such violation, practice, or breach,   


shall forfeit and pay a civil penalty in an amount not to exceed the applicable maximum amount 
determined under paragraph (4) for each day during which such violation, practice, or breach 
continues. 


4. The maximum daily amount of any civil penalty which may be assessed pursuant to paragraph (3) for 
any violation, practice, or breach described in such paragraph is--  


A. in the case of any person other than a member bank, an amount not to exceed $1,000,000; and  
B. in the case of a member bank, an amount not to exceed the lesser of --  


i. $1,000,000; or  
ii. 1 percent of the total assets of such member bank.  


5. Any penalty imposed under paragraph (1), (2), or (3) may be assessed and collected by the Board in 
the manner provided in subparagraphs (E), (F), (G), and (I) of section 8(i)(2) of the Federal Deposit 
Insurance Act for penalties imposed (under such section) and any such assessment shall be subject to 
the provisions of such section.  


6. The member bank or other person against whom any penalty is assessed under this subsection shall 
be afforded an agency hearing if such member bank or person submits a request for such hearing 
within 20 days after the issuance of the notice of assessment. Section 8(h) of the Federal Deposit 
Insurance Act shall apply to any proceeding under this subsection.  


7. All penalties collected under authority of this subsection shall be deposited into the Treasury.  
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8. For purposes of this section, the term "violate" includes any action (alone or with another or others) for 
or toward causing, bringing about, participating in, counseling, or aiding or abetting a violation.  


9. The Board shall prescribe regulations establishing such procedures as may be necessary to carry out 
this subsection.  


[12 USC 505, as added by act of Nov. 10, 1978 (92 Stat. 3642) and amended by acts of Oct. 15, 1982 (96 Stat. 1522, 1523) and 
Aug. 9, 1989 (103 Stat. 472).]  


  


Notice Under This Section After Separation from Service  


(m) The resignation, termination of employment or participation, or separation of an institution-affiliated party 
(within the meaning of section 3(u) of the Federal Deposit Insurance Act) with respect to a member bank 
(including a separation caused by the closing of such a bank) shall not affect the jurisdiction and authority of 
the Board to issue any notice and proceed under this section against any such party, if such notice is served 
before the end of the 6-year period beginning on the date such party ceased to be such a party with respect to 
such bank (whether such date occurs before, on, or after the date of the enactment of this subsection).  


[12 USC 505. As added by act of Aug. 9, 1989 (103 Stat. 461).]  
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 Federal Accounting Standards Advisory Board 
______________________________________________________________________ 


_________________________________________________________________________________ 
 


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


 
August 10, 2012 
 
Memorandum 
 
To: Members of the Board 
 
  
From:  Melissa Loughan, Assistant Director 
 


  
Through: Wendy M. Payne, Executive Director 
 
Subj: Federal Reporting Entity—Related Party Tab C1   
 
MEETING OBJECTIVES  


 To decide how to address disclosures regarding related parties.  
 


Staff has recommended draft language and disclosure requirements that would be 
issued as part of the Exposure Draft (ED) Identifying and Reporting upon Organizations 
to Include in General Purpose Financial Report.    
 


BRIEFING MATERIAL 


The transmittal memorandum includes a discussion of issues and recommendations 
beginning on page 2 under Staff Analysis and Recommendations.  A full list of 
Questions for the Board appears on the final page.   


 


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


 


 


 


 


                                            
1 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official 
positions of the FASAB are determined only after extensive due process and deliberations. 
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BACKGROUND 


 


The Board considered related parties at the June meeting and provided input to staff.  
There appeared to be agreement that related parties should be addressed.  However, 
the Board requested that staff come back with new options for consideration based on 
the feedback and input received at the meeting.      


 


 
STAFF ANALYSIS AND RECOMMENDATIONS 
 
Issue 1: Related Party Recommendation for ED 
 
 
Based on the June meeting and a review of the minutes, staff gathered there were 
differing perspectives among members in how related parties should be addressed.  
Staff was asked to explore options based on the feedback received from the Board.   
Staff believes the options could be narrowed to the following based on the Board’s 
discussion: 
  


o A narrow definition with a series of principles or examples of what to 
consider or exclude to help narrow the population. 


o Misleading to exclude approach  
o Sub-set of Non-core 
o Part of Mr. Steinberg’s revised framework 


 
 
Several Board members believed related party needed to be addressed and guidance 
was necessary to assist in narrowing the population to ensure the definition isn’t too 
broad. These members emphasized relying on examples to enhance the definition. 
Further, it was noted that other standard setters take this type of approach.   Instead of 
defining related party explicitly, a series of principles and / or examples of what to 
consider or exclude helps narrow the population. In addition, reliance on the judgment 
of preparers and auditors regarding parties that would be misleading to exclude was 
suggested.  
 
Another option discussed by at least two members involves integrating related party 
within the established draft framework of non-core, that is, making it a type of non-core 
entity.   
 
Proponents for this approach may believe there is an advantage to this because: 
 Some may view non-core as equivalent to related party (previously reported 


related parties are considered non-core) 
 Some have difficulty defining another category and find it possible to be a subset 


of non-core  
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 There is flexibility with disclosures in non-core, therefore allowing for less 
disclosure when there is significant influence but not control 


 Related party would not have to be defined since this could be a “related entity” 
category that falls just below the threshold for inclusion 


 
Staff finds this approach difficult to develop and apply because there is a distinction 
between control (one of the inclusion principles) and significant influence. While the 
non-core category includes controlled entities designed to operate with relative 
influence (particularly to insulate them from political influence), these entities are subject 
to control rather than significant influence. Further, a distinction between those 
organizations and relationships that meet the inclusion principles and those that do not 
is needed to exclude entities influenced but not controlled.  Those organizations that 
might meet related party reporting would not meet the inclusion principles.  Therefore 
staff finds difficulty in meshing these organizations or making it a sub-set of non-core. 
 
Staff also notes that it was suggested at the last meeting the category could be called 
something other than related party, such as “related entity.”  Staff considered this option 
but believed there might be some confusion if new terminology replaces a widely 
accepted term.  For example, the community may see it as a new category and might 
be still searching for "related parties" as well. Therefore, staff does not recommend 
changing the title. 
 
 
 
Staff Recommendation 
 
As agreed in the June meeting, related parties should be addressed because of the 
potential for confusion given the long-standing approach to reporting related parties and 
the existing audit requirements. In addition, related party disclosures would provide for 
the wide variety of relationships as well as potential future relationships. Staff has 
provided a draft that relies heavily on listing parties to be included and excluded. In 
addition, the staff proposal provides room for judgment by incorporating a misleading to 
exclude provision.  
 
Staff does not propose including related parties in the non-core category. The inclusion 
principles would need to be adjusted to permit entities that are not controlled to be 
included as non-core entities. Staff believes incorporating “significant influence” in the 
inclusion principles without the specific exclusions provided in the draft would lead to 
many more entities being included. Hence, the existing draft language regarding 
exclusions would still be needed. Staff believes a separate section addressing related 
parties would be clearer. Further, a related party definition is needed to resolve the 
initial staff concern that existing long-standing practices from the private sector would be 
imposed on federal agencies absent a federal definition.   
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Staff Proposed Language: 


Related Party and Disclosures  


(Applicable to both the Government-wide and CRE GPFFR) 


1. In addition to entities for which Congress and the President are 
accountable2, the federal government may have the ability to exercise 
significant influence over other parties in making financial and operating 
decisions or to be influenced by its relationship with the other parties. 
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.    


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


3. 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.  


4. 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.  


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. In the context of this Statement, related parties generally would include: 


                                            
2 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 core or non-core entity and not be 
subject to related party reporting. 
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a. Government sponsored enterprises not meeting the Inclusion 
Principles  


b. Organizations governed by representatives from each of the 
governments that created the organization wherein the U.S. 
government has agreed to ongoing or contingent financial 
support to accomplish shared objectives (for example, multi-
lateral development banks) 


c. Organizations of such significance – either financially or 
operationally – that it would be misleading to exclude the 
organization. 


7. In the context of this Statement, the following generally would not be 
considered related parties:  


a. Entities meeting the Inclusion Principles 


b. Entities with which the federal government transacts a significant 
volume of business resulting in economic dependence such as 
government contractors, state and local governments, and non-
profit organizations    


c. Key executives 


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


e. Component 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 
 


8. Although par. 7 generally permits the exclusion of certain entities 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. 
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9. 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 or provide opportunities that would not have existed in the 
absence of the relationship;  


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


c. 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:  


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. 


b. 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 1:   Does the Board generally agree with the proposed language for 
identifying related parties? 
 
 
Question 2: Does the Board wish to offer any additional entities for exclusion? 
 
 
Question 3: Does the Board approve the disclosure requirements? 
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NEXT STEPS 


Staff will address any issues or concerns identified by the Board.  
 
The goal of completing the ED shortly after the October 2012 meeting may require 
review of part or all of the ED between meetings. The October goal is contingent upon 
the Board’s decisions and the extent of changes.  Staff will propose a new timeline for 
completion at the October meeting. 
 


 
****************** 


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. 
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QUESTIONS FOR THE BOARD 


 
 
 
 
Question 1:   Does the Board generally agree with the proposed language for 
identifying related parties? 
 
Question 2: Does the Board wish to offer any additional entities for exclusion? 
 
Question 3: Does the Board approve the disclosure requirements? 
 


 


 
 
 
 
 
 
 
 








                                Federal Accounting Standards Advisory Board 
 
 


 
  


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


August 10, 2012 


Memorandum 


To:  Members of the Board 


From:   Domenic N. Savini, Assistant Director 


Through: Wendy M. Payne, Executive Director 


 
Subj: Status Report: Public-Private Partnerships – Tab G1 
 


MEETING OBJECTIVES 


To decide whether to defer this effort until more progress has been made on the Federal 
Entity and Leases standards. To that end and at the Board’s request, staff is providing 
additional information in the form of Congressional Budget Office (CBO) examples of Public-
Private Partnerships and two additional case studies to illustrate the different types of public-
private arrangements that exist. This additional material is being provided for informational 
purposes only and does not include staff analysis or recommendations concerning any of the 
specific examples or cases shown.  


BRIEFING MATERIAL 


The transmittal memorandum includes the following briefing material: 


1. Attachment 1 - CBO Examples of Public-Private Partnership Ventures 


2. Attachment 2 - Case Study: Washington Metropolitan Area Transit Authority 


3. Attachment 3 – Case Study: In-Q-tel 


4. Attachment 4 – April 2012 Public-Private Partnerships Status Report (TAB H-4) 


 
If you require additional information please contact me as soon as possible.  If you have any 
questions or comments, please contact me by telephone at 202.512.6841 or by e-mail at 
savinid@fasab.gov 


                                                 
1 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. 







ATTACHMENT 1 - CBO Examples of Public-Private Partnership Ventures 
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3. 10 U.S.C. 2871-2885.


federal government’s control and financial commitments.  By reflecting those fac-
tors accurately, the budget can provide information that decisionmakers can use to
determine whether the benefits of such arrangements justify their costs.


Examples of Public/Private Ventures


Each public/private venture has unique features, so observers may disagree about
what is typical.  Nonetheless, a review of some recent public/private ventures pro-
vides insight into what the ventures are and how they are being used.


Ventures Initiated Under DoD’s Housing Privatization Authorities


Under its housing privatization authorities, DoD can enter into public/private ven-
tures that need not be authorized by the Congress on an individual basis.3  Those
authorities, first granted DoD-wide in 1996, allow the department to enter into a
wide range of financial agreements—including direct loans, loan guarantees, out-
leases of land, rental guarantees, bartering arrangements, direct investments by the
government, and transfers of property—with private-sector participants to provide
housing for military families.


In those ventures, the private partner typically obtains private, third-party
financing to build or renovate family housing units for DoD.  The department gen-
erally provides to the venture a lease for government land and control over the
housing units located there.  It may guarantee the venture’s debt against base clo-
sures, deployments, or downsizing. DoD may also provide direct loans or contribute
equity to the venture, in some cases becoming a legal partner with an explicit own-
ership interest in the venture.


The principal and interest on the funds the venture borrows to construct or
renovate units, as well as the costs to maintain and manage completed units, are
typically covered by rental payments equal to the service members’ housing allow-
ances.  Because service members who live in the privatized units receive housing
allowances whereas those living in conventional DoD-owned units do not, one
effect of such ventures is to raise the amount that DoD spends on housing allow-
ances.


In two of the earliest housing ventures—those conducted by the Navy under
experimental authorities granted to it in 1994—the housing units were on private
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4. The firm responsible for managing the units on Aurora’s behalf will receive a management fee
consistent with the industry standard (in the range of 4 percent to 6 percent of the project’s gross
revenues).


land and were to be sold to individual private owners at the end of the project,
rather than reverting to the federal government.  In addition, under the original
terms of those projects, the rents paid by military members for the units could ex-
ceed their housing allowances.  Although military tenants had preferential access,
renting to civilian tenants was a practical option.  At one point in 1998, civilian
tenants accounted for 20 percent of the occupied units at a Navy site in Texas.  In
the most recent projects, however, the extent of the government’s involvement and
control over the ventures has been much greater, often making the projects indistin-
guishable from standard military housing.


 For example, in 2001 the Army entered into a limited partnership (Fort
Hood Family Housing, LP) with a private partner, Lend Lease Actus.  The partner-
ship will own, operate, and maintain all 5,912 units located at Fort Hood, Texas, for
50 years.  (The Army often tries to convey all housing units at a particular installa-
tion to a public/private venture.)  At the end of the 50-year ground lease, the Army
has the option to renew the partnership for another 25 years.  If it does not renew,
the units and land revert to the Army.  According to the Army, military members
will see no difference in their housing costs or assignments because of the use of
the public/private venture rather than standard DoD housing.


The construction of new units and the rehabilitation of existing units at Fort
Hood will have an up-front cost of about $260 million.  To cover that cost, the part-
nership will take out a $186 million loan, the Army will invest $52 million in eq-
uity, and Bank One will provide $20 million in equity.  Actus will provide an addi-
tional $6 million in equity for additional development at the end of the fifth year.
Actus will earn a preferred return on its equity consistent with industry standards (in
the range of 10 percent to 12 percent) as well as a share in any partnership earnings
beyond that, up to a predetermined ceiling on its earnings.  Actus will also provide
management services to the partnership for a fee equal to a fixed percentage of the
project’s gross revenue.


The military services do not always participate as a legal partner in the
ventures.  At Elmendorf Air Force Base in Alaska, Aurora Housing—a privately
owned limited liability corporation specifically created for the purpose—has en-
tered into contracts with the Air Force to build or rehabilitate 828 housing units by
2003 and then manage the units for 50 years.4  The up-front cost of the project will
be approximately $100 million.  Of that, $6.3 million is to be equity provided by
Aurora’s private backers, $47.99 million is to be a direct loan to Aurora from the
Air Force at below-market rates, and $48 million is to be a first mortgage provided
by the Alaska Housing Commission and guaranteed by the Air Force in the event of
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base closure, deployments, or downsizing.  The Air Force also will provide land
and existing housing units.


The contracts between Aurora Housing and the Air Force that establish the
Elmendorf housing venture specify that they are not a partnership agreement.
Nonetheless, Aurora has obtained a private legal opinion indicating that for tax
purposes, the Air Force might be viewed as having entered into a partnership.
According to that opinion, the Air Force has contributed equity to the partnership in
the form of existing land and units.  In addition, the Air Force benefits from the
venture’s earnings, just as a partner would, because of provisions requiring Aurora
to deposit residual earnings into a fund devoted to the Air Force’s programs for
housing and improved quality of life.  Ownership risk to Aurora’s private backers is
restricted because the $6.3 million in equity, plus an ensured “bid profit” of $9.0
million, earns a preferred rate of return consistent with industry standards (in the
range of 10 percent to 12 percent a year) until the project is able to pay off the
preferred return balance. 


Looking at the Fort Hood and the Elmendorf projects as a whole, one might
argue that the military services have a controlling interest in both.  Much of that
control is exercised through contracts that establish the ventures, ensure that they
meet the services’ needs, provide for the services to receive a share of any earnings
above some threshold, and ensure that the units are in good condition when they
revert to the services at the end of the lease.  In both projects, the units must be
offered first to military personnel, and become available to civilian tenants only if
the vacancy rate exceeds some agreed-upon limit.  In addition, the ventures cannot
charge rents that, together with expected utility charges, exceed the service mem-
bers’ housing allowances.


Since 1996, DoD’s use of military housing ventures has increased substan-
tially (see Figures 1 and 2).  As of September 2002, DoD had entered into 16
partnerships that will renovate or build 26,166 family housing units at bases
throughout the United States.  The department was soliciting or preparing to solicit
private participants for additional projects covering 56,757 units.  Another 40,512
units were covered by projects in the planning stage, bringing the total number of
units that DoD plans to have privatized by 2006 to 123,435.  By that time, DoD
expects that privatized units will constitute more than half of its total stock of
leased, owned, or privatized units in the United States.


If DoD carries out its plans, use of the public/private ventures will speed the
replacement or renovation of its aging housing units as well as permit the construc-
tion of units that the department says it needs to overcome existing shortfalls.  DoD
estimates that accomplishing that task with appropriations for military construction
would take from 30 years to 40 years and cost nearly $30 billion.  DoD’s goal is to
leverage its appropriation for family housing so that it can obtain $3 in construction
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Figure 1.
Number of Housing Units in the Department of Defense’s Military Housing
Ventures, as of April 2002


Source: Congressional Budget Office based on data from the Department of Defense.


for each dollar in up-front funding.  CBO estimates that as of September 2002, DoD
had used the ventures to obtain about $2.3 billion in housing while recording $255
million in obligations.


Over the long run, however, it is unclear that housing privatization will
reduce DoD’s requirements for appropriated funds.  The number of service mem-
bers collecting housing allowances will rise as existing units are privatized and new
units are built.  The projects may also lead to the construction of on-base units in
locations where adequate private housing already exists for military families.
DoD’s principal justification for the privatization of housing is that the approach
will enable the department to meet its goals for the quantity and quality of on-base
housing more quickly than it could using military construction.


Ventures Initiated Under the Department of Veterans Affairs’
Enhanced-Use Leasing Authorities


The VA first received broad authorities to enter into so-called enhanced-use leases
in the fall of 1991.  The VA’s current authorities allow the agency to lease land to
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5. 38 U.S.C. 8161-8169.
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Figure 2.
The Costs of the Department of Defense’s Military Housing Ventures,
as of April 2002


Source: Congressional Budget Office based on data from the Department of Defense.


private partners for up to 75 years.5  The land can then be developed by the private
partners for the VA’s uses or others’.  The VA may use compensation that it re-
ceives from the enhanced-use leasing agreement—whether cash, facilities, or
services—as it sees fit in pursuing its mission, without any further appropriation.
The VA may also lease back for its own use some or all of the facilities developed
by the private partners.  Although the VA is authorized to enter into contracts under
those authorities, it must notify the Congress of its intent 60 days before entering
into an enhanced-use leasing agreement.


By 2002, the VA had undertaken enhanced-use leasing to obtain a number
of facilities, including office buildings for regional headquarters and parking facili-
ties.  In addition, the VA used the approach to obtain services that depend on large
capital investments, including the services of electric and steam cogeneration facili-
ties, nursing homes, single-room occupancy facilities, and child care centers for VA
employees. 
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6. A description of those transactions is provided in the official statement of the Industrial Development
Board of Johnson City, Tennessee, regarding taxable revenue bonds for the project.  That statement,
identified by the bond issue’s CUSIP number (478274CT8), was submitted to the Municipal Securi-
ties Rulemaking Board and can be obtained from it.


7. Reported to the Congressional Budget Office in a briefing by the VA, July 26, 2002, and a Memoran-
dum of Understanding, “Enhanced-Use Energy Development at the James H. Quillen VAMC at
Mountain Home, TN,” entered into between the VA and Energy Systems Group, November 20,
1998.


Mountain Home Cogeneration Facility.  The power plant at the VA Medical Cen-
ter at Mountain Home, Tennessee, provides an example of an enhanced-use leasing
venture in which the government is paying for an asset over time through the price
it pays for energy.  Construction of the plant—a facility that would generate electric
power and steam—depended on a series of interdependent agreements signed con-
currently on November 1, 1999.6  Those agreements do the following:


• Create an owner trust, the Mountain Home Energy Trust, specifically to
own and provide financial management for the cogeneration project.
The trust’s sole asset is the cogeneration plant, and its sole beneficiary is
the VA.


• Provide the owner trust with a 34-year enhanced-use lease from the VA
for land on which to build the plant adjacent to a large regional VA
medical center.


• Establish a development and management contract between the VA, the
owner trust, and a private limited liability corporation (Mountain Home
Energy Center, LLC) in which the LLC agrees to build the plant for a
fixed price and then operate and maintain it for predetermined fees.


• Establish an energy services agreement between the owner trust, the
VA, and the LLC setting the terms under which the VA medical center
at Mountain Home will purchase utilities from the cogeneration plant.


• Provide for the Johnson City Industrial Development Board to issue $32
million in taxable municipal revenue bonds.


• Provide for the loan of the bond proceeds to the owner trust to pay for
the construction of the cogeneration plant.


The ability of the owner trust to obtain financing to build and operate the
plant depended largely on the energy services agreement between the owner trust,
the VA, and the LLC.  In that agreement, the VA enters into a two-year contract for
energy services that would renew automatically over a 24-year period (provided that
the VA continues to operate its regional medical center at Mountain Home).7  The
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8. The contract states that all of the VA’s payments are subject to the availability of appropriations.
However, the Johnson City Industrial Development Board, in its official description of the bond
issue, interprets the availability of appropriations to mean the availability of appropriations to the VA
as a whole. 


9. The VA shares revenues (from sales of chilled water and steam) with the state of Tennessee, which
has also agreed to purchase services from the cogeneration plant. 


10. A description of those agreements is found in the official statement of the Illinois Development
Finance Authority regarding taxable revenue bonds for the project.  That statement, identified by the
bond issue’s CUSIP number (45188RZ77) was submitted to the Municipal Securities Rulemaking
Board and can be obtained from it.


agreement also sets the prices that the VA will pay for energy.  If the VA reduced
the quantity of energy that it purchased during the subsequent two-year contracts, its
payments for fuel and “standby” electricity would decline, but the portion of its
payments that covered capital and maintenance for the plant would remain fixed.8


Because of the VA’s purchase commitment, the bonds to finance the cogeneration
plant were insured by the MBIA Insurance Corporation and subsequently received
a triple-A rating from Standard & Poor’s and Moody’s. 


At the end of the 34-year lease, the VA will become the owner of the cogen-
eration plant, which is to be maintained in good condition by the LLC operating on
behalf of the owner trust.  During the term of the lease, the owner trust, and ulti-
mately the VA as its beneficiary, will receive a share of the revenues if the facility
sells electricity to non-VA customers.9


Chicago West Side Regional Headquarters.  The VA’s Chicago West Side pro-
ject provides an example of an arrangement in which the VA uses an enhanced-use
lease to obtain a new $60 million regional headquarters building and parking facil-
ity.  The financial structure for the West Side project, similar to that used for Moun-
tain Home, also involved a series of interdependent, concurrent agreements.10  The
agreements, dated October 1, 2002, accomplish the following:


• Create an owner trust, the West Side Enhanced-Use Lease Trust, with
the VA as the sole named beneficiary. 


• Provide the owner trust with a 35-year enhanced-use lease from the VA
for a four-acre site adjacent to the VA Medical Center in downtown
Chicago.


• Establish the terms under which a commercial development and build-
ing management firm (MedPark Development and its affiliate, MedPark
Management) will design, build, furnish, and manage the office building
and parking facility on behalf of the owner trust and the VA.
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11. The trust is required to offer the VA the opportunity to continue to occupy the building if the agency
takes no action at the end of the initial two-year lease, and VA’s failure to respond to that offer
would constitute acceptance. 


• Provide for the Illinois Development Finance Authority to issue $59
million in taxable revenue bonds.


• Provide for the loan of the bond proceeds to the owner trust to pay for
the design and construction of the office building and parking facility. 


As was the case for Mountain Home, the VA’s commitments play a crucial
role in allowing the owner trust to borrow through the development authority. Be-
cause the VA is committed to a two-year lease of 95 percent of the space in the
building and 95 percent of the parking facility, almost all of the owner trust’s reve-
nues will initially come from the VA.  The initial two-year lease is automatically
renewed unless the VA takes specific steps at the end of the lease period to halt it.11


In addition, as long as the VA chooses to occupy any portion of the facility it must
make payments that are sufficient to cover amortization and interest on the owner
trust’s debt as well as the trustee’s expenses.  Moreover, the VA agreed that if it
vacated the facility, it would not use its enhanced-use leasing authority to secure a
replacement.  The VA has the right to purchase the building from the owner trust at
any time for a price that would cover payments on the trust’s debt.  In view of the
VA’s commitments, the bonds to finance the project were insured by Ambac Assur-
ance Corporation and subsequently rated triple-A.


Because the building is in a valuable location at the center of Chicago’s
medical district, supporters of the project argue that finding another tenant would
not be difficult.  If the VA vacated all or part of the building and the owner trust
leased space to another tenant, the VA would benefit from the lease revenue as the
sole beneficiary of the owner trust.


Future Projects.  The VA currently plans additional projects and has established an
Office of Enterprise Development within its Facilities Management Office to pro-
mote the use of partnerships and provide guidelines for their development.  It has
completed or awarded 24 projects at a total cost of $283 million (see Figure 3) and
is examining the potential of enhanced-use leasing for more than 50 projects in
development.  Some, although not all, proposed projects involve the acquisition of
assets through annual lease payments or purchases of services.  The possible num-
ber of such projects is substantial as the VA controls more than 23,000 acres of land
and 5,000 buildings at approximately 270 locations. Many of those sites include
underutilized buildings or land.


Enhanced-use leasing has both its supporters and its opponents.  Many
supporters would like to see the authorities extended to other agencies, including
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Figure 3.
The Costs of the Department of Veterans Affairs’ Enhanced-Use 
Leasing Ventures


Source: Congressional Budget Office based on data from the Department of Veterans Affairs.


Note: These costs do not appear up front in the federal budget.


GSA and NASA.  Supporters note that without the authorities, agencies have little
incentive to part with land that may be providing only marginal services.  A central
feature of enhanced-use leasing is that it provides an opportunity for agencies to
exchange underutilized assets for assets or services that they can use fully.


Many opponents are concerned about the effects on Congressional control.
They point out that much of the apparent savings from enhanced-use leases arise
because projects are not subject to the same restrictions as other government activi-
ties.  For example, in the case of the VA’s Chicago West Side project, much of the
savings that the VA expects to receive from relying on enhanced-use leasing (rather
than construction using appropriated funds) stems from the assumption that federal
procurement regulations and the budget process would slow construction and in-
crease of the cost of the building.  Estimated revenues for the enhanced-use leasing
project are also greater than they would have been because the owner trust, unlike
the VA, can charge non-VA employees for parking. 
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Another concern is that heavily leveraged public/private ventures—while
potentially offering taxpayers a higher expected return—may also subject them to
greater market risks.  If legislation is needed to allow agencies to benefit from
underutilized assets, some analysts argue that a better approach would be to autho-
rize agencies only to conduct outright sales or provide arm’s-length ground leases,
rather than allowing them—in effect—to use the assets as down payments to secure
private financing for projects they might not otherwise pursue.


The debate over the merits of enhanced-use leasing—like the debate over
the value of public/private ventures or lease-purchases—is not central to the analy-
sis in this paper.  The appropriate budgetary treatment of enhanced-use leases de-
pends on the extent of the federal government’s financial commitment and control,
not on whether the total benefits of specific ventures justify the financial commit-
ment.


Recent Ventures Initiated by the Tennessee Valley Authority
and the Oak Ridge National Laboratory


DoD’s and the VA’s public/private ventures have been initiated under relatively
new legal authorities.  Other government activities authorized to operate in a busi-
nesslike manner have undertaken similar ventures.


TVA’s Lease-Leaseback Ventures.  The Tennessee Valley Authority is a federal
agency that produces and sells electricity.  Unlike most government agencies, it was
established with broad authorities to enter into business agreements and to spend
revenues without further appropriations.  It pays its capital and operating costs from
revenues obtained by selling electricity to communities and industries throughout
the Southeast and finances much of its investment in land and equipment through
sales of bonds to the public.  Its borrowing, however, is limited by a statutory debt
ceiling of $30 billion.


TVA has used its authorities in new ways for 16 power plants that it built
between 1999 and 2001.  In an arrangement called lease-leaseback, the TVA leased
the power plants for 50 years to special-purpose entities created for that purpose and
then leased the plants back for a period of 20 years (or about half of their useful
life). The special-purpose entities paid for their 50-year leases with a one-time, up-
front payment, while TVA spread its leaseback payments over a 20-year period. 


Those transactions generated roughly $620 million in up-front cash for
TVA, allowing it to avoid issuing additional bonds to finance its investments.  In
effect, the special-purpose entities borrowed on behalf of TVA.  They obtained
$527 million through the sale of pass-through certificates.  TVA did not explicitly
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12. Ultimately, TVA’s savings are passed on to TVA customers in the form of lower electricity costs.


guarantee those certificates, but the certificates were fully backed by TVA’s com-
mitment to make lease payments to the entities for 20 years.  Private equity ac-
counted for the remaining $93 million of the entities’ financing.


TVA expected that its approach would allow it to avoid issuing additional
bonds that might count against its debt ceiling.  Furthermore, the indirect borrowing
allowed TVA to benefit from some of the tax advantages that private firms enjoy
when they invest in capital assets.  The bank that contributed equity to the projects
became eligible to deduct the depreciation of the plants from the profits it pays
taxes on.  Thus, over time, the Treasury receives less tax revenues than it would
have otherwise.  The contributor of the equity passes some of those tax benefits on
to TVA in the form of lower lease payments.12


The Oak Ridge National Laboratory.  The Oak Ridge National Laboratory, under
the control of the Department of Energy, is a government-owned, contractor-oper-
ated laboratory complex in Tennessee that conducts scientific research in a wide
range of fields, including energy technologies.  UT-Batelle, a private limited liabil-
ity corporation, is the contractor currently operating Oak Ridge under a manage-
ment and operations contract with the department.


 DOE is using its existing authorities to obtain $70 million in private financ-
ing for new office and research facilities at Oak Ridge without recording large up-
front obligations and outlays.  UT-Batelle, in its role as the operator, has the au-
thority—with DOE’s approval—to enter into leases for real property that it needs to
carry out its functions at Oak Ridge.  DOE, in turn, has the authority to reimburse
its operator for those lease expenses as the operator pays them.  Those authorities
open the door for a new type of lease-purchase or public/private venture.


DOE has provided UT-Batelle Development Corporation, a nonprofit corpo-
ration created for this project, with the title to the property on which the new facili-
ties are to be built.  The development corporation agreed in turn to lease the site to
Keenen Development Associates, the private developer selected to build the new
facilities and issue the private bonds that will pay for them.  The interest and princi-
pal on the bonds, which have been rated A+ by Standard & Poor’s, are covered by
the commitment of UT-Batelle (the operator) to sublease the facilities from UT-
Batelle Development Corporation for an initial term of 10 years followed by three
five-year renewals (for a total of 25 years).  The sublease payments are designed to
cover the costs of building and financing the project.  DOE, however, provides the
ultimate backing for the bonds, because it has approved the sublease and committed
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to reimbursing UT-Batelle for the sublease payments as a legitimate operating cost
of the facility.


DOE is not required to renew UT-Batelle’s contract with Oak Ridge when it
expires in 2005.  The department has agreed, however, to require that any future
operator at Oak Ridge assume the sublease of the facilities.  At the end of 25 years,
DOE has the right to repurchase the land and facilities at a nominal price.  It also
has the right to ask the operator to cancel the lease agreements earlier, but the de-
partment would then lose its right to repurchase the land and facilities.  Construc-
tion of the new facilities is to be completed by August 2003. 
 


The Budgetary Treatment of 
Public/Private Ventures


The budgetary treatment of public/private ventures is evolving as Congressional
scorekeepers and OMB gain an increased understanding of the types of ventures
that agencies are undertaking.  For example, CBO recently scored legislation autho-
rizing new public/private ventures for GSA, a DoD laboratory, and the National
Aeronautics and Space Administration with direct spending on the grounds that the
ventures, which would be effectively under the government’s control, would be
used to finance government investments.  At the same time, however, agencies that
already have authority to enter into public/private ventures continue to use them, in
essence, to borrow and invest without recording the resulting obligations and out-
lays up front in the federal budget.


The Roles of the Executive Branch and the Congress


The executive branch is responsible for recording the obligations and outlays for
individual public/private ventures during the execution of the budget.  Because the
actual terms and conditions of a specific public/private venture are not known until
a contract is signed, the executive branch bears the frontline responsibility for en-
suring that the ventures receive appropriate treatment.


To date, OMB’s general approach has been to treat public/private ventures
in a piecemeal manner, adding up the explicit financial commitments entailed by
each venture without looking at the commitments implied by the venture as a
whole.  In practice, that approach has meant that investment spending undertaken
by public/private ventures on the government’s behalf is seldom recorded up front
in the budget as a federal commitment.
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Washington Metropolitan Area Transit Authority  


Background 2 


In recent years the Washington Metropolitan Area Transit Authority (WMATA) has faced 
serious financial and budgetary problems as well as continuing challenges related to the safety 
and reliability of its transit services. At the same time, ridership is at an all-time high, and 
WMATA continues to provide critical services and considerable benefits to the Washington, 
D.C., region’s economic well-being and to the federal government. Over the years, the federal 
government has provided WMATA with about 60 percent of the funds used to construct the 
Metrorail subway system, and Congress has a continued interest in the viability of WMATA 
due to the system’s importance to the functioning of the federal government and the orderly 
movement of people during major events and times of regional or national emergencies. 


Governance Structure 3 


Pursuant to Public Law 89-774 WMATA was created effective February 20, 1967, by the 
Interstate Compact (Compact) by and between Maryland, Virginia and the District of Columbia. 
WMATA was created to plan, construct, finance, and operate a public transit system serving 
the Washington Metropolitan Area including the following participating jurisdictions: the District 
of Columbia; the cities of Alexandria, Falls Church, Fairfax, Manassas and Manassas Park; 
and the counties of Arlington, Fairfax, Loudoun and Prince William in Virginia, and 
Montgomery, Anne Arundel, Charles and Prince George's in Maryland.  


The Authority is governed by a Board of eight voting Directors and eight alternate Directors 
from each signatory to the compact and from the Federal government. The Directors and 
Alternates for Virginia are appointed by the Northern Virginia Transportation Commission; for 
the District of Columbia, by the City Council; and, for Maryland, by the Washington Suburban 
Transit Commission and for the Federal Government, by the Administrator of the General 
Services Administration. 


The Board governs and sets policy for the Authority. Subject to policy direction and 
delegations from the Board, the General Manager (GM) is responsible for all activities of the 
Authority. The staff carries out these activities through the approved organizational structure of 
the Authority. Based upon the provisions of US-GAAP applicable to government entities, 
management has determined that it is a joint venture of the participating jurisdictions. 


Budget and Finance Considerations 4 


Following Board adoption of the annual capital and current expense budgets, the GM forwards 
certified copies of the budgets to the principal budget officer at each participating jurisdiction at 
such time and manner as may be required under their respective budgetary procedures. 
Pursuant to Article VII, Section 18 of the Compact, each budget indicates the amounts, if any, 
required from each participating jurisdiction to balance the budgets.   


                                                 
2 GAO-06-516, Issues Related to Providing Dedicated Funding for the Washington Metropolitan Area Transit Authority, a 
report to the Chairman, Committee on Government Reform, House of Representatives,  May 2006. 
3 Fiscal Year Ending 30 June 2011, Comprehensive Annual Financial Report, page 27. 
4 Washington Metropolitan Area Transit Regulation Compact (“Transit Regulation Compact”),  Article VIII - Budget, 
paragraphs 25 and 26.  
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Since inception, the Authority has operated at a loss, which has been fully subsidized each 
year by the participating jurisdictions. For purposes of determining the current year’s operating 
loss to be funded by the local participating jurisdictions, the Authority calculates the results of 
transit operations on an agreed upon basis different from that reflected in the Statements of 
Revenues, Expenses and Changes in Net Assets5. 


Subject to review and approval as may be required by their budgetary or other applicable 
processes, the participating jurisdictions are required to (1) include in their yet-to-be adopted 
budgets their share of the amounts needed to balance the annual capital and current expense 
budgets and (2) appropriate or otherwise provide said amounts certified to each of them. 


 


 


 


 


 


 


 


                                                 
5 Fiscal Year Ending 30 June  2011, Comprehensive Annual Financial Report, page 35. 
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IN–Q-TEL 


Background 6 


By the late 1990s Central Intelligence Agency (CIA) recognized that it could not effectively 
compete for Information Technology (IT) innovation and talent.  Because private industry 
confronted similar issues in areas such as biotechnology, communications, and energy, 
agency officials determined that private industry should not be ignored. 


The CIA understood that to extend its reach and access it had to not only act as a consumer of 
IT, but also as a provider or seller. To that end, the agency developed a venture capital 
business model to offer private industry.  In February 1999 the CIA chartered In-Q-Tel, a 
venture capital fund, as a non-profit organization with the support of Congress and with the 
help of a small group of private citizens. The non-profit corporation was initially established to 
do only unclassified work for the CIA and because the agency wanted to encourage 
companies to work with In-Q-Tel, it designed a non-FAR (Federal Acquisition Regulation) 
agreement with the corporation to allow for greater flexibility in areas such as procurement, 
contracting and technology transfers. 


In-Q-Tel’s former CEO, Mr. Gilman Louie said the following in an interview:  


The best thing about In-Q-Tel, to me, is that it’s risky. The CIA and 
the rest of the government need to catch the entrepreneurial, risk-
taking spirit that’s driving the Silicon Valley technology revolution. 
The CIA’s new venture may fall flat, but so what. Washington has 
been a zero-defect culture for too long. If we want a CIA that 
performs better, we’ll need to take more risks—and give our 
government freedom to fail.7 


In-Q-Tel now supports multiple agencies as the National Geospatial-Intelligence Agency, 
Defense Intelligence Agency, and Department of Homeland Security Science and Technology 
Directorate. The Corporation has offices in Washington, DC and Menlo Park, CA. 


Governance Structure 8 


In-Q-Tel was established as a 501(c) (3) independent nonprofit (public charity) corporation with 
a 10 member Board of Trustees with three-year terms.  Trustees are required to meet twice a 
year but have met quarterly and formed committees to carry out responsibilities. Trustee 
functions have included initially guiding and overseeing the entity’s startup activities and 
setting strategic direction and policies. The Chief Executive Officer reports to the Board of 
Trustees.   


 


 


                                                 
6 http://www.iqt.org/about-iqt/history.html and http://www.iqt.org/about-iqt/ic-partners.html and In-Q-Tel: A New Partnership 
Between the CIA and the Private Sector, by Rick E. Yanuzzi. Posted May 4, 2007.  The Joint Military Intelligence College, Inc. 
7 David Ignatius, “The CIA as Venture Capitalist,” Washington Post, September 29, 1999, p. A1 
8 Business Executives for National Security. Report of the Independent Panel on the CIA In-Q-Tel Venture, June 2001 and 
Acquisition Review Quarterly , THE CIA’S IN-Q-TEL MODEL ITS APPLICABILITY, by Wendy Molzahn, Winter 2003 and 
www.irs.gov, Exempt Organizations Select Check EIN 52-2149962. 
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Although In-Q-Tel does not require Agency approval for its business deals there is a significant 
amount of coordination between the CIA and In-Q-Tel on all business-related issues. The CIA 
does not have a typical “program management” oversight relationship with In- Q-Tel as the 
corporation makes decisions and provides the CIA with results. However, the corporations’ 
investment policy states that, “In-Q-Tel is obligated to consult with the Agency (CIA) prior to 
entering into any new equity investment agreement using funds that have been provided by 
the Agency…” 9 


Budget and Finance Considerations  


Although In-Q-Tel’s budget is not released to the public, the CIA presents IN-Q-Tel’s budget 
information to Congress as a “Strategic Technical Investment Project.”   The charter 
agreement does not require that the CIA review or approve In-Q-Tel’s budget. Congress 
appropriates funds for the purpose of funding IN-Q-Tel investments and the corporation’s 
salaries and expenses.  According to the CIA-OIG, “Without Federal funds, IN-Q-Tel would not 
be a viable going concern.” 9 


The most readily available financial information follows: 10 


 
                                                 
9 ODNI-CFO Memorandum dated 23 December 2009, May 29 Final InQTel Position and FS Disclosure Paper 
10 https://openendowment.appspot.com/organization/view?id=52-2149962  
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441 G Street NW, Mailstop 6K17V, Washington, DC 20548 • (202) 512-7350 • fax (202) 512-7366 
 


April 13, 2012 


Memorandum 


 
To:  Members of the Board 


From:   Domenic N. Savini, Assistant Director 


Through: Wendy M. Payne, Executive Director 


 
Subj: Status Report: Public-Private Partnerships – Tab H-41 
 


MEETING OBJECTIVES 


To provide an update on activities undertaken by staff on the Public-Private Partnerships 
project.  This material is being provided for informational purposes only and will not be 
discussed at the April meeting unless specifically requested by one or more board members. 
 


BRIEFING MATERIAL 


The transmittal memorandum includes the following briefing material: 


 


1. Attachment 1 - Various Definitions for Public-Private Partnerships 


2. Attachment 2 - Types of Public-Private Partnership Arrangements 


3. Attachment 3 - Sample Public-Private Partnership Arrangement 


 


 
If you require additional information please contact me as soon as possible.  If you have any 
questions or comments, please contact me by telephone at 202.512.6841 or by e-mail at 
savinid@fasab.gov 


                                                 
1 The staff prepares board meeting materials to facilitate discussion of issues at the board meeting.  This 
material is presented for discussion purposes only; it is not intended to reflect authoritative views of the 
FASAB or its staff.  Official positions of the FASAB are determined only after extensive due process and 
deliberations. 
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BACKGROUND 


This project was added to the agenda because federal agencies have increasingly turned to 
public-private partnerships (e.g., PPPs, P3s) to accomplish goals. Budget pressures are likely 
to further increase the use of P3s. Making the full costs of such partnerships transparent would 
be the overall objective of the project. As stated in our report to stakeholders2, a detailed 
project plan along with active work on this project would not begin until FY2013 with final 
standards following a two to three year effort.   


Specific objectives could include: 


1. Defining terms (e.g., service concession arrangements, P3s) 
2. Providing guidance for the recognition and measurement of: 


- assets and liabilities 
- revenues and expenses 


3. Considering implications for other arrangements related to P3s (sale-leaseback or other 
long-term arrangements). 


The Board expects to benefit greatly from the work of Governmental Accounting Standards 
Board (GASB) and the International Public Sector Accounting Standards Board (IPSASB). 


 
The use of P3’s in this country dates back to the colonial period. In 1742 Benjamin Franklin 
helped sponsor the first medical school in America that was supported by the Pennsylvania 
House of Representatives.  Although the founders at the Constitutional Convention in 1787 
believed (educational and scientific) activities should be independent of direct national 
governmental control, they felt that the national government should remain an influential force 
exerting its influence through indirect rather than direct means. Thomas Jefferson is credited 
with ushering in a more direct role for the government in the area of science by sponsoring the 
Lewis and Clark research expedition in 1803. The 1800’s saw rapid P3 growth in response to 
medical emergencies (1822 cholera epidemic), establishment of universities and institutions 
(1824 Rensselaer Polytechnic Institute and 1829 Smithsonian Institution), and direct funding of 
applied science (1838 Samuel Morse telegraph). During the 20th century both world wars 
brought about increased pressure to advance scientific and technical advancements.  For 
example, President Woodrow Wilson was advised by the National Academy of Sciences to 
create a National Research Council to coordinate efforts between government, industry and 
the academic communities to reach common national goals. In 1940 President Franklin D. 
Roosevelt established the National Defense Research Committee whose purpose was to 
organize scientific and technological resources toward enhancing national defense. After 
World War II there was an imbedded belief that scientific and technological advancements are 
fundamental for economic growth, and that the government has an important supporting role—
both direct and indirect—to ensure such growth. As recent as President William J. Clinton who 
led efforts to transfer publicly funded technology to the private sector and President George W. 
Bush who advocated making tax policy (use of credits) P3 friendly, the use of these 
arrangements can be clearly seen throughout most of government.3 


                                                 
2 Federal Accounting Standards Advisory Board, Report to Stakeholders: FASAB Three-Year Plan dated 
January 11, 2012, page 22. 
3 Albert N. Link, “The History of Public-Private Partnerships from: Public/Private Partnerships, Innovation 
Strategies and Policy Alternatives”, ISBN 978-0-387-29774-3 (2006), Chapter 2, 
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STAFF ANALYSIS AND RECOMMENDATIONS 
 
Staff has conducted the following initial research: 


1. Reviewing relevant GASB and IPSASB accounting standards, 
2. Conducting a preliminary literature review, 
3. Assessing domestic and European perspectives, 
4. Reviewing selected agency financial reports,  
5. Consulting with Financial Accounting Standards Board research staff, Federal program 


managers, and a public policy expert, and 
6. Analyzing P3 arrangements in light of existing FASAB guidance (gap analysis). 


 
At this time, staff believes many issues may be addressed through the standards under 
consideration in the reporting entity and leases projects. At a minimum, staff believes 
standards for P3s should be consistent with standards developed in these areas. Therefore, 
staff recommends deferring this effort until more progress has been made on these standards. 
Doing so would provide for consistency while allowing for consideration of implementation 
guidance in lieu of a standard. Staff recommends the following project objectives should the 
Board decide to proceed: 
 


1. Issuance of a Technical Bulletin. 


Because fairly robust FASAB guidance exists regarding the recognition and 
measurement of assets/liabilities and revenues/expenses, staff advises the Board to 
consider issuing a Technical Bulletin.  Such bulletins provide guidance for applying 
FASAB Statements and Interpretations and resolving accounting issues not directly 
addressed by either the Statements or Interpretations. The following kinds of guidance 
may be provided in the Technical Bulletin: 


a. Guidance to clarify, explain, or elaborate on an underlying Statement or 
Interpretation, and 


b. Guidance to address areas not directly covered by existing Statements or 
Interpretations. 


Technical Bulletin procedures provide for both due process (more limited in scope and 
within a tighter minimum time frame than provided for Statements and Interpretations) 
and review by FASAB members. 


Generally, a Technical Bulletin can provide guidance if the problem can be resolved 
within the following guidelines: 


a. The guidance is not expected to cause a major change in accounting practice. 


b. The administrative cost involved in implementing the guidance is not expected 
to be significant to most affected entities. 


c. The guidance does not conflict with a broad fundamental principle or create a 
novel accounting practice. 
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2. In lieu of defining terms, characteristics of P3 arrangements should be identified. 


As recently experienced in the development of SFFAS 404, defining terms which are 
intended for uniform and general application across the federal government is an 
extremely laborious and time consuming process. However, identifying the more 
common characteristics of P3’s which are generally accepted throughout government 
would significantly reduce staff time and agency burden and provide a sound basis for 
any subsequent accounting standard.   Some of the more commonly agreed to P3 
characteristics include: contractual agreements, shared risks, shared rewards, shared 
skills and expertise, and shared financing. 


 


3. P3 structural arrangements and implications should be evaluated against federal 
entity requirements. 


Fairly robust FASAB guidance exists regarding the recognition and measurement of 
assets/liabilities and revenues/expenses.  However, attention should be given to the 
accounting implications raised by the formal or informal formation of P3 arrangements 
(i.e., legal or economic) that could include: special purpose vehicles (SPV) or special 
purpose entities (SPE) such as trusts, partnerships, and joint ventures to include 
variable interest entities (VIE)5. 


For example, P3 arrangements should be evaluated against core, non-core, and related 
party definitions and criteria so that appropriate reporting objectives can be satisfied.  
Specifically, an analysis of ownership and control criteria should be conducted to 
evaluate if P3’s that are material to an entity would be treated as “off balance sheet” or 
sufficiently included within the federal reporting entity or model. 


P3 arrangements not meeting either the ownership or control criteria could be reported 
as a related party.   


 


4. P3 contractual arrangements and implications should be evaluated against 
federal capital lease requirements. 


P3 arrangements that do not involve the formation of a separate legal or economic 
entity should be evaluated against federal capital lease requirements.  Please note that 
we currently have a Leases project underway.  Current FASAB standards addressing 
leasing transactions include Statement of Federal Financial Accounting Standard 
(SFFAS) 5, Accounting for Liabilities of the Federal Government [pars. 43 – 46] and 
SFFAS 6, Accounting for Property, Plant, and Equipment [pars. 20 & 29]. These lease 
standards were originally developed from FASB lease standards effective at that time.  
The joint FASB/IASB project is expected to issue a revised Exposure Draft during the 
second half of 2012. 
  


 


 


                                                 
4 SFFAS 40; Definitional Changes Related to Deferred Maintenance and Repairs: Amending Statement of 
Federal Financial Accounting Standards 6, Accounting for Property, Plant, and Equipment. 
5 VIE control (controlling interest) is not based on majority ownership. 
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5. Federal accounting guidance should not be limited to service concession 
arrangements. 


Both GASB and IPSASB limit public-private partnership guidance to service concession 
arrangements directly benefitting the general public.  As a result, P3 arrangements that 
provide services to the government entity or grantor are excluded.  GASB refers to 
these as “service and management arrangements” or SMA’s.     


As previously mentioned, because sufficient guidance exists regarding the recognition 
and measurement of assets/liabilities and revenues/expenses, it can be effectively used 
for the accounting of service concession arrangements. 


Additionally, P3 arrangements whether benefitting the general public directly or 
providing services to the government entity or grantor fall within the remit of the federal 
financial reporting objectives.6  Specifically, budgetary integrity and operating 
performance are directly impacted as are, stewardship and systems and control. Refer 
to Figure 1.0 on the next page for an analysis. 


 


6. Other Matters 


Intellectual Property – Staff has identified this area for potential research.  SFFAS 1, 
Accounting for Selected Assets and Liabilities and SFFAS 6 Accounting for Property, 
Plant and Equipment do not discuss intangible assets.  Staff has come across P3 
arrangements where patents are jointly created and owned.  Additional research would 
be required to assess the accounting implications for the accounting for intangibles.  


Privatization – The basic question is at what point could a P3 arrangement result in a 
de facto privatization?  Also, P3 arrangements could be an entity’s initial step into a 
privatization program.  In both cases the appropriate accounting treatment and 
classification for assets/liabilities and revenues/expenses would need to be considered. 
For example, should assets being held for privatization be separately classified on the 
balance sheet?  Another accounting issue could be the treatment of employee legacy 
costs and/or service contract termination costs. 


 


                                                 
6 Statement of Federal Financial Accounting Concepts 1: Objectives of Federal Financial Reporting. 
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Figure 1.0 
Public-Private Arrangements and their Relationship 


To Federal Reporting Objectives 


By subjecting all P3 activities to FASAB reporting requirements we meet the 
following reporting objectives: 


Budgetary Integrity 


1. How budgetary resources have been 
obtained and used and whether their 
acquisition and use were in accordance with 
the legal authorization. 


Example:  


1. Identifying the full costs of P3s to enable 
comparison of these costs with budgetary 
resources. 


Operating Performance 


1. The costs of providing specific programs 
and activities and the composition of, and 
changes in, these costs. 


Example:  


1. In some cases costs and related liabilities 
are understated. For example, some P3 
arrangements may not involve any lease 
payments and to the contrary, involve a 
revenue stream flowing to the government in 
exchange for offering low cost leases of 
government property, committing to future 
purchases, or transferring assets to the P3.   


Stewardship 


1. The government’s financial position 
improved or deteriorated over the period. 


2. Future budgetary resources will likely be 
sufficient to sustain public services and to 
meet obligations as they come due. 


3. Government operations have contributed to 
the nation’s current and future well-being. 


Discussion: 


1. Not reflecting all asset/liabilities on the 
balance sheet makes this more difficult and 
could skew results.  


2. Revealing the full costs may facilitate 
consideration of future budgetary resource 
needs. 


3. Assessing the full cost of P3s is important in 
considering the benefits. 


Systems and Control 


1. Transactions are executed in accordance 
with budgetary and financial laws and other 
requirements, consistent with the purposes 
authorized, and are recorded in accordance 
with federal accounting standards. 


2. Assets are properly safeguarded to deter 
fraud, waste, and abuse. 


 


Discussion: 


1. Excluding organizations from coverage may 
make it difficult to assess compliance. Not 
reflecting all asset/liabilities on the balance 
sheet makes this difficult if not impossible to 
accomplish and could mislead readers or 
users of the financial statements.  


2. Not reflecting all asset/liabilities on the 
balance sheet makes this difficult if not 
impossible to accomplish and could mislead 
readers or users of the financial statements. 
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Organization  Definition or Description 


1. The National Council for 
Public-Private Partnerships 


http://www.ncppp.org/howpart/ind
ex.shtml#define 


A Public-Private Partnership (PPP) is a contractual agreement 
between a public agency (federal, state or local) and a private 
sector entity. Through this agreement, the skills and assets of 
each sector (public and private) are shared in delivering a 
service or facility for the use of the general public. In addition to 
the sharing of resources, each party shares in the risks and 
rewards potential in the delivery of the service and/or facility. 


2. General Accountability 
Office Glossary 


GAO/GGD-99-71, April 1999 


Under a public-private partnership, sometimes referred to as a 
public- private venture, a contractual arrangement is formed 
between public and private-sector partners. These 
arrangements typically involve a government agency contracting 
with a private partner to renovate, construct, operate, maintain, 
and/or manage a facility or system, in whole or in part, that 
provides a public service. Under these arrangements, the 
agency may retain ownership of the public facility or system, but 
the private party generally invests its own capital to design and 
develop the properties. Typically, each partner shares in income 
resulting from the partnership. Such a venture, although a 
contractual arrangement, differs from typical service contracting 
in that the private-sector partner usually makes a substantial 
cash, at-risk, equity investment in the project, and the public 
sector gains access to new revenue or service delivery capacity 
without having to pay the private-sector partner. 


3. U.S. Department of 
Transportation Report to 
Congress on Public-Private 
Partnerships 


www.fhwa.dot.gov/reports/pppde
c2004/pppdec2004.pdfSimilar 


December 2004 


A contractual agreement formed between public and private 
sector partners, which allows more private sector participation 
than is traditional. The agreements usually involve a government 
agency contracting with a private company to renovate, 
construct, operate, maintain, and/or manage a facility or system. 
While the public sector usually retains ownership in the facility or 
system, the private party will be given additional decision rights 
in determining how the project or task will be completed. The 
term public-private partnership defines an expansive set of 
relationships from relatively simple contracts (e.g., A+B 
contracting), to development agreements that can be very 
complicated and technical (e.g., design-build-finance-operate-
maintain). In the context of this report, the term public-private-
partnership is used for any scenario under which the private 
sector would be more of a partner than they are under the 
traditional method of procurement. Further, the broad definition 
used for public-private partnerships includes many elements that 
are applied fairly regularly on appropriate projects. 


4. General Service 
Administration  


January 2012 


An agreement between a public and private sector entity in 
which a private entity would provide the investment and 
expertise to develop or renovate property for government use. 
The private entity assumes development risk; in almost all 
cases, the public sector ends up owning developed real estate, 
significantly reducing leasing costs over the long term. 
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Organization  Definition or Description 


5. Congressional Budget 
Office, H.R. 2573 Cost 
Estimate, Public Private 
Partnership Act of 2003 


http://www.cbo.gov/doc.cfm?inde
x=4632&type=0 


October 15,2003 


Most of the projects undertaken by these agencies have 
involved forms of project financing. Project financing is backed 
by the cash flows or asset value of a particular economic unit or 
asset rather than the financial resources of the owner, operator, 
or sponsor. Project financing typically involves a series of 
contracts and agreements that serve two functions: creating an 
entity that will act on behalf of the sponsors to implement the 
project (including obtaining financing) and protecting lenders 
from the credit risk associated with the project's development or 
operations.  


Many of the government projects financed by the private sector 
have made a federal agency the sole or primary beneficiary of a 
special-purpose entity (SPE) that is created to implement the 
project. Agencies usually have retained significant control over 
the decisions made by the SPE, including the project 
development and management agreements. The SPEs 
associated with previous federal projects have taken different 
legal forms, including trusts and limited-liability companies, 
some of which involve direct government ownership. Most 
projects have been rated as investment grade by credit rating 
firms, largely because of their strong federal support. The types 
of commitments backing the cash flow of federal projects have 
varied, ranging from explicit obligations (e.g., lease or purchase 
agreements) to indirect measures that mitigate the credit risk 
(e.g., covenants or economic incentives for an agency to 
voluntarily extend its use of an asset). CBO has concluded that 
many of the projects characterized as public-private ventures 
involve significant government control and use, and therefore, 
should be treated in the budget as governmental entities. 


6. Standard & Poor’s 


PPP Credit Survey 2005 


Any medium-to-long term relationship between the public and 
private sectors, involving the sharing of risks and rewards of 
multi-sector skills, expertise and finance to deliver desired policy 
outcomes. 


7. PriceWaterHouseCoopers, 
Delivering the PPP 
promise: A review of PPP 
issues and activity. 


November 2005 


The term “public-private partnership” (“PPP”) has been in 
general use since the 1990s. However, there is no widely 
agreed, single definition or model of a PPP. Different types of 
PPPs tend to share some common characteristics. These 
include contracting between the public and private sectors for 
the delivery of services, often involving infrastructure 
development and management, where risks are shared between 
the parties. Risks are allocated to the party which is best able to 
manage them, i.e. reduce their impact and/or absorb their 
consequences. Appropriate risk allocation should therefore 
minimize the cost of risks. The need to utilize private sector 
management and experience, and not only the capability of 
raising finance, is also key. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 


1. Build-Own-Operate (BOO) Under a BOO transaction, the contractor 
constructs and operates a facility without 
transferring ownership to the public 
agency. Legal title to the facility remains in 
the private sector, and there is no 
obligation for the public agency to 
purchase the facility or take title. A BOO 
transaction may qualify for tax-exempt 
status as a service contract if all Internal 
Revenue Code requirements are satisfied. 


If the public agency decides to: 


Lease – Capital lease requirements are 
covered in SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraphs 43 – 46i and SFFAS 6, 
Accounting for Property, Plant, and 
Equipment, paragraph 20ii. 


Purchase – Asset recognition is covered 
in SFFAS 6, Accounting for Property, 
Plant, and Equipment, paragraph 26iii. 


2. Build/Operate/Transfer (BOT)  


or 


3. Build/Transfer/Operate (BTO) 


Under the BOT option, the private partner 
builds a facility to the specifications agreed 
to by the public agency, operates the 
facility for a specified time period under a 
contract or franchise agreement with the 
agency, and then transfers the facility to 
the public agency at the end of the 
specified period of time. In most cases, the 
private partner will also provide some, or 
all, of the financing for the facility, so the 
length of the contract or franchise must be 


 


Asset transfer – can be accomplished 
either via a lease or a purchase.  


Capital lease requirements are covered in 
SFFAS 5, Accounting for Liabilities of the 
Federal Public agency, paragraphs 43 – 
46i and SFFAS 6, Accounting for Property, 
Plant, and Equipment, paragraph 20ii. 


Asset recognition is covered in SFFAS 6, 
Accounting for Property, Plant, and 


                                                 
7 Source: Government Accountability Office (GAO) Glossary, GAO/GGD-99-71, Public-Private Partnerships, Terms Related to Building and Facility Partnerships, dated April 1999 
and Congressional Budget Office (CBO) Report , The Budgetary Treatment of Leases and Public/Private Ventures, dated February 2003. 
8 Any of the 19 listed Public-Private Partnership types could be part of an arrangement that establishes a Special Purpose Entity (SPE), Special Purpose Vehicle (SPV, Trust or some 
type of Variable Interest Entity (VIE); where the public agency holds a controlling interest that is not based on the majority of voting rights.  Such arrangements would come under the 
Federal Entity principles which as of the date of this analysis include the following inclusion principles: (a) in the budget, (b) majority ownership interest, (c) control with expected 
benefits of risk or loss, (d) misleading to exclude.  Also, non-core disclosure objectives include relationship, relevant activity and future exposures. 







ATTACHMENT 2 – Types of Public-Private Partnership Arrangements 
 


 
 


10 


 
TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
sufficient to enable the private partner to 
realize a reasonable return on its 
investment through user charges. At the 
end of the franchise period, the public 
agency can assume operating 
responsibility for the facility, contract the 
operations to the original franchise holder, 
or award a new contract or franchise to a 
new private partner. The BTO model is 
similar to the BOT model except that the 
transfer to the public owner takes place at 
the time that construction is completed, 
rather than at the end of the franchise 
period. 


Equipment, paragraph 26iii. 


  


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


4. Buy-Build Operate (BBO) 
 


A BBO transaction is a form of asset sale 
that includes a rehabilitation or expansion 
of an existing facility. The public agency 
sells the asset to the private sector entity, 
which then makes the improvements 
necessary to operate the facility in a 
profitable manner. 


 


At Sale - SFFAS 6, Accounting for 
Property, Plant, and Equipment, 
paragraph 38v and SFFAS 7, Accounting 
for Revenue and Other Financing Sources 
and Concepts for Reconciling Budgetary 
and Financial Accounting, paragraph 36e 
– 47vi. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


5. Operations and Maintenance 
 


A public agency (federal, state, or local 
government agency or authority) contracts 
with a private partner to operate and/or 
maintain a specific service. Under the 


 


At Contract - SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraph 19vii. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
private operation and maintenance option, 
the public agency retains ownership and 
overall management of the public facility or 
system. 


6. Operations, Maintenance, and 
Management 


A public agency (federal, state, or local 
government agency or authority) contracts 
with a private partner to operate, maintain, 
and manage a facility or system providing 
a service. Under this contract option, the 
public agency retains ownership of the 
public facility or system, but the private 
party may invest its own capital in the 
facility or system. Any private investment 
is carefully calculated in relation to its 
contributions to operational efficiencies 
and savings over the term of the contract. 
Generally, the longer the contract term, 
the greater the opportunity for increased 
private investment because there is more 
time available in which to recoup any 
investment and earn a reasonable return. 
Many local public governments use this 
contractual partnership to provide 
wastewater treatment services. 


At Contract - SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraph 19vii. 


 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


 


 


7. Design-Build-Operate (DBO) 


 


In a DBO project, a single contract is 
awarded for the design, construction, and 
operation of a capital improvement. Title to 
the facility remains with the public agency 
unless the project is a 


 


At Contract - SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraph 19vii. 


At Build – SFFAS 6, Accounting for 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
design/build/operate/transfer or 
design/build/own/operate project. The 
DBO method of contracting is contrary to 
the separated and sequential approach 
which involves one contract for design with 
an architect or engineer, followed by a 
different contract with a builder for project 
construction, then followed by the owner’s 
taking over the project and operating it. 


A simple design-build approach creates a 
single point of responsibility for design and 
construction and can speed project 
completion by facilitating the overlap of the 
design and construction phases of the 
project. On a public project, the operations 
phase is normally handled by the public 
agency or awarded to the private sector 
under a separate operations and 
maintenance agreement. Combining all 
three phases into a DBO approach 
maintains the continuity of private sector 
involvement and can facilitate private-
sector financing of public projects 
supported by user fees generated during 
the operations phase. 


Property, Plant, and Equipment, 
paragraph 34viii. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 


 


 


 


8. Developer Financing 


 


 


 


Under developer financing, the private 
party (usually a real estate developer) 


 


 


 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
finances the construction or expansion of 
a public facility in exchange for the right to 
build residential housing, commercial 
stores, and/or industrial facilities at the 
site. The private developer contributes 
capital and may operate the facility under 
the oversight of the public agency. The 
developer gains the right to use the facility 
and may receive future income from user 
fees. While developers may in rare cases 
build a facility, more typically they are 
charged a fee or required to purchase 
capacity in an existing facility. This 
payment is used to expand or upgrade the 
facility. Developer financing arrangements 
are often called capacity credits, impact 
fees, or exactions. Developer financing 
may be voluntary or involuntary depending 
on the specific local circumstances. 


paragraph 23iv. 


 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 


 


9. Enhanced Use Leasing (EUL) 
 


An EUL is an asset management program 
in the Department of Veterans Affairs (VA) 
that can include a variety of different 
leasing arrangements (e.g., 
lease/develop/operate, 
build/develop/operate). EULs enable the 
VA to long-term lease VA-controlled 
property to the private sector or other 
public entities for non-VA uses in return for 
receiving fair consideration (monetary or 
in-kind) that enhances VA’s mission or 


 


Lease – SFFAS 6, Accounting for 
Property, Plant, and Equipment, 
paragraph 20ii. 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
programs. (See 38 U.S.C. § 8161, et seq.) 


10. Lease/Develop/Operate (LDO)  


or 


11. Build/Develop/Operate (BDO) 


Under these partnership arrangements, 
the private party leases or buys an existing 
facility from a public agency; invests its 
own capital to renovate, modernize, and/or 
expand the facility; and then operates it 
under a contract with the public agency. A 
number of different types of municipal 
transit facilities have been leased and 
developed under LDO and BDO 
arrangements. 


Lease – SFFAS 6, Accounting for 
Property, Plant, and Equipment, 
paragraph 20ii. 


Sale - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraph 36e – 
47vi. 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


12. Lease/Purchase 
 
A lease/purchase is an installment-
purchase contract. Under this model, the 
private sector finances and builds a new 
facility, which it then leases to a public 
agency. The public agency makes 
scheduled lease payments to the private 
party. The public agency accrues equity in 
the facility with each payment. At the end 
of the lease term, the public agency owns 
the facility or purchases it at the cost of 
any remaining unpaid balance in the 


 


Lease – SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraphs 43 – 46i and SFFAS 6, 
Accounting for Property, Plant, and 
Equipment, paragraph 20ii. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
lease. Under this arrangement, the facility 
may be operated by either the public 
agency or the private developer during the 
term of the lease. Lease/purchase 
arrangements have been used by the 
General Services Administration for 
building federal office buildings and by a 
number of states to build prisons and other 
correctional facilities. 


13. Sale/Leaseback 
 


A sale/leaseback is an arrangement in 
which the owner of a facility sells it to 
another entity, and subsequently leases it 
back from the new owner. An innovative 
application of the sale/leaseback 
technique is the sale of a public facility to a 
public or private holding company for the 
purposes of limiting public agency liability 
under certain statutes. Under this 
arrangement, the public agency that sold 
the facility leases it back and continues to 
operate it. 


 


Sale - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and Concepts 
for Reconciling Budgetary and Financial 
Accounting, paragraph 36e – 47vi. 


Purchase – SFFAS 6, Accounting for 
Property, Plant, and Equipment, paragraphs 
26iii. 


Lease – SFFAS 5, Accounting for Liabilities 
of the Federal Public agency, paragraphs 43 
– 46i and SFFAS 6, Accounting for Property, 
Plant, and Equipment, paragraph 20iii. 


 


14. Tax-Exempt Lease 


 


Under a tax-exempt lease arrangement, a 
public agency finances capital assets or 
facilities by borrowing funds from a private 
investor or financial institution. The private 
partner generally acquires title to the 
asset, but then transfers it to the public 
agency either at the beginning or end of 


 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 


Asset transfer – can be accomplished 
either via a lease or a purchase.  


Capital lease requirements are covered in 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
the lease term. The portion of the lease 
payment used to pay interest on the 
capital investment is tax exempt under 
state and federal laws. Tax-exempt leases 
have been used to finance a wide variety 
of capital assets, ranging from computers 
to telecommunication systems and 
municipal vehicle fleets. 


SFFAS 5, Accounting for Liabilities of the 
Federal Public agency, paragraphs 43 – 
46i and SFFAS 6, Accounting for Property, 
Plant, and Equipment, paragraph 20ii. 


Asset recognition is covered in SFFAS 6, 
Accounting for Property, Plant, and 
Equipment, paragraph 26iii. 


 


15. Turnkey 


 


Under a turnkey arrangement, a public 
agency contracts with a private 
investor/vendor to design and build a 
complete facility in accordance with 
specified performance standards and 
criteria agreed to between the agency and 
the vendor. The private developer commits 
to build the facility for a fixed price and 
absorbs the construction risk of meeting 
that price commitment. 


Generally, in a turnkey transaction, the 
private partners use fast-track construction 
techniques (such as design-build) and are 
not bound by traditional public agency 
procurement regulations. This combination 
often enables the private partner to 
complete the facility in significantly less 
time and for less cost than could be 
accomplished under traditional 
construction techniques. 


In a turnkey transaction, financing and 
ownership of the facility can rest with 


 


Purchase – SFFAS 6, Accounting for 
Property, Plant, and Equipment, 
paragraphs 26 iii. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23 iv. 


Risk assumption - SFFAS 5, Accounting 
for Liabilities of the Federal Public agency, 
paragraphs 43 – 46i. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
either the public or private partner. For 
example, the public agency might provide 
the financing, with the attendant costs and 
risks. Alternatively, the private party might 
provide the financing capital, generally in 
exchange for a long-term contract to 
operate the facility. 


 


16. Concession Benefits 


 


Concession benefits are rights to receive 
revenues or other benefits for a fixed 
period of time. (Also see franchising.) 


 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 


 


17. Cooperative Agreements 
A cooperative agreement as set forth in 31 
USC 6305 is the legal instrument an 
executive agency uses to reflect a 
relationship between the U.S. public 
agency and a state, a local public agency, 
or other recipient when (1) the principal 
purpose of the relationship is to transfer a 
thing of value to the state, local public 
agency, or other recipient to carry out a 
public purpose of support or stimulation 
authorized by U.S. law, and (2) substantial 
involvement is expected between the 
executive agency and the state, local 
public agency, or other recipient in 
carrying out the activity contemplated in 
the agreement. 


Asset transfer – can be accomplished 
either via a lease or a purchase.  


Capital lease requirements are covered in 
SFFAS 5, Accounting for Liabilities of the 
Federal Public agency, paragraphs 43 – 
46i and SFFAS 6, Accounting for Property, 
Plant, and Equipment, paragraph 20ii. 


Asset recognition is covered in SFFAS 6, 
Accounting for Property, Plant, and 
Equipment, paragraph 26iii. 


Risk Assumption - SFFAS 5, Accounting 
for Liabilities of the Federal Public agency, 
paragraph 19vii. 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
paragraph 23iv. 


 


18. Franchising 


 


Under the franchising of external services, 
the public agency grants a concession or 
privilege to a private-sector entity to 
conduct business in a particular market or 
geographical area—for example, operating 
concession stands, hotels, and other 
services provided in certain national parks. 
The public agency may regulate the 
service level or price, but users of the 
service pay the provider directly. 


 


Lease – SFFAS 6, Accounting for 
Property, Plant, and Equipment, 
paragraph 20ii. 


Fees - SFFAS 7, Accounting for Revenue 
and Other Financing Sources and 
Concepts for Reconciling Budgetary and 
Financial Accounting, paragraphs 34 – 
47ix. 


 


 


 


 


19. Lease – Leaseback 


 


 


In an arrangement called lease-leaseback, 
the public agency leases an asset long-
term (i.e. for 50 years) to a private-sector 
entity or a special-purpose entity created 
for that purpose and then leases the asset 
back for a shorter period (i.e.,20 years or 
about half of the asset’s useful life). The 
private-sector entity or special-purpose 
entity pays for their long-term lease with a 
one-time, upfront payment, while the 
public agency spreads its leaseback 
payments over the (shorter) lease period. 
Such transactions generate up-front cash 
for the public agency allowing it to avoid 
seeking either budgetary appropriations or 


 


 


 


Lease – SFFAS 5, Accounting for 
Liabilities of the Federal Public agency, 
paragraphs 43 – 46i and SFFAS 6, 
Accounting for Property, Plant, and 
Equipment, paragraph 20ii. 


 


Financing – SFFAS 2, Accounting for 
Direct Loans and Loan Guarantees, 
paragraph 23iv. 
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TYPE7 


 
DESCRIPTION 


 
RELEVANT ACCOUNTING 


STANDARDS8 
issuing additional bonds to finance its 
investments. In effect, the private-sector 
entity or special-purpose entity borrows on 
behalf of public agency.  The private 
sector partner obtains financing through 
the sale of pass-through certificates which 
the public agency may or may not 
explicitly guarantee.  However, these 
certificates are usually fully backed by the 
public agency’s contractual commitment to 
make lease payments. 


The public agency entity benefits from 
some of the tax advantages that the 
private sector partner enjoys in the form of 
lower lease payments. 
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ATTACHMENT 2 - END NOTES 
                                                 
i 43. Capital leases are leases that transfer substantially all the benefits and risks of ownership to the lessee. If, at its inception, a lease meets one or 
more of the following four criteria, the lease should be classified as a capital lease by the lessee: 


• The lease transfers ownership of the property to the lessee by the end of the lease term. 


• The lease contains an option to purchase the leased property at a bargain price. 


• The lease term is equal to or greater than 75 percent of the estimated economic life of the leased property. 


• The present value of rental and other minimum lease payments, excluding that portion of the payments representing executory cost, equals or 
exceeds 90 percent of the fair value of the leased property. 


The last two criteria are not applicable when the beginning of the lease term falls within the last 25 percent of the total estimated economic life of the 
leased property. If a lease does not meet at least one of the above criteria it should be classified as an operating lease. 
 
44. The amount to be recorded by the lessee as a liability under a capital lease is the present value of the rental and other minimum lease payments 
during the lease term, excluding that portion of the payments representing executory cost to be paid by the lessor.20 
However, if the amount so determined exceeds the fair value of the leased property at the inception of the lease, the amount recorded as the liability 
should be the fair value. If the portion of the minimum lease payments representing executory cost is not determinable from the lease provisions, the 
amount should be estimated. 


45. The discount rate to be used in determining the present value of the minimum lease payments ordinarily would be the lessee’s incremental 
borrowing rate unless (1) it is practicable for the lessee to learn the implicit rate computed by the lessor and (2) the implicit rate computed by the lessor 
is less than the lessee’s incremental borrowing rate. If both these conditions are met, the lessee shall use the implicit rate. The lessee’s incremental 
borrowing rate shall be the Treasury borrowing rate for securities of similar maturity to the term of the lease. 
 
46. During the lease term, each minimum lease payment should be allocated between a reduction of the obligation and interest expense so as to 
produce a constant periodic rate of interest on the remaining balance of the liability. 
 
ii 20. Capital leases are leases that transfer substantially all the benefits and risks of ownership to the lessee. If, at its inception, a lease meets one or 
more of the following four criteria, the lease should be classified as a capital lease by the lessee. Otherwise, it should be classified as an operating 
lease. 


• The lease transfers ownership of the property to the lessee by the end of the lease term. 


• The lease contains an option to purchase the leased property at a bargain price. 


• The lease term is equal to or greater than 75 percent of the estimated economic life9 of the leased property. 


 The present value of rental and other minimum lease payments, excluding that portion of the payments representing executor cost, equals or 
exceeds 90 percent of the fair value of the leased property. The last two criteria are not applicable when the beginning of the lease term falls within the 
last 25 percent of the total estimated economic life of the leased property. 
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iii


 26. All general PP&E shall be recorded at cost. Cost shall include all costs incurred to bring the PP&E to a form and location suitable for its intended 
use. For example, the cost of acquiring property, plant, and equipment may include: 


• amounts paid to vendors;  


• transportation charges to the point of initial use; • handling and storage costs; 


• labor and other direct or indirect production costs (for assets produced or constructed);  


• engineering, architectural, and other outside services for designs, plans, specifications, and surveys;  


• acquisition and preparation costs of buildings and other facilities;  


• an appropriate share of the cost of the equipment and facilities used in construction work;  


• fixed equipment and related installation costs required for activities in a building or facility;  


• direct costs of inspection, supervision, and administration of construction contracts and construction work;  


• legal and recording fees and damage claims; 


• fair value of facilities and equipment donated to the government; and  


• material amounts of interest costs paid. 


 
iv Post-1991 Loan Guarantees. 23. For guaranteed loans outstanding, the present value of estimated net cash outflows of the loan guarantees is 
recognized as a liability. Disclosure is made of the face value of guaranteed loans outstanding and the amount guaranteed. 
 
 
v


 38. In the period of disposal, retirement, or removal from service, general PP&E shall be removed from the asset accounts along with associated 
accumulated depreciation/amortization. Any difference between the book value of the PP&E and amounts realized30 shall be recognized as a gain or a 
loss in the period that the general PP&E is disposed of, retired, or removed from service. 
 
 
vi 36. Revenue from specific types of exchange transactions should be recognized as follows: (e) When an asset other than inventory is sold, any gain 
(or loss) should be recognized when the asset is delivered to the purchaser. 
 
37. When advance fees or payments are received, such as for large-scale, long-term projects, revenue should not be recognized until costs are 
incurred from providing the goods and services (regardless of whether the fee or payment is refundable). An increase in cash and an increase in 
liabilities, such as “unearned revenue,” should be recorded when the cash is received. “Unearned revenue” should also be recorded if an agency 
requests advances or progress payments prior to the receipt of cash and records the amount. 
 
38. The measurement basis for revenue from exchange transactions should be the actual price that is received or receivable under the established 
pricing arrangements. 
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39. When cash has not yet been received at the time revenue is recognized, a receivable should be recorded. An appropriate allowance for estimated 
bad debts should be established. 
 
40. To the extent that realization of the full amount of revenue is not probable due to credit losses (caused by the failure of the debtor to pay the 
established or negotiated price), an expense should be recognized and the allowance for bad debts increased if the bad debts can be reasonably 
estimated. The amount of the bad debt expense should be separately shown. 
 
41. To the extent that realization of the full amount of revenue is not probable due to returns, allowances, price redeterminations, or other reasons apart 
from credit losses, the revenue that is recognized should be reduced by separate provisions if the amounts can be reasonably estimated. The amounts 
of such provisions should be reflected as revenue adjustments, rather than costs of operations, and should be separately shown. 
 
42. The recognition and measurement of revenue and credit losses due to direct loans and loan guarantees is determined by SFFAS No. 2, Accounting 
for Direct Loans and Loan Guarantees. Appropriate allowances should be established as determined by those standards. 
 
43. Exchange revenue should be recognized in determining the net cost of operations of the reporting entity during the period. The exchange revenue 
should be recognized regardless of whether the entity retains the revenue for its own use or transfers it to other entities. Gross and net cost should be 
calculated as appropriate to determine the costs of outputs and the total net cost of operations of the reporting entity. The components of the net cost 
calculation should separately include the gross cost of providing goods or services that earned exchange revenue, less the exchange revenue earned, 
and the resulting difference. The components of net cost should also include separately the gross cost of providing goods, services, benefit payments, 
or grants that did not earn exchange revenue. The U.S. government-wide financial statements need not break out gross costs of providing goods, 
services, benefit payments, or grants that did not earn exchange revenue, separately from those programs that earned exchange revenue. 
 
44. The net amount of gains (or losses) should be subtracted from (or added to) gross cost to determine net cost in the same manner as exchange 
revenue is subtracted. Exchange revenue that is immaterial or cannot be associated with particular outputs should be deducted separately in 
calculating the net cost of the program, suborganization, or reporting entity as a whole as appropriate. Nonexchange revenues and other financing 
sources should not be deducted from the gross cost in determining the net cost of operations for the reporting entity. 
 
45. Under exceptional circumstances, such as rents and royalties on the Outer Continental Shelf, an entity recognizes virtually no costs (either during 
the current period or during past periods) in connection with earning revenue that it collects. 


45.1 The collecting entity should not offset its gross costs by such exchange revenue in determining its net cost of operations. If such exchange 
revenue is retained by the entity, it should be recognized as a financing source in determining the entity’s operating results. If, instead, such 
revenue is collected on behalf of other entities (including the U.S. Government as a whole), the entity that collects the revenue should account 
for that revenue as a custodial activity, i.e., an amount collected for others. 


45.2 If the collecting entity transfers the exchange revenue to other entities, similar recognition by other entities is appropriate. 


a. If the other entities to which the revenue is transferred also recognize virtually no costs in connection with the Government earning 
the revenue, the amounts transferred to them should not offset their gross cost in determining their net cost of operations but rather 
should be recognized as a financing source in determining their operating results.  
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b. If the other entities to which the revenue is transferred do recognize costs in connection with the Government earning the revenue, 
the amounts transferred to them should offset their gross cost in determining their net cost of operations. 


45.3 Because the revenue is exchange revenue regardless of whether related costs are recognized, it should be recognized and measured 
under the exchange revenue standards. 


 


 


DISCLOSURES AND OTHER ACCOMPANYING INFORMATION 


46. Each reporting entity that provides goods or services to the public or another Government entity should disclose the following: 
(a) differences in pricing policy from the full cost or market pricing guidance for exchange transactions with the public as set forth in 
OMB Circular No. A-25, User Charges (July 8, 1993), or in subsequent amendments in circulars that set forth pricing 
guidance; (b) exchange transactions with the public in which prices are set by what extent, the quantity demanded was assumed to change as a result 
of a change in price. law or executive order and are not based on full cost or on market price; (c) the nature of intragovernmental exchange 
transactions in which the entity provides goods or services at a price less than the full cost or does not charge a price at all, with explanations of the 
amount and reason for disparities between the billing (if any) and the full cost; and 
(d) the full amount of the expected loss when specific goods are made to order under a contract, or specific services are produced 
to order under a contract, and a loss on the contract is probable (more likely than not) and measurable (reasonably estimable). 
The above listed disclosure requirements are not applicable to the U.S. government-wide financial statements. 
 


47. When making the disclosures called for by (a) and (b) in paragraph 46, cautionary language should be added to the effect that higher prices based 
on full cost or market price might reduce the quantity of goods or services demanded and, therefore, the difference between revenue received and such 
higher prices does not necessarily provide an indication of revenue foregone. If a reasonable estimate is practicable to make, the entity should provide 
as other accompanying information the amount of revenue foregone and should explain whether, and to what extent, the quantity demanded was 
assumed to change as a result of a change in price. 


 


 
vii Definition And General Principle For Recognition Of A Liability 
 
19. A liability for federal accounting purposes is a probable future outflow or other sacrifice of resources as a result of past transactions or events. 
General purpose federal financial reports should recognize probable and measurable future outflows or other sacrifices of resources arising from (1) 
past exchange transactions, (2) government-related events, (3) government-acknowledged events, or (4) nonexchange transactions that, according to 
current law and applicable policy, are unpaid amounts due as of the reporting date. 
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viii 34. PP&E shall be recognized when title passes to the acquiring entity or when the PP&E is delivered to the entity or to an agent of the entity.  In 
the case of constructed PP&E, the PP&E shall be recorded as construction work in process until it is placed in service, at which time the balance shall 
be transferred to general PP&E. 
 
 
ix


 RECOGNITION AND MEASUREMENT OF EXCHANGE REVENUE 
 
34. Revenue from exchange transactions should be recognized when goods or services are provided to the public or another Government entity at a 
price. 
 
35. When a transaction with the public or another Government entity at a price is unusual or nonrecurring, a gain or loss should be recognized rather 
than revenue or expense so as to differentiate such 
transactions. 
 
36. Revenue from specific types of exchange transactions should be recognized as follows: 
 


(a) When services are provided to the public or another Government entity (except for specific services produced to order under a contract), 
revenue should be recognized when the services are performed. 
 
(b) When specific goods are made to order under a contract (either short- or long-term), or specific services are produced to order under a 
contract (either short- or long-term), revenue should be recognized in proportion to estimated total cost when goods and services are acquired 
to fulfill the contract. If a loss is probable (more likely than not), revenue should continue to be recognized in proportion to the estimated total 
cost and costs should continue to be recognized when goods and services are acquired to fulfill the contract. Thus, the loss should be 
recognized in proportion to total cost over the life of the contract. 
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 Federal Accounting Standards Advisory Board 
______________________________________________________________________ 
 


_________________________________________________________________________________ 
 


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


August 17, 2012 
 
Memorandum 
 
To:  Members of the Steering Committee 


 
From:   Wendy M. Payne, Executive Director 
 
Subj: Budget for FY2012, 2013, and 2014 – Tab F  
 
 
No changes have been made to the budgeted amounts presented in April. The objective 
of the meeting is to identify and discuss emerging budget issues. I have requested 
approval to announce our staff vacancy and am awaiting a response. I hope to update 
you at the meeting. 
 
The FY2014 figures below represent a 2% increase over FY2013 amounts.  
 


   


 
Percent 
Funded  


  
 FY2012   FY2013  


 Preliminary 
FY2014  


         Treasury 
Portion 


 
30.0% 


  
$578,299 $573,107 $585,131 


OMB Portion 
 


35.0% 
  


       
674,682  


      
668,625  


         
682,653  


Subtotal 
  


65.0% 
  


$1,252,981 $1,241,732 $1,267,784 


         
GAO Portion 


 
35.0% 


  


       
674,682  


      
668,625  


         
682,653  


         Total Funding 
 


100.0% 
 


  $1,927,663 $1,910,357 $1,950,436 
 
 
At the Steering Committee meeting, please provide any updates regarding the 2013/4 
budget. If you have any questions or concerns, feel free to contact me. 
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Administrative Information: 


 Agenda times are tentative. The Board may alter start times during the day.  


 Observers – To ensure access, please pre-register by 8 AM August 28th 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 
jacksoncw1@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.  


 


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


August 10, 2012 


 
Memorandum 


To:  Members of the Board 


From:   Domenic N. Savini, Assistant Director 


Through: Wendy M. Payne, Executive Director 


 
Subject: Draft Statement of Federal Financial Accounting Standards (SFFAS) 44: 


Accounting for Impairment of General Property, Plant, and Equipment 
Remaining in Use – Tab D1 


 
 


MEETING OBJECTIVES 


To review and provide comments on the pre-ballot draft SFFAS 44, Accounting for 
Impairment of General Property, Plant, and Equipment Remaining in Use so that a ballot draft 
may be circulated for approval following the meeting.   
 
 
BRIEFING MATERIAL 


The following materials are attached to this memorandum. 


Attachment 1: Tracked changes version of the draft SFFAS. 


Attachment 2: Clean version of the draft SFFAS. 


Attachment 1 displays Board member changes since the last version presented at the June 
meeting.  In addition, respondent comments to the Exposure Draft have been retained for your 
ready-reference and reading ease.  Attachment 2 is a clean version of the draft SFFAS 
wherein all changes have been accepted. 
 
 
BALLOTING PROCEDURES 


To facilitate production of a ballot draft, we request that you:  


                                                 
1 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. 







 
 


 
 


2 


 Raise any technical issues during the August meeting for public discussion. 
 Provide any editorial comments by September 5th.  
 If you expect to dissent, we ask that you notify staff and provide any written explanation 


for your dissent as soon as possible. Any draft dissents received will be circulated to 
other members as soon as possible so that they may consider the views of the member 
and be prepared to discuss them at the meeting. Any final written dissents would be 
due with the member’s ballot and would be circulated to other members before 
finalizing the document. Dissents are published in the basis for conclusions. 
 


Following the Board meeting, staff will make agreed upon revisions. Staff anticipates providing 
a ballot draft by September 14th. Please notify staff if you will be unavailable for voting in 
September.  
 
With distribution of the ballot draft on September 14th votes would be due September 28th with 
members not responding by October 4th considered to have abstained. 
 
 







 


 
  


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


BACKGROUND 


At the June 27, 2012 meeting the Board agreed not to hold a public hearing and asked staff to 
begin preparing a final document that further clarified its intent that this Statement not be 
applied without some advanced management consideration to justify its implementation in light 
of entity materiality considerations. Additionally, the Board explored distinguishing impairment 
from depreciation so that for example, entities carefully consider (1) the basis for their useful life 
and salvage value estimates when developing asset depreciation plans and (2) existing 
depreciation plans prior to recognizing an impairment loss. Members noted a desire to strike a 
balance between not requiring entities to search solely for impairments while not incentivizing 
entities to not identify or communicate material impairments.    
 
Members also agreed that (1) references to the terms gradual or sudden in the definition should 
be deleted to avoid confusion with depreciation and not to isolate impairments solely to sudden 
events, (2) the draft standard should not be re-titled to include assets that are under 
construction because such assets may be immaterial in many instances and have historically 
been treated as a sub-set of G-PP&E, and (3) merely identifying indicators is not conclusive 
evidence that impairment exists and does not trigger an impairment loss. This step is the first in 
a two-step process that must also then consider materiality. 


The Board agreed not to waive the proposed requirements for specific G-PP&E categories, 
classes, or base units because (1) very few, if any G-PP&E will result in a material enough 
impairment loss to be reported at an entity-wide level, (2) G-PP&E classified as mission critical 
will rarely be partially and permanently impaired. That is, such assets will typically either be 
repaired or taken out of service, and (3) entities can document materiality considerations that 
could result in ascertaining the immateriality of G-PP&E categories, classes, or base units.  
 
Pre-balloting was conducted in July via email and appropriate revisions have been incorporated 
into the draft SFFAS accompanying this memorandum. 


 
Next Steps 


September – October 2012 


 Proceed with final ballot draft  
 Transmit the approved SFFAS to Sponsors (90 calendar days) and Congress (45 


Session days) for review 
 Issue final SFFAS  


 


If you require additional information or wish to suggest another alternative not considered in the 
staff paper, please contact me as soon as possible.  If you have any questions or comments, 
please contact me by telephone at 202.512.6841 or by e-mail at savinid@fasab.gov. 
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Federal Accounting Standards Advisory Board 







 


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 for comment, or preliminary views document may be published before 
an exposure draft is published 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. 


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


Mail stop 6K17V 
Washington, DC 20548 


Telephone 202-512-7350 
FAX – 202-512-7366 


www.fasab.gov 
 


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. 
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Summary  


This Statement establishes accounting and financial reporting standards for impairment 
of general property, plant, and equipment (G-PP&E) remaining in use, except for 
internal use software. G-PP&E is considered impaired when there is a significant and 
permanent decline, whether gradual or sudden, in the service utility of G-PP&E or 
expected service utility for construction work in progress. A decline is permanent when 
management has no reasonable expectation that the lost service utility will be replaced 
or restored. 


This Statement does not require entities to search for impairments. However, entity 
management should consider documenting the decisions it makes while determining 
how to implement the requirements of this Statement.  Such decisions should include 
consideration of materiality. Materiality considerations should include an assessment of 
the impact to the cost of service(s) before and after the impairment. 


Recognition of impairment losses would involveis dependent upon a two-step process 
that entails (a) identifying potential impairments and (b) testing for impairment. The 
losses should be reasonably estimated by determining the portion of the decline in the 
net book value of the G-PP&E attributable to the lost service utility. 


This Statement improves financial reporting by requiring entities to report the effects of 
G-PP&E impairments in their financial statements when they occur rather than as a part 
of the ongoing depreciation expense for the G-PP&E or upon disposal of the G-PP&E. 
This will enable users of financial statements to discern the cost of impairments when 
they occur, the financial impact on the reporting entity, and the cost of services provided 
following the impairment. This Statement also enhances comparability of financial 
statements between entities by requiring all entities to account for impairments in a 
similar manner. 


Comment [DNS1]: Per S. McCall email dated 
9 August.  Page 4 under Summary, first 
paragraph second sentence.  “G-PP&E is 
considered impaired when there is a significant 
and permanent decline in the serviced utility of 
G-PP&E, or expected service utility for 
construction work in progress.”     


Comment [DNS2]: WP 27 July edit. 


Comment [DNS3]: 27 June Board meeting;  
Mr. Allen. 
 
In consult with cold-reader. 


Comment [DNS4]: Per H. Steinberg email 
dated 26 June. 
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Introduction 


Purpose 


1. Statement of Federal Financial Accounting Standards (SFFAS) 6, 
Accounting for Property, Plant, and Equipment, contains principles-based 
guidance concerning general property, plant, and equipment (G-PP&E)1 
that is removed from service due to total (full) impairment of G-PP&E or 
other reasons. SFFAS 6 requires that G-PP&E be removed from G-PP&E 
accounts along with associated accumulated depreciation/amortization, if 
prior to disposal, retirement, or removal from service it no longer provides 
service in the operations of the entity.2  SFFAS 6 does not address 
situations where there is less than total (full) impairment of G-PP&E.   


2. SFFAS 10, Accounting for Internal Use Software, provides guidance for the 
impairment of internal use software.3 This Statementproposal doeswould 
not alter existing requirements regarding internal use software.  


3. This Statement would provides accounting and reporting requirements for 
all partial impairments of G-PP&E remaining in use and construction work-
in-process.  


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 


                                             
1 Terms defined in the Glossary are shown in bold-face the first time they appear. 


2 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal of General 
Property, Plant, & Equipment, which provides implementation guidance that clarifies existing SFFAS 6 
requirements and is intended to help differentiate between permanent and other than permanent removal 
from service of G-PP&E. The implementation guidance also recognizes the many complexities involved in 
the disposal of G-PP&E, as well as delineates events that trigger discontinuation of depreciation and 
removal of G-PP&E from accounting records. 


3 SFFAS 10, at paragraphs 28 through 31, provides additional procedures for recognizing and measuring 
impairment related to internal use software. The provisions in SFFAS 10 and SFFAS 6 are the same 
regarding situations where the software or G-PP&E is impaired and will be removed from service in its 
entirety.  Both standards provide that the loss is measured as the difference between the book value and 
the net realizable value, if any. However, SFFAS 10 also provides for instances where (1) operational 
software is only partly impaired and (2) developmental software becomes impaired. 


 


Comment [DNS5]: Cold Read edit. 


Comment [DNS6]: Cold Read edit. 


Comment [DNS7]: Per S. McCall email dated 
9 August.  Page 5 under Introduction, Purpose 
2.  SFFAS 10, Accounting for Internal Use 
Software provides guidance for the impairment 
of internal use software.  This statement 
(strike the word proposal) does not alter 
existing requirements regarding internal use 
software.”  It seems to me that the issued 
standard would not have the word “proposal” in 
the statement.   


Comment [DNS8]: Cold Read edit. 
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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. 


Effective Date 


5. The standards are effective for reporting periods beginning after September 
30, 2014.  Earlier implementation is encouraged.
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Standards 


Scope and Applicability 


6. This Statement applies to federal entities that present general purpose 
federal financial reports, including the consolidated financial report of the 
U.S. Government (CFR), in conformance with generally accepted 
accounting principles, 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. 


7. This Statement applies to G-PP&E4 except internal use software. This 
Statement establishes guidance on accounting for the impairment of G-
PP&E remaining in use, including construction work in process.  The 
provisions of this Statement are to be applied when indicators of potential 
impairment, as specified in this Statement, are identified by the entity. The 
entity is not required to conduct an annual or other periodic survey solely for 
the purpose of applying these standards. Existing processes may result 
ininclude routine assessments regarding the continued operational and 
functional capacity of G-PP&E, entity mission requirements, impacts of 
significant events or changes in circumstances, and deferred maintenance 
and repairs. The results of such processes may serve as the basis for 
applying these standards.  


Definition of Impairment 


8. Impairment is a significant5 and permanent decline, whether gradual or 
sudden, in the service utility of G-PP&E, or expected service utility for 
construction work in process.  Entities generally hold G-PP&E because of 


                                             
4  G-PP&E is any property, plant, and equipment (PP&E) used in providing goods or services and 
includes, among other types of PP&E, multi-use heritage assets, capitalized improvements to 
stewardship land, and construction work-in-process. PP&E includes land and land rights that are acquired 
for or in connection with items of G-PP&E used to provide government services or goods. G-PP&E does 
not include heritage assets, such as historic and national landmarks, and stewardship land; reporting for 
these assets should be in accordance with SFFAS 29, Heritage Assets and Stewardship Land. The cost 
of G-PP&E is capitalized, i.e. recorded as assets on the balance sheet. For detailed characteristics of and 
accounting for G-PP&E, see SFFAS 6, par. 23 through 45.  
5 The determination of whether or not an item is significant is a matter of professional judgment. Such 
judgments may be based on: (1) the relative costs of providing the service before and after the decline, 
(2) the percentage decline in service utility, or (3) other considerations.  Determining if a decline in service 
utility is significant is separate and distinct from materiality considerations that include considering the 
likely influence that such disclosure could have on judgments or decisions of financial statement users.      


Comment [DNS9]: Respondent #9 suggested 
that we clarify the assets subject to this 
impairment standard. 
 
Staff suggests clarifying that G-PP&E excludes 
HA and SL. 


Comment [DNS10]: Per H. Steinberg email 
dated 16 June. 
 
Page 7, paragraph 7, 7th line—Change “may 
result” to “may include” or “typically include.”  
The processes do not result in the 
assessments.  They include the assessments. 


Comment [DNS11]: Respondent #10 states 
that the footnote does not sufficiently define 
“significant”.   
 
Staff advises using the same wording we have 
in paragraph 16a. 


Comment [DNS12]: Pursuant to June’s Board 
meeting in addressing Respondents #10 and 
#15 question whether impairments can in fact 
be “gradual”, the Board decided to remove both 
terms – gradual and sudden – from the 
definition.  
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the services they provide or will provide in the future; consequently, 
impairments affect the service utility of the G-PP&E. The events or changes 
in circumstances that lead to impairments are not considered normal and 
ordinary.6  That is, at the time the G-PP&E was acquired, the event or 
change in circumstance would not have been (a) expected to occur during 
the useful life of the G-PP&E or, (b) if expected, sufficiently predictable to be 
considered in estimating the useful life. 


9. The service utility of G-PP&E is the usable capacity that at acquisition was 
expected to be used to provide service, as distinguished from the level of 
utilization, which is the portion of the usable capacity currently being used. 
The current usable capacity of G-PP&E may be less than its original usable 
capacity due to the normal or expected decline in useful life or to impairing 
events or changes in circumstances, such as physical damage, 
obsolescence, enactment or approval of laws, or regulations or other 
changes in environmental or economic factors, or change in the manner or 
duration of use. Usable capacity may be different from maximum capacity7 
in circumstances in which surplus capacity (the excess capacity over the 
usable capacity) is needed for safety, economic, operational readiness or 
other reasons. G-PP&E that experience decreases in utilization and the 
simultaneous existence of or increases in surplus capacity not associated 
with a decline in service utility are not considered impaired.  


 


Identification and Recognition of Impairment – A Two-step Process 


10. Generally, G-PP&E remaining in use is impaired if the sudden decline , 
whether gradual or sudden, in the service utility of the G-PP&E is significant 
and deemed permanent.   


11. The determination of whether G-PP&E remaining in use is impaired, as 
defined in paragraph 8 above, includes (a) identifying potential impairment 
indicators and (b) testing for impairment. G-PP&E would be identified as 
potentially impaired as a result of the occurrence of significant events or 
changes in circumstances, or routine asset management processes.   


 


                                             
6 Normal and ordinary are defined as events or circumstances that fall within the expected useful life of 
the PP&E such as standard maintenance and repair requirements.  


7 Maximum capacity is the usable capacity plus any surplus capacity. 


Comment [DNS13]: Respondent #20. 


Comment [DNS14]: Per H. Steinberg email 
16 June. 
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Step 1 – Identify Indicators of Potential Impairment  


12. Some common indicators of potential impairment include those listed below. 
The indicators identified are not conclusive evidence that a measurable or 
reportable impairment exists.  Entities should carefully consider the 
surrounding circumstances to determine if a test of potential impairment is 
necessary given the circumstances. 


a. evidence of physical damage,  


b. enactment or approval of laws or regulations which limit or restrict 
G-PP&E usage, 


c. changes in environmental or economic factors,  


d. technological changes or evidence of obsolescence,8  


e. changes in the manner or duration of use of G-PP&E,  


f. construction stoppage or contract termination, and 


g. G-PP&E scheduled or awaiting disposal (i.e., idled or 
unserviceable), retirement, or removal for excessively long 
periods.9 


G-PP&E Identified From Significant Events or Changes in 
Circumstances  


13. Events or changes in circumstances affecting G-PP&E that may indicate 
impairment are sometimes significant. Significant events or changes in 
circumstances are conspicuous or known to the entity’s management or 


                                             
8 Technological changes or evidence of obsolescence should be considered along with other factors 
when assessing impairment.  For example, if obsolete PP&E continues to be used, the usable 
capacityservice utility expected at acquisition may not be diminished.  Further, when obsolescence is 
expected, PP&E that is subject to obsolescence can be addressed through depreciation, particularly by 
using accelerated methods that yield a lower capital cost per year as the asset’s utility diminishes when 
compared to that of later versions of the same asset. 


9 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal of General 
Property, Plant, & Equipment, which provides implementation guidance that clarifies existing SFFAS 6 
requirements and is intended to help differentiate between permanent and other than permanent removal 
from service of G-PP&E. The implementation guidance also recognizes the many complexities involved in 
the disposal of G-PP&E, as well as delineates events that trigger discontinuation of depreciation and 
removal of G-PP&E from accounting records. 


Comment [DNS15]: Respondent #5 
concurred with the staff recommendation.   
Also, some respondents expressed concern 
over the indicators.  Concerns ranged from the 
indicators being viewed as conclusive evidence 
of impairment necessitating an impairment loss 
test to the indicators being too vague and in 
need of expansion to address magnitude, 
permanence, and materiality.   
 
Staff advises that we mark these as indicators 
of potential impairment.  


Comment [DNS16]: Respondent #4.  
Pursuant to a subsequent discussion 
concerning the 12g indicator, staff advises that 
language in BFC A7 be brought forward to 
make it clear that indicators are not conclusive 
evidence of impairment. 


Comment [DNS17]: Per H. Steinberg email 
16 June. 
 
The paragraph states that the indicators are not 
conclusive indicators first, and then says they 
are common indicators.  Accepted and more 
easily understood practice is to state the 
positive first, and then the qualifier. 


Comment [DNS18]: In general, respondents 
#4, #11, #15, # 20 and #21 expressed concern 
that this indicator could conflict with SFFAS 6, 
para. 39.  Staff advises that we rephrase 
paragraph 12g so that it clarifies its focus on 
“excessively long periods” and not SFFAS 6 
paragraph 39 language.  The proposed change 
would be as follows: 
 
 g. G-PP&E idled or unserviceable for 
excessively long periods. 
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oversight entities. This Statement does not require that entities conduct an 
annual or periodic survey solely perform procedures solely to identify 
potential impairments of G-PP&E. Rather, significant Events events or 
changes in circumstances affecting G-PP&E that may indicate impairment 
are conspicuous or known to the entity’s management or oversight entities 
and are generally expected to have prompted consideration10 by 
management, oversight entities, or others (e. g., the media).generally 
expected to have prompted consideration11 by oversight entities, 
management, or others (e.g., the media).   


G-PP&E Identified from Asset Management Reviews (e.g., portfolio 
surveys) 


14. Existing asset management processes may include portfolio surveys that 
consider matters such as the continued operational and functional capacity 
of G-PP&E, entity mission requirements, or deferred maintenance and 
repairs assessments.  Potentially impaired G-PP&E may be identified from 
such surveys and further evaluated through the two-step process.   


Reduced demand should not be considered a discrete or sole 
indicator of impairment 


15. As explained in paragraph 9 above, rReduced demand for the services of 
G-PP&E should not be considered a discrete or sole indicator of 
impairment. Instead, there should also be evidence of an underlying 
potential impairment resulting in the reduced demand.  In these 
circumstances, the causes behind such changes in demand should be 
evaluated in light of the indicators listed in paragraph 12 and the G-PP&E 
should be tested for impairment.  


Step 2 - Impairment Test 


16. G-PP&E identified through the processes described in paragraphs 10 
through 15 should be tested for impairment by determining whether the 
following two factors are present:  


                                             
10 Consideration might include but is not limited to management discussions, internal managerial 
analyses or reviews, conferences or consultations with experts, media or public relations interviews, or 
external industry scrutiny.   


  


Comment [DNS19]: Respondents #10 and 
#15 are concerned that entities will misinterpret 
the intent of this language by believing that they 
are not required to any perform procedures to 
identify and report impairments. 
 
Staff suggests the change as it in fact embodies 
the Board’s intent – the Board has presumed 
that entities, as part of their internal controls, 
have systems in place that would identify and 
communicate  impairments.  


Comment [DNS20]: Per H. Steinberg email 
16 June. 
 
I think the change makes the paragraph 
awkward.  How about,  
 
“This statement does not require that entities 
conduct an annual or periodic survey solely to 
identify potential impairments of G-PP&E.  
Rather, significant events or changes in 
circumstances affecting G-PP&E that may 
indicate impairment are conspicuous or known 
to the entity’s management or oversight entities 
and are generally expected to have prompted 
consideration by oversight entities, or others (e. 
g., the media), as well as by management.” 
 
Staff: Concur with an editorial change that 
makes it clear we do not require that both 
oversight entities and management must 
consider together what is either significant or 
changes in circumstances. (WP) 
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a. The magnitude of the decline in service utility (as defined in par. 9) 
is significant. The costs associated with the original or other previously 
establishedprevious service utility are significantly greater than the 
costs that would otherwise be associated with the new expected service 
utility. Such costs should include operational and maintenance costs.  
Judgment is required to determine whether the decline is significant.  
Such judgments may be based on: (1) the relative costs of providing the 
service before and after the decline, (2) the percentage decline in 
service utility, or (3) other considerations.    


b. The decline in service utility is expected to be permanent.  The 
decline is considered permanent when management has no reasonable 
expectation that the lost service utility will be replaced or restored. That 
is, management expects that the G-PP&E will remain in service so that 
its remaining service utility will be utilized.  In contrast, reasonable 
expectation may exist when management has (1) specific plans to 
replace or restore the lost service utility of this G-PP&E, (2) committed 
or obligated funding for remediation efforts, or (3) a history of 
remediating lost service utility in similar cases or for similar G-PP&E.  


17. For construction work in process, the testing of impairment discussed in 
paragraph 16 above should be performed over the expected future service 
utility rather than current service utility. 


Determining the Appropriate Measurement Approach 


17.18. Impairment losses on G-PP&E that will continue to be used by the entity12 
should be estimated using a measurement method that reasonably13 
reflects the diminished service utility of the G-PP&E. The goal of the 
measurement approaches methods discussed below is to reasonably 
estimate the portion of the net book value associated with the diminished 
service utility of the G-PP&E. A specific method, including one of the 
methods listed below, would not be considered appropriate if it would result 
in an unreasonable net book value associated with the remaining service 
utility of the G-PP&E. Within an entity, one method may not be appropriate 
for measuring all impairments. Also, a reasonable methodology may 


                                             
12 See SFFAS 6, Accounting for Property, Plant, and Equipment, paragraphs 38 and 39 for guidance 
regarding PP&E that will not continue to be used by the entity. 


13 Given a choice among comparable methods, entities should adopt the most efficient and practical 
method available under the circumstances. 


Comment [DNS21]: Respondent #13 – 
Subsequent discussions with this DCFO have 
yielded this suggested wording which might be 
worth considering subject to some polishing: 
 
“The costs associated with the original or other 
previously established service utility are 
significantly greater than the costs that would 
otherwise be associated with a revised estimate 
of expected service utility, after the decline is 
realized.” 
 
Staff Recommendation – Terms such as 
“estimate” and “realize” could cause confusion 
that we are (1) requiring management to make 
estimates and (2) what does realizing a decline 
mean and how will it be interpreted?  I’d avoid 
these terms.  However, respondent #13 has a 
good alternative to work with and I propose the 
following: 
   
The costs associated with the original or other 
previously established service utility are 
significantly greater than the costs that would 
otherwise be associated with the new expected 
service utility.” 


Comment [DNS22]: Respondent #20 


Comment [DNS23]: Respondent #20 - there 
is an inconsistency between the ED and SFFAS 
No. 6’s definition of G-PP&E. Paragraph 34 of 
SFFAS No. 6 states  “In the case of constructed 
PP&E, the PP&E shall be recorded as 
construction work in process until it is placed in 
service, at which time the balance shall be 
transferred to general PP&E”. We recommend 
that these inconsistencies in the scope of the 
ED be clarified. 
 


Comment [DNS24]: Per H. Steinberg email 
16 June. 


Comment [DNS25]: Respondent #20 - We 
recommend the following change to the second 
sentence of paragraph 17 to be consistent with 
the remainder of the paragraph. 
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nonetheless result in no impairment loss to be recognized. While using any 
method, if the method results in an impairment loss greater than an asset’s 
net book value, recognition of the loss should be limited to the asset’s net 
book value.  Widely recognized methods for measuring impairment include:  


a. Replacement approach.  Impairment of G-PP&E with physical damage 
generally may be measured using a replacement approach. This approach 
uses the estimated cost to replace the lost service utility of the G-PP&E at 
today’s standards14 to identify the portion of the historical cost of the G-
PP&E that should be written off. For federal real property purposes, this 
cost can be derived from the plant replacement value (PRV). This 
estimate can be converted to historical cost by restating (i.e., deflating) the 
estimated cost to replace the diminished service utility using an 
appropriate cost index. Alternatively, it may be appropriate to apply the 
ratio of the estimated cost to replace the diminished service utility over 
total estimated cost to replace the G-PP&E, to the net book value of the 
G-PP&E. 


b. Restoration approach.  Impairment of improvements made to 
stewardship land and multi-use heritage assets with physical damage may 
generally be measured by using a restoration approach. This approach 
uses the estimated cost to restore the diminished service utility of the G-
PP&E to identify the portion of the historical cost of the G-PP&E that 
should be written off. This approach does not include any amounts 
attributable to improvements and additions to meet today’s standards. The 
estimated restoration cost can be converted to historical cost by restating 
(i.e., deflating) the estimated restoration cost using an appropriate cost 
index.  Alternatively, it may be appropriate to apply the ratio of estimated 
restoration cost to restore the diminished service utility over total 
estimated restoration cost to the net book value of the G-PP&E. 


c. Service units approach.  Impairment of G-PP&E that are affected by 
enactment or approval of laws or regulations or other changes in 
environmental/economic factors or are subject to technological changes or 
obsolescence generally may be measured using a service units approach.  
This approach compares the service units provided by the G-PP&E before 
and after the impairment event or change in circumstance to isolate the 
historical cost of the service utility of the G-PP&E that cannot be used due 


                                             
14 For example, “at today’s standards” would generally mean the use of current market prices for 
materials, labor, manufactured items and equipment using current building, manufacturing, or fabrication 
techniques in compliance with current statutory, regulatory, or industry standards.  


Comment [DNS26]: Respondents #9 and 
#17noted that in some cases an impairment 
loss might be greater than an asset’s NBV and 
that our statement was silent in this regard. 
 
Staff suggests including language that limits an 
impairment loss to the asset’s NBV.  
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to the impairment event or change in circumstance. The amount of 
impairment is determined by evaluating the service provided by the G-
PP&E - either maximum estimated service units or total estimated service 
units throughout the life of the G-PP&E - before and after the event or 
change in circumstance. 


d. Deflated depreciated current cost approach.  Impairment of G-PP&E 
that are subject to a change in manner or duration of use generally may 
be measured using a deflated depreciated current cost approach. This 
approach quantifies the cost of the service currently being provided by the 
G-PP&E and converts that cost to historical cost. A current cost for a G-
PP&E to replace the current level of service is estimated. This estimated 
current cost is then depreciated to reflect the fact that the G-PP&E is not 
new, and then is subsequently deflated to convert it to historical cost 
dollars. A potential impairment loss results if the net book value of the G-
PP&E exceeds the estimated historical cost of the current service utility 
(i.e., deflated depreciated current cost).  


e. Cash flow approach.  Impairment of cash or revenue generating G-
PP&E, such as those used for business or proprietary-type activities, may 
be assessed using a cash flow approach.  Under this approach, an 
impairment loss should be recognized only if the net book value of the G-
PP&E (1) is not recoverable and (2) exceeds the higher of its net 
realizable value15 or value-in-use estimate.16 The net book value of the G-
PP&E is not recoverable if it exceeds the sum of the undiscounted cash 
flows expected to result from the use and eventual disposition of the G-
PP&E. That assessment should be based on the net book value of the G-
PP&E at the date it is tested for recoverability, whether in use or under 
development. If the net book value is not recoverable, the impairment loss 
is the amount by which the net book value of the G-PP&E exceeds the 


                                             
15 Net realizable value is the estimated amount that can be recovered from selling, or any other method of 
disposing of an item less estimated costs of completion, holding and disposal.  


16 Statement of Federal Financial Accounting Concepts (SFFAC) 7, Measurement of the Elements of 
Accrual-Basis Financial Statements in Periods After Initial Recording, paragraph 50, defines value-in-use 
as “…the benefit to be obtained by an entity from the continuing use of an asset and from its disposal at 
the end of its useful life.”  Paragraph 51 further states that “Value in use is a remeasured amount for 
assets used to provide services. It can be measured at the present value of future cash flows that the 
entity expects to derive from the asset, including cash flows from use of the asset and eventual 
disposition. Value in use is entity specific and differs from fair value. Fair value is intended to be an 
objective, market-based estimate of the exchange price of an asset between willing parties. Value in use 
is an entity’s own estimation of the service potential of an asset that it holds to provide a specific service.”  
(underscoring added for emphasis) 
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higher of its net realizable value or value-in-use estimate. No impairment 
loss exists if the net book value is less than the higher of the G-PP&E’s 
net realizable value or value-in-use estimate. 


f. Lower of (1) Net Book Value or (2) Higher of Net Realizable Value or 
Value-in-Use AapproachConstruction stoppage / contract 
termination.  G-PP&E impaired from either construction stoppages or 
contract terminations, which are expected to provide service, should be 
reported at their recoverable amount; the lower of (1) the G-PP&E’s net 
book value or (2) the higher of its net realizable value or value-in-use 
estimate. Impaired G-PP&E, which are not expected to provide service, 
should be accounted for and reported in accordance with SFFAS 6.  


Recognizing and Reporting Impairment Losses 


18.19. The loss from impairment should be recognized and reported in the 
statement of net cost when management concludes that the impairment is 
(1) a significant decline in service utility and (2) expected to be permanent. 
Such loss andmay be included in program cost(s) or cost(s) not assigned to 
programs consistent with SFFAS 4, Managerial Cost Accounting Standards 
and Concepts. However, in cases where an entity decides that an 
impairment loss is immaterial, it should consider the need for adjustments to 
the G-PP&E’s depreciation methods, useful life or salvage value estimates. 


19.20. The impairment loss should be recognized and reported regardless of 
whether the G-PP&E remaining in use is being depreciated individually or 
as part of a composite group. The impairment loss may be reported as a 
separate line item or line items on the statement of net cost. Deciding to 
display a separate line item or items on the statement of net cost requires 
judgment. The preparer should consider quantitative and qualitative criteria. 
Acceptable criteria include but are not limited to quantitative factors such as 
the percentage of the reporting entity's cost that resulted from the 
impairment and the size of the impairment loss relative to the G-PP&E; and 
qualitative factors including whether the loss would be of interest to decision 
makers and other users. 


20.21. A general description of the impaired G-PP&E remaining in use for which 
an impairment loss is recognized, the nature (e.g., damage or 
obsolescence) and amount of the impairment, measurement methods used 
in recognizing the impairment amount and the financial statement 
classification of the impairment loss should be disclosed in the notes to the 
financial statements. Such disclosures should be made in the period the 
impairment loss is recognized. 


Comment [DNS27]: Cold read edit. 


Comment [DNS28]: Respondent #11 - the 
language in the standard should be 
strengthened to make it clear when "impairment 
losses" are actually realized. 
 
Staff advises that we clearly indicate in this 
paragraph that impairments are reported when 
management makes its determination regarding 
significance and permanence.    


Comment [DNS29]: Respondent #19 - The 
Board describes these alternatives in paragraph 
A.5 on page 21 of the Basis for Conclusions 
and we believe that these alternatives should 
appear in the accounting standard as well as 
the Basis for Conclusions. If these alternatives 
are considered, then we believe that the 
recognition of an impairment loss would tend to 
be infrequent.   
 
Staff suggests adopting the last sentence of 
BFC paragraph A5.   


Comment [DNS30]: WP 27 July edit. 


Comment [DNS31]: Respondent #10 and 
#20. 
 
Staff suggests edit to be consistent with 
paragraph 24. 


Comment [DNS32]: Respondent #10. 
 
Staff suggests that note that disclosures should 
be made in the period that the loss is 
recognized. (WP).  







Standards  15 
____________________________________________________________________________________ 


_________________________________________________________________________________ 


Federal Accounting Standards Advisory Board 
Accounting for Impairment of General Property,  


Plant, and Equipment Remaining in Use 
Month, Day, 2012 


 


Diminished Service Capacity Utility Without Recognized Impairment Loss   


21.22. Events, changes in circumstances, or asset management reviews might 
indicate that the future service utility of G-PP&E remaining in use has been 
adversely affected.  However, if future service utility has been adversely 
affected but the impairment test determines that a loss need not be 
recognized, a change to the estimates used in depreciation calculations 
such as estimated useful life and salvage value should be considered.      


G-PP&E That IsNo LongerBeing Used Provides Service 


22.23. G-PP&E that isno longer provides service or in the case of construction 
work in process where there is no expectation to future service being used 
by the entity should be accounted for in accordance with SFFAS 6, 
paragraphs 38 and 39, and Technical Release 14, Implementation 
Guidance on the Accounting for the Disposal of General Property Plant, & 
Equipment..   


Reversing Remediating Previously Reported Impairments 


23.24. Subject to the entity's capitalization policies, if an entity later remediates 
the previously impaired G-PP&E remaining in use, the costs incurred to 
replace or restore the lost service utility should be accounted for in 
accordance with applicable standards. For example, costs to prepare the 
site and install replacement facilities would be recognized in accordance 
with SFFAS 6, Accounting for Property, Plant, and Equipment. 


Recoveries  


24.25. The impairment loss should be reported net of any associated recovery 
when the recovery and loss occur in the same year. Recoveries reported in 
subsequent years should be reported as revenue or other financing source 
as appropriate. Recoveries should be recognized only when realized or 
realizable.  If not otherwise apparent in the financial statements, the amount 
and financial statement classification of recoveries should be disclosed in 
the notes. The accounting for recoveries should be in accordance with 
SFFAS 7, Accounting for Revenue and Other Financing Sources and 
Concepts for Reconciling Budgetary and Financial Accounting. 


Consolidated Financial Report of the U.S. Government  


25.26. The U.S. government-wide financial statements need not disclose the 
measurement methods used in recognizing impairment losses. If  
impairment of G-PP&E remaining in use is recognized, the following 
information should be disclosed: 


Comment [DNS33]: Respondent #20 


Comment [DNS34]: . Respondent  #13 - 
Paragraphs 23 and A20 need clarification.  
These paragraphs are confusing and almost 
seem contradictory. 
 
Staff suggests re-titling both paragraphs. 


Comment [DNS35]: Respondent #20. 
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a. a general description of what constitutes G-PP&E impairment, 


b. the consolidated G-PP&E impairment losses recognized by component 
entities, and 


c. a reference(s) to component entity report(s) for additional information. 


Effective Date 


26.27. The requirements of this Statement are effective for reporting periods 
beginning after September 30, 2014.  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. 


Project History 


A1. In Statement of Federal Financial Accounting Standards (SFFAS) 23, 
Eliminating the Category National Defense Property, Plant, and Equipment, 
issued in May 2003, the Board identified impairment as one of three areas (the 
other two being depreciation and deferred maintenance) that it desired to 
consider integrating into a comprehensive project. Complete impairment was 
addressed in SFFAS 6, Accounting for Property, Plant, and Equipment, through 
the requirements that general PP&E “…be removed from general PP&E 
accounts along with associated accumulated depreciation/amortization, if prior 
to disposal, retirement or removal from service, it no longer provides service in 
the operations of the entity. This could be either because it has suffered 
damage, becomes obsolete in advance of expectations, or is identified as 
excess.”  However, SFFAS 6 does not address partial impairment, even though 
the effects of partial impairment may be material in some cases.  The Board 
decided to address asset impairment at the time it addressed deferred 
maintenance.  Subsequent to the issuance of Statement of Federal Financial 
Accounting Standards 40: Definitional Changes Related to Deferred 
Maintenance and  Repairs: Amending Statement of Federal Financial 
Accounting Standards 6, Accounting for Property, Plant, and Equipment in May 
2011, the Board initiated work on addressing  potential enhancements to 
existing FASAB guidance regarding impairment. 


A2. In evaluating an approach applicable to federal G-PP&E, the Board considered 
the approaches used in the following documents:  


 Financial Accounting Standards Board (FASB) Statement of Financial 
Accounting Standards (SFAS) 144, Accounting for the Impairment or 
Disposal of Long-Lived Assets (Superseded by FASB Accounting 
Standards Codification (ASC) 360) 
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 Governmental Accounting Standards Board (GASB) Statement (GASBS) 
42,  Accounting and Financial Reporting for Impairment of Capital Assets 
and for Insurance Recoveries17 


 
 International Public Sector Accounting Standard (IPSAS)  21, Impairment 


of Non-Cash Generating Assets 
 
 IPSAS 26, Impairment of Cash-Generating Assets 


 


A working group was organized to assist the Board in analyzing the impairment 
standards promulgated by the FASB, GASB, and the International Public Sector 
Accounting Standards Board (IPSASB). The working group’s analysis was 
initially screened by the Deferred Maintenance and Asset Impairment (DM-AI) 
Task Force and subsequently tested with a broader community beyond the task 
force to get other points of view.  The consensus recommendation was to use the 
GASBS 42 approach as a baseline for the development of a federal asset 
impairment standard. 


 


Significant and Permanent Decline in Service Utility 


A3. This Statement requires recognizing a potential impairment loss only when there 
is a significant and permanent decline (gradual or sudden) in the G-PP&E’s 
service utility. In reaching this decision, the Board considered and weighed (a) 
the need for relevant, reliable, and consistent financial reporting and (b) entity 
burden.   


a.  For financial reporting to be:  
 


(i) relevant - a logical relationship must exist between the information 
provided and the purpose for which it is needed. G-PP&E impairment 
information is relevant because it is capable of making a difference in a user’s 
assessment of how well the entity is meeting its federal asset stewardship 
responsibilities. 


  
(ii) reliable - information needs to be comprehensive and nothing material 
should be omitted nor should anything be included that would likely cause the 
information to be misleading.  The reporting of G-PP&E impairments 


                                             
17  © Financial Accounting Foundation, Governmental Accounting Standards Board, 401 Merrit 7, 
Norwalk, CT.  All Rights Reserved.  GASBS 42, November 2003. 
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significantly adds to the informational value and reliability of asset amounts 
presented in the entity’s balance sheet and statement of net cost. 


 
(iii) consistent over time - an accounting principle or reporting method should 
be used for all similar transactions and events unless there is good cause to 
change.  Establishing G-PP&E impairment standards significantly adds to 
consistent financial reporting. 


 
b. The Board is aware of the increased demands that entities confront due to 
initiatives that attempt to better align and integrate entity mission, budget, and 
performance objectives.  As such, the Board desires to issue a G-PP&E 
impairment standard that entities can effectively adopt without undue 
administrative burden while still satisfying the objectives of federal financial 
reporting.  


 


Recognizing Impairments 


A4. As discussed in paragraphs 13 and 14, impairments can be identified and 
brought to management’s attention in a variety of ways.  Although a 
presumption exists that there are existing processes and internal controls in 
place to ensure such identification and communication, this standard does not 
require that entities conduct an annual or other periodic survey solely for the 
purpose entities to alter existing assessment methods solely for the purpose of 
applying these standards.  


A5. The Board notes that not all significant events and/or changes in circumstances 
discussed by oversight bodies, management, or the media would necessarily be 
considered material to an entity’s financial statements.  Consequently, an entity 
must exercise judgment in this regard considering whether omitting or misstating 
information about the significant event and/or changes in circumstances makes 
it probable that the judgment of a reasonable person relying on the information 
would be changed or influenced by the omission or the misstatement. However, 
in cases where an entity decides that a significant event or change in 
circumstance is immaterial, it should consider the need for adjustments to the G-
PP&E’s depreciation methods, useful life or salvage value estimates. 


The Board also notes that common indicators of potential impairment can be 
discovered during different types of asset management reviews that include the 
following types of G-PP&E assessments:  


Comment [DNS36]: Cold Read edit 27 June. 


Comment [DNS37]: Respondents #10 and 
#15 are concerned that entities will misinterpret 
the intent of this language by believing that they 
are not required to perform any procedures to 
identify and report impairments. 
 
Staff suggests the change as it in fact embodies 
the Board’s intent – the Board has presumed 
that entities, as part of their internal controls, 
have systems in place that would identify and 
communicate impairments.  
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a. Condition assessments revealing evidence of physical damage, 
deterioration, and/or distresses such as for a building (1) damaged by fire 
or flood, (2) not adequately maintained or repaired, (3) associated with 
significant amounts of deferred maintenance and repairs and/or (4) 
exhibiting signs of advanced degradation that might adversely impact 
expected duration of use, each requiring remedial or 
replacement/restoration efforts to restore service utility.  


b. Functionality assessments revealing evidence of reduced capacity, 
inadequate configuration, change in entity mission, change in the manner 
or expected use, and enactment or approval of laws, regulations, codes or 
other changes in environmental factors, such as new water quality 
standards that a water treatment plant does not meet (and cannot be 
modified to meet).  


c. Obsolescence assessments revealing evidence of technological 
development or obsolescence, such as that related to a major piece of 
diagnostic or research equipment (for example, a magnetic resonance 
imaging machine or a scanning electron microscope) that is rarely or 
never used because newly acquired equipment provides better service.  


Common Indicators of Potential Impairment 


A6.  The Board considered the general approaches used by other standards-setters 
regarding the issues of impairment identification and testing.  The DM-AI Task 
Force identified the GASB approach as being the most germane for federal 
application and recommended adopting its use with appropriate modifications.  
As a result, this Statement consists of a two-step process of (a) identifying 
potentially impaired G-PP&E through indictors of impairment and (b) testing to 
determine whether a potential impairment exists by comparing the net book 
value of the G-PP&E to a valuation reflecting the current state of the G-PP&E.  


A7.  Recognizing the administrative burden and costs involved in applying a test of 
potential impairment, the Board desires to make clear that the indicators 
identified at paragraph 12 in and of themselves are not conclusive evidence that 
a measurable or reportable impairment exists.  Entities should carefully consider 
the surrounding circumstances to determine if a test of potential impairment may 
be unnecessary given the circumstances.  


A8. In order to limit the universe of G-PP&E tested for potential impairment because 
of cost-benefit considerations, the Board proposes two modifiers to the 
indicators: (a) the magnitude of the gradual or suddendecline in service utility is 







Appendix A: Basis for Conclusions  21 
____________________________________________________________________________________ 


_________________________________________________________________________________ 


Federal Accounting Standards Advisory Board 
Accounting for Impairment of General Property,  


Plant, and Equipment Remaining in Use 
Month, Day, 2012 


 


significant and (b) the decline in service utility is permanent. The first modifier 
would limit testing for potential impairment to only G-PP&E that have 
experienced a significant decline , gradual or sudden, inof the asset’s service 
utility. The second modifier would limit testing to only those G-PP&E where the 
decline in lost service utility is expected to be permanent.  The decline is 
considered permanent when management has no reasonable expectation that 
the lost service utility will be replaced or restored and that the G-PP&E’s 
remaining service utility can continue providing value.  


A9. Only when both of these two modifiers are present, is G-PP&E is to be 
considered impaired only when both of these two modifiers are present. When 
either of these conditions is not present, the decline in the service utility of the 
G-PP&E may be recognized through other methods such as changing useful life 
or salvage value estimates.  


Determining if Magnitude of Decline in Service Utility is Significant  


A10. Because measurement of a potential impairment is not required unless a 
significant decline in service utility occurs, management should assess the 
magnitude of the service decline.  In cases where there is physical damage to 
G-PP&E, the significance can often be objectively assessed because the costs 
of remediation (i.e., replacement or restoration) may be relatively easy to 
determine, at least within a range of estimates.  In circumstances other than 
those involving physical damage, significance may be discerned by less 
objective assessments such as: 


 (1) Whether management acts to address the situation.  Management 
decisions may be indicative of a potential decline in service utility.  For 
example, a specific action taken by management after a service 
decline may confirm that expenses exceed future benefit.  Likewise, a 
decision by management to not address a service decline may be an 
indication the decline is not significant and a test of impairment is not 
required. 


 (2) Costs associated with the previous service utility are significantly 
greater than the costs that would otherwise be associated with the new 
expected service utility. For example, when comparing the benefits and 
related costs associated with the new expected service utility after the 
impairment with those benefits and related costs existing prior to the 
impairment, management may confirm that costs exceed future 


Comment [DNS38]: Cold Read edit 27 June. 







Appendix A: Basis for Conclusions  22 
____________________________________________________________________________________ 


_________________________________________________________________________________ 


Federal Accounting Standards Advisory Board 
Accounting for Impairment of General Property,  


Plant, and Equipment Remaining in Use 
Month, Day, 2012 


 


benefit. As a result, the decline is significant and a test of impairment is 
required. 


 


Selecting a Measurement Approach 


A11. Professional judgment should be used when selecting a method to measure the 
decline in service utility of G-PP&E.  Generally, potential impairments: 


a. reflecting degradation or physical damage may be measured using a 
replacement cost approach or, for multi-use heritage assets, a restoration 
cost approach.  


b. reflecting a change resulting from enactment or approval of laws or 
regulations or other changes in environmental/economic factors or from 
technological development or obsolescence generally may be measured 
using a service units approach.  


c. reflecting a change in manner or duration of use or change in mission 
generally may be measured using deflated depreciated current cost 
approach.  


d. for cash or revenue- generating assets G-PP&E may be measured using 
the cash flow approach. 


e. arising from construction stoppages or contract terminations which are 
expected to provide service, should be reported at their recoverable amount; 
the lower of (1) the G-PP&E’s net book value or (2) the higher of its net 
realizable value or value-in-use estimate.  


A12. The Board emphasizes that in estimating the diminished service utility of the G-
PP&E, the measurement approach chosen should yield a reasonable estimate 
reflecting the diminished service capacity of the G-PP&E. Before using a 
specific method a determination should be made that it will result in (1) a 
reasonable estimate of diminished service capacity for the specific asset and 
(2) a reasonable net book value associated with the remaining service utility of 
the G-PP&E. There should not be a presumption of reasonableness attached to 
the use of any of these methods if the resultant calculations reflect an 
unreasonable estimate of the remaining service utility of the G-PP&E. For 
example, if using the replacement approach, cost estimates to remediate the 
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damage to an asset is equal to or greater than the asset’s total replacement 
cost, the resultant calculation would lead to a full write-down of the carrying 
value.  However, if the asset is to remain in use, the full write-down would be 
inappropriate because some service potential remains.  In such a case, 
management should look to another method such as the deflated 
depreciatedion current cost approach to estimate the historical cost of the 
asset’s residual service capacity that will continue to be used. Additionally, 
within an entity, one method may not be appropriate for measuring asset 
impairments across all categories or classes of assets. The Board notes that a 
reasonable methodology may not result in the recognition of an impairment 
loss.   


Among Comparable Methods – Choose the Most Efficient 


 


A13. The Board recognizes that there may be cases where more than one 
comparable method could be used to measure the decline in an asset’s’ 
service utility.  In such cases, the entity should use whichever method most 
reasonably reflects the diminished service utility. In cases where the methods 
under consideration are expected to yield similar results, management should 
adopt the most efficient method available given the circumstances. 


Reduced Demand 


A14. The Board notes that reduced demand for the services of G-PP&E should not 
be considered as a discrete or sole indicator of potential impairment. That is, 
reduced demand absent evidence of an underlying potential impairment 
resulting in that reduced demand is not an indicator of impairment. For 
example, decreased demand for the processing services of a mainframe 
computer because former users of the mainframe have transitioned to PC and 
server-based systems should be considered a change in demand not requiring 
impairment testing. However, if associated with an indicator of potential 
impairment such as evidence of obsolescence, then the mainframe should be 
tested for potential impairment.   


A15. In addition, a decrease in demand solely resulting from the conclusion of a 
special project requiring large amounts of processing time on a mainframe 
computer that runs other applications should not be considered for impairment 
testing.   
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A16. A decrease in occupancy is another example of a change in demand. If a 
decrease in the occupancy of hospital beds prompts management to close a 
hospital, a change in manner or duration of use has also resulted and a test for 
impairment should be performed.  However, a test for impairment is not 
required if the decrease in hospital beds results solely because the hospital is 
changing from an overcrowded condition to one in which occupancy rates are 
now below the maximum allowed.  However, care should be taken to ensure 
that there is not a potential indicator of impairment that could require testing. 


Estimating Potential Impairment Losses  


A17. Measuring the cost of the lost service utility generally requires the use of 
estimates or approximations. According to Statement of Federal Financial 
Accounting Concepts (SFFAC) 5, Definitions of Elements and Basic 
Recognition Criteria for Accrual-Basis Financial Statements, to be recognized 
an item must be measurable, meaning that a monetary amount can be 
determined with reasonable certainty or is reasonably estimable (underscoring 
added for emphasis).  For this reason, the Board notes that it (1) does not 
seek exact precision in determining the lost service utility of the asset and (2) 
does not intend to direct or prescribe the use of any particular 
approachmethod listed in paragraph 18.  


A18. However, the Board notes that care should be taken when estimating potential 
impairment losses. For example, if a multi-use heritage asset requires testing 
for potential impairment, the restoration cost approach and not the 
replacement approach should be used. Although these approaches may 
appear to be identical, they are not.  The replacement approach estimates the 
cost to replace the lost service utility of the G-PP&E at today’s standards 
whereas the restoration cost approach does not.  In either case, the required 
estimates used for the calculation inputs are different and can significantly 
affect the potential impairment loss measurement.  Differences will arise 
because the replacement approach uses estimates reflecting today’s current 
labor and material options and costs, modern standards, and installation 
methods whereas the restoration cost approach uses estimates that generally 
require using historically accurate (e.g., aesthetic or historic) materials and 
construction methods approved by an historic architect or historic 
preservationist to preserve the historic nature and value of the multi-use 
heritage asset.   


A19. Entities should also ensure that impairment loss calculations exclude 
improvements or betterments. For example, assume that a portion of an old 
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warehouse currently not being used suffers roof damage due to heavy 
snowfall.  The entity decides not to repair the roof and to contain the damage 
by securing the adjoining area ensuring that there are no safety hazards. In 
this case, estimates for the construction of a new warehouse, including its roof 
should not include amounts for new types of roof ventilation systems, solar 
panel features, or green energy improvements, etc.  Including such 
improvements or betterments might significantly affect the potential impairment 
loss measurement.  


 


G-PP&E Impairment Loss Reversals and Remediation Not Allowed  


A20. Some previously recognized impairments may no longer exist or may have 
been reducedremediated in futuresubsequent periods. In such cases, the 
losses recognized in prior periods have been reversed such that a gain might 
be recognized and the G-PP&E book value increased. The Board concluded 
that reversals of G-PP&E impairment losses should not be recognized. In 
reaching the decision not to allow for reversals of G-PP&E impairment losses, 
the Board concluded that because reversal events are expected to be rare 
occurrences, there is no compelling need for complexity or increased burden 
as benefits do not appear to justify costs. 


Further, theThe Board concluded it is not a reversalremediation of a previously 
reported impairment loss, isbut rather a change in factsthat resulting results in 
an addition to the cost basis.  Specifically, should managementevents later 
change anddecide to replace or restore an asset's lost service utility is 
replaced or restored, the resultant incurred costs incurred to place the 
replaced or restored lost service utility into servicedo so becomes part of the 
G-PP&E's new cost basis.  It is the Board's opinion that such a practice is 
consistent with the operating performance objective of federal financial 
reporting; users will be able to evaluate the service efforts, costs, and 
accomplishments of the reporting entity based on the revised cost basis. 


Recoveries 


A21. Recoveries can be accounted for as either exchange or non-exchange 
transactions.  In accordance with SFFAS 7, Accounting for Revenue and Other 
Financing Sources and Concepts for Reconciling Budgetary and Financial 
Accounting:  


Comment [DNS39]: Respondent #13 - 
Paragraphs 23 and A20 need clarification.  
These paragraphs are confusing and almost 
seem contradictory. 
 
Staff suggests re-titling this paragraph along 
with the highlighted edits. (WP) 


Comment [DNS40]: Per H. Steinberg email 
dated 5 August.  Page 25, paragraph A-20, 1st 
line.  The term “may have been reduced in 
future period” is self-contradictory.  How can 
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a. Exchange revenues should be recognized when goods or services are 
provided to the public or another government entity at a price. An 
example would be commercial insurance purchased in connection with 
G-PP&E belonging to a public-private arrangement.  


b. Non-exchange revenues should be recognized when a specifically 
identifiable, legally enforceable claim to resources arises, to the extent 
that collection is probable (more likely than not) and the amount is 
reasonably estimable. For example, if a manufacturer or contract 
operator has admitted or acknowledged warranty or contract liability, a 
non-exchange recovery could be recognized.  However, if the 
manufacturer or contract operator has denied liability, the non-
exchange recovery generally would not be recognized unless the entity 
could impose monetary requirements such as fines or civil monetary 
penalties.  Where the collecting and reporting entities are different, it is 
important to note that non-exchange revenue amounts should be 
measured by the collecting entities and recognized for financial 
statement reporting by the entities legally entitled to the revenue.It is 
important to note that non-exchange revenue should be measured by 
the collecting entities and recognized by the entities legally entitled to 
the revenue.  


 


Distinguishing between Depreciation and Impairment 


A22. Depreciation systematically and rationally allocates the historical cost of the G-
PP&E's service utility to the benefitting periods. The asset’s costs are allocated 
(i.e., the asset is depreciated) across multiple periods based on asset 
management plans and formulas, including such variables as expected useful 
life of the asset, usage patterns, and residual or salvage value, if any.  Costs 
are allocated because: (1) the G-PP&E is expected to benefit more than one 
period and (2) generally, there is no other practical or efficient way to directly 
assign or associate cause (i.e., entity activity or event) and effect (i.e., service 
utility consumption).  That is, depreciation is allocated, because specific 
causation cannot be ascertained.   


A23. On the other hand, impairment occurs when there is a significant and 
permanent decline in the service utility during the depreciation period of G-
PP&E remaining in use, and that decline is reasonably estimable in monetary 
terms.  Essentially, an event or circumstance alters the utility and/or value of 
the asset such that the systematic and rational allocation process noted in 


Comment [DNS42]: Per S. Showalter 20 
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paragraph A22 above can no longer be reasonably applied and must be also 
altered accordingly.  Moreover, primarily due to the significant nature of the 
event or changed circumstances, an entity can directly assign or associate 
cause (the event or circumstance) and effect (change in anticipated utility 
and/or value of the asset). As a result, the lost or diminished service utility 
(arising from the impairment) can be directly assigned in a practical and 
efficient manner. 


A24. To the extent that an entity's depreciation policies and practices reflect a 
pattern of service utility consumption that reasonably accounts for discrete 
events and/or changed circumstances, impairment losses may not apply.  For 
example, if an entity operates in multiple climates within a country or maintains 
a global presence, its regular and on-going depreciation may account for lost 
or diminished service utility resulting from damages likely to arise from 
reasonably anticipated climate or other environmental conditions. This could 
be evidenced by an entity deriving its useful life estimates from current and 
historical fixed asset records or maintenance and repair accounts, which 
include such events and/or circumstances.  In such cases, the entity might 
shorten the useful life estimate, alter the anticipated consumption pattern, or 
reduce its salvage value estimate. Consequently, depreciation would 
inherently consider the conditions giving rise to the impairment, thus avoiding 
the need to recognize an impairment loss.   


Perceived costs versus benefits 


A25. The Board believes that the benefits of implementing this Statement outweigh 
its administrative costs of implementation. The Board has clarified the 
Statement so that users understand that they are not required to search out 
impairments or to apply the Statement to immaterial items. Entities should 
consider G-PP&E impairments in the context of their existing practices and 
apply this Statement only when there is an indicator of significant impairment 
present. Although GASB, IPSASB, and FASB pronouncements are available 
to provide federal preparers with guidance relative to impairments, issuance of 
a Statement by FASAB will eliminate the need, time, and effort to search 
principles from another standard-setter or consider analogous entity 
transactions.  Other perceived benefits include: reporting impairments when 
they occur rather than through depreciation expense or disposal, providing 
management with information useful for capital investment decisions, 
discerning the cost of impairments and impact on the entity and the cost of 
services provided following the impairment, and lastly, enhancing 
comparability between entities. 
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Summary of Outreach Efforts 


A26. The Exposure Draft (ED), Accounting for Impairment of General Property, 
Plant, and Equipment Remaining in Use, was released on February 28, 2012, 
with comments requested by May 28, 2012. 


A27. Upon release of the ED, notices and press releases were provided to the 
FASAB email listserv, the Federal Register, The Journal of Accountancy, AGA 
Today, the CPA Journal, Government Executive, the CPA Letter, Government 
Accounting and Auditing Update, the CFO Council, the Council of Inspectors 
General on Integrity and Efficiency, and the Financial Statement Audit 
Network, and committees of professional associations generally commenting 
on exposure drafts in the past (e.g., Greater Washington Society of CPAs, 
AGA Financial Management Standards Board). 


A28. This broad announcement was followed by direct e-mailings of the press 
release to: 


a) Relevant congressional committees: Senate Committee on Homeland 
Security and Governmental Affairs and House Committee on Oversight and 
Government Reform; 


b) Public interest groups: The Institute for Responsible Infrastructure 
Stewardship and the National Academy of Sciences’ Federal Facilities 
Council; 


c) Respondents to SFFAS 42, Deferred Maintenance and Repairs Amending 
Statements of Federal Financial Accounting Standards 6, 14, 29 and 32. 


A29. Twenty-three (23) responses were received.  Table 1.0 summarizes responses 
by respondent type. 


Table 1.0 - Summary of Respondent Types to Exposure Draft 


 


RESPONDENT TYPE 


 
FEDERAL 
(Internal) 


 


NON-FEDERAL 
(External) 


 


TOTAL 


Preparers and 
financial 
managers 


16 0 16 
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Users, academics, 
others 


2 2 4 


Auditors 2 1 3 


   Total  20 3 23 


 


 


A30. The Board did not rely on the number in favor of or opposed to a given 
position. Information about the respondents’ majority view is provided only as 
a means of summarizing the comments. The Board considered the arguments 
in each response and weighed the merits of the points raised. The following 
paragraphs discuss significant issues identified by respondents followed by 
Board decisions. 


Respondents’ Comments on the Exposure Draft   


A31. The Exposure Draft was very well received.  By a 9-to-1 ratio respondents 
agreed with the Board’s proposal to recognize impairment losses. Additionally, 
22 of the 23 respondents agreed with the Board that entities are not expected 
to alter existing assessment methods as a direct consequence of this 
Statement.  Some respondents offered suggestions that the Board adopted 
and revised the Exposure Draft accordingly.  The most significant changes 
made to the proposed standard include: (1) simplifying the definition of 
impairment by not referencing either “gradual or sudden” and (2) clarifying 
entity reporting requirements.  The most significant additions made to the 
Basis for Conclusions include (1) clarifying that recoveries take the form of 
exchange or non-exchange revenues and (2) a discussion concerning what 
distinguishes depreciation from impairment. Highlighted below are some 
respondent concerns that the Board decided to address.   


Identifying Indicators of Potential Impairment 


A32. Some respondents expressed concern over the indicators.  Concerns ranged 
from the indicators being viewed as conclusive evidence of impairment 
necessitating an impairment loss test to the indicators being too vague and in 
need of expansion to address magnitude, permanence, and materiality.  As 
stated at paragraph A7, the Board desires to make clear that the indicators 
identified at paragraph 12 in and of themselves are not conclusive evidence 
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that a measurable or reportable impairment exists. Furthermore, they are the 
first step in a two-step process and as a result cannot be deemed conclusive. 
Entities should carefully consider the surrounding circumstances to determine 
if a test of potential impairment may be unnecessary given the circumstances. 
Furthermore, as stated at paragraphs A6 through A9 in the section entitled 
Common Indicators of Potential Impairment, the paragraph 12 indicators are 
not meant to be definitive in nature nor a fully inclusive list. Therefore, 
management must still exercise discretion and judgment when assessing 
potential impairment losses. 


A33. Other respondents shared a concern that their auditors would require specific 
reviews or that the audit community could not determine the extent of 
additional audit procedures that could result from this standardStatement. The 
Board believes that this issue gets back to internal controls and processes. 
The Board is of the opinion that in most cases management would not have to 
apply additional or separate procedures to identify potential impairments. 
Management might have to do more work to document (1) linkage to asset 
management systems (refer to paragraphs A4 and A5) that identify and 
communicate potential impairments and (2) materiality so that auditors would 
accept that the financial statements are presented fairly. At a minimum, 
management can be expected to document how it interprets and expects to 
apply this Statement. 


 Materiality 


A34. Some respondents sought clarification concerning materiality. The Board has 
made clear that this matter depends on the degree to which omitted or missing 
information could influence a reasonable person’s judgment and that this 
Statement is not to be applied to immaterial items.  The Board notes two 
important matters in this regard. First, when assessing materiality 
management should consider the impact of the potential impairment to the 
entity’s cost of service(s). It is not the Board’s intent to direct application of this 
Statement to those G-PP&E assets (e.g., lower operating level assets, 
administrative support equipment, etc.) that have an immaterial impact on cost 
of service(s). Second, entities that determine they have an amount of G-PP&E 
such that no impairment could have a material eaffect would not have to be 
concerned with the implementation of the Statement.  Each entity should 
undertake some advanced consideration to tailor and justify its implementation 
in light of materiality considerations specific to the entity.  


 Measurement 


Comment [DNS46]: 27 June Board meeting.  
 
Mr. Dacey. 


Comment [DNS47]: 27 June Board meeting.  
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A35. Some respondents expressed concern over the measurement approaches.  
Concerns ranged from the approaches not being appropriate for real property 
asset classes to the Statement having too many methods to select from. As 
stated at paragraphs 18 and A17, impairment losses should use an approach 
that reasonably estimates the asset’s diminished service utility. The Board has 
made clear that it does not seek precision nor is it prescribing any particular 
approach.  Preparers are not restricted to the approaches shown at paragraph 
187 and may use other approaches that accomplish the following two (2) 
objectives:  (1) reasonably estimate the diminished service utility and (2) 
reasonably estimate net book value associated with the remaining service 
utility. 


G-PP&E Exemptions 


A36. Some respondents noted that provisions of this Statement should not apply to 
certain G-PP&E categories, classes, or base units. The Board explored the 
respondents’ rationales for seeking to waive the requirements and determined 
that no exemptions would be warranted.  A careful reading and 
implementation of the standard would preclude application of this Statement to 
some G-PP&E classes.  Specifically, as stated at paragraph 8, the events or 
changes in circumstances that lead to impairments are not considered normal 
and ordinary. That is, at the time the G-PP&E was acquired, the event or 
change in circumstance would not have been (a) expected to occur during the 
useful life of the G-PP&E or, (b) if expected, sufficiently predictable to be 
considered in estimating the useful life.  For example, in the case of military 
equipment “normal and ordinary” would come with the expectation that the G-
PP&E would be responding to contingencies and entering into combat 
operations at some future time.  As a result, lost service utility arising from 
such events or circumstances could not be considered unanticipated and 
would fall outside the remit realm of this standard.  Additionally, G-PP&E 
classified as mission critical will rarely be partially and permanently impaired 
as its service utility would generally be replaced or restored and if not, the 
asset would be removed from active service because it would no longer be 
mission capable.  


A37. The Board notes that in those cases where an entity considers certain G-
PP&E to be non-mission critical or immaterial, management shouldcan (1) 
read the views of the Board concerning materiality as detailed in paragraph 
A34 above, and (2) reevaluate its capitalization threshold and depreciation 
policies and procedures. For example, under the requirements of this 
standard, office furniture and fixtures that have been capitalized could become 
impaired.  However, management may determine that any resultant impact to 


Comment [DNS49]: Per S. Showalter 20 
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17 to paragraph 18. 
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its cost of service(s) would be immaterial.  In such cases, an entity may elect 
to prospectively change its capitalization criteria and/or alter its depreciation 
policies.     


    


Board Approval 


A34.A38. This Statement was approved for issuance by all members of the Board. 
The written ballots are available for public inspection at the FASAB's offices. 
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Refer to – Par. 12 
through Par. 15 


 


 


Step1 – Identify indicators 


NO 


YES 


NO 


Is magnitude 
of the decline 


in service 
utility  


significant?  


Is  the decline 
in service 


utility 
expected to be 


permanent?  


Will asset 
continue to 
be used?  


Total impairment. Write 
down asset in 
accordance with SFFAS 
6, paragraphs 38 and 
39. 


Go to 
A  


YES 


NO 


Step2 – Impairment Test 


Refer to – Par. 16 a 


Refer to – Par. 16 b 


YES 


NO Has an 
impairment 


indicator been 
identified? 


 


 


No impairment. 
Consider adjusting 


depreciation methods, 
useful life, or salvage 


value.  Treat restoration 
and / or replacement 
costs in accordance 


with GAAP. 


YES 


Refer to – Par. 19 


Refer to – Par. 23 
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Does an 
impairment loss 


need to be 
recognized? 


Estimate potential 
impairment loss, if 


any. Refer to Decision 
Table on next page. 


Recognize the 
impairment loss. Adjust 
PP&E’s net book value.  


A  


Refer to – Par. 18 


Refer to – Par. 19 and Par. 26. 


YES 


NO 


If future service utility 
has been adversely 
affected but the 
impairment test 
determines that a loss 
need not be recognized, 
the estimates used in 
depreciation 
calculations such as 
estimated useful life 
and salvage value, 
should be considered 
and changed, if 
necessary.     


 


Refer to – Par. 22  
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Measurement 
Methods18 


Potential 
Indicators 


Type of 
PP&E * 


Reference Illustrations 
that may be 
appropriate 


Replacement Approach 
 Physical Damage 


All G-PP&E Par. 18 a 
1c 


Restoration Approach 
 Physical Damage 


Multi-use 
Heritage PP&E 


Par. 18 b 
2b 


Service Units Approach 
 Physical Damage 
 Enactment or 


approval of 
laws/regulations  


 Changes in 
environmental or 
economic factors 


 Technological 
changes or 
obsolescence 


All G-PP&E Par. 18 c 
1d, 3a, 3b 


Deflated Depreciated Current 
Cost Approach 


 Change in manner 
or duration of use. All G-PP&E Par. 18 d 


4a 


Cash Flow Approach 
 Any of the indicators 


as listed at 
Paragraph 12 (a 
through g) 


Cash or 
Revenue 
Generating G-
PP&E 


Par. 18 e 
7a, 7b, 7c, 7d 


Lower of (1) Net Book value or 
(2) Higher of Net Realizable 
Value or Value-in-Use 
Approach 


 Construction 
stoppage / Contract 
terminations 


All G-PP&E Par. 17 & 18 f 
5, 6a, 6b, 7b 


* = excluding internal use software


                                             
18 Other industry-accepted methods may be appropriate.  


Select a method that reasonably represents diminished service utility by 
considering potential indicators and type of PP&E. 


If more than one method is reasonable, select the most efficient and practicable 
method. 
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ILLUSTRATIONS 


 
This remainder of this appendix illustrates the application of the provisions of this 
Statement to assist in clarifying their meaning.  The facts assumed in these examples 
are illustrative only and are not intended to modify or limit the requirements of this 
Statement or to indicate the Board's endorsement of the situations or methods 
illustrated.  Additionally, these illustrations are not intended to provide guidance on 
determining the application of materiality; as such, estimated impairment losses are 
labeled as “potential” in each illustration because they would still require a further 
assessment as to whether the estimated loss is material and should be recognized.  
Application of the provisions of this Statement may require assessing facts and 
circumstances other than those illustrated here and require reference to other 
applicable Standards to ensure each situation is considered in the appropriate context.  
 


Comment [DNS52]: Cold Reader edits. 
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Illustration 1a 
 
Temporary Declines in Service Utility: Physical Damage to an Office Building with 
Mold Contamination 19 
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. Facilities management personnel advised that the building be closed 
due to health and safety concerns. Shortly afterwards, the office building was vacated 
and closed. The mold remediation involves removing and rebuilding the interior walls 
and improving site drainage at a total cost of $4 million. 
 
Management develops specific plans to begin remediation efforts as soon as possible 
and replace the lost service utility. In addition, funding has been identified and set-aside.  
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., closure of the building) is a significant decline in 
service utility. However, because management has specific plans to replace the lost 
service utility of the building and has identified and set-aside funding, there is 
reasonable expectation that the damage is temporary and no potential estimated 
impairment loss is recognized.  


                                             
19 Illustrations 1a through 1d have been adapted from GASB 42, Illustration 1, Physical Damage – School 
with Mold Contamination. 
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Illustration 1b 
 
Complete Removal from Service: Physical Damage to an Office Building with 
Mold Contamination 
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. Facilities management personnel advised that the building be closed 
due to health and safety concerns. Shortly afterwards, the office building was vacated 
and closed.  
 
Due to the extent of the damage, management does not believe that remediation efforts 
will begin and that the lost service utility of the building is not temporary. As a result, 
management has decided to remove this building from service and prepare it for 
disposal.  
 
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., closure of the building) is a significant decline in 
service utility. Because management does not believe that remediation efforts will 
begin, the lost service utility of the building is permanent.  However, because the entire 
office building will be taken out of service and prepared for disposal purposes, no 
potential estimated impairment loss is recognized.  Instead, the provisions of SFFAS 6, 
Accounting for Property, Plant, and Equipment, paragraphs 38 and 39 are applicable. 
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Illustration 1c 
 
Replacement Approach - Permanent Declines in Service Utility: Physical Damage 
to an Office Building due to an Earthquake  
 
Assumptions  
 
In 2012, entity officials became aware of extensive masonry wall and building 
foundation damage at one of its office buildings as a result of a recent earthquake. The 
damage to the masonry walls was spread throughout the five-story building and the 
building foundation was damaged at non-critical vertical-load points.  Facilities 
management personnel and engineers advised that despite a decline in service utility, 
the damaged building would still be capable of meeting reasonable, but reduced 
performance objectives in its damaged state, making major repairs and costly upgrading 
unnecessary. Limited and minor repairs, both cosmetic and structural, could be made to 
improve visual appearance and component damage at nominal cost.  Facilities 
managers and engineers have estimated that the major repairs and upgrades (involving 
removal and rebuilding of the interior walls and improving site drainage) would cost $2 
million.   
 
After a detailed review, management decided to accept the reduced performance 
objectives of the building and not make the major repairs and costly upgrades.   
 
The office building was constructed in 1982 at a cost of $1.3 million, including $100,000 
for acquisition of the building site. The building had an expected useful life of sixty 
years.  During its life, the entity made improvements to the building totaling $1.235 
million. Accumulated depreciation related to the building and to the improvements were 
$600,000 and $320,000, respectively. 
 
Evaluation of potential estimated impairment loss 
 
The masonry wall and building foundation damage is evidence of physical damage – an 
impairment indicator. Also, the magnitude of the decline in the lost service utility is 
significant because its remediation would involve major repairs and costly upgrades. 
Because management decides to accept the reduced performance objectives of the 
building and not make the major repairs and costly upgrades, the lost service utility of 
the building is permanent.  Because the loss of service utility is permanent, any 
potential estimated impairment loss may need to be recognized. 
 
Measurement of potential estimated impairment loss 
 
Facilities managers and engineers estimated that the major repairs and upgrades would 
have cost if incurred, $2 million. In accordance with the entity’s capitalization policies, 
10 percent of the remediation cost would be allocable to site clean-up and treated as a 
period expense, and 90 percent would be allocable to remediating the masonry wall and 


Comment [DNS53]: Respondent #20. 
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building foundation damage.  As recorded in the entity’s asset management system, the 
estimated plant replacement value (PRV) of the office building is $8.5 million.   
 
 Calculate Net Book Value: 
 


 
Historical 


Cost 


Accumulated 
Depreciation, 


2012 
Net Book Value, 


2012 


Land $100,000 $100,000


 


Building acquisition, 1982 $1,200,000 $600,000 $600,000


Improvements 1,235,000 320,000 915,000


Total - Building & 
Improvements $2,435,000 $920,000 $1,515,000


 


Calculate estimated cost to replace lost service utility: 


Total remediation cost $2,000,000


Percentage wall & foundation cost 90%


Wall & Foundation Remediation cost  $1,800,000


 


Calculate percentage of lost service utility in current dollars:  


Wall & Foundation Remediation (estimate of lost service utility 
in current dollars) $1,800,000


Plant Replacement Value (estimate to replace building in 
current dollars) $8,500,000


Wall & Foundation Remediation cost percentage 21.18%
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Calculate potential estimated impairment loss: 


Net book value (historical cost) $1,515,000


Multiplied by: Wall & Foundation Remediation cost 
percentage 21.18%


Potential  estimated impairment loss $320,877


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $320,877.
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Illustration 1d 
 
Choice Among Methods - Permanent Declines in Lost Service Utility: Physical 
Damage to an Office Building with Mold Contamination  
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. The mold contamination in the walls of the building was limited to the 
top two floors of the five-story building and could be safely contained and encapsulated.  
Facilities management personnel advised that the first three floors of the building could 
continue to be safely used.  
 
Management does not believe that the loss of service utility will impede their operations 
and consequently, do not plan to remediate the mold contamination.  Management has 
decided to discontinue the use of the top two floors and commence containment and 
encapsulation efforts.  The remainder of the building will be kept in service.  
 
The office building was constructed in 1982 at a cost of $1.3 million, including $100,000 
for acquisition of the building site. The building had an expected useful life of sixty 
years.  During its life, the entity made improvements to the building totaling $1.235 
million.  
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., contamination of two of the five floors of the 
building) is a significant decline in service utility. Because management does not plan to 
replace the lost service utility of these floors, the lost service utility of the building is 
permanent.  Because the loss of service utility is permanent, any potential estimated 
impairment loss may need to be recognized. 
 
Measurement of potential estimated impairment loss 
 
Facilities management personnel in consultation with the Comptroller’s office advise 
management to use the service units approach instead of the replacement cost 
approach because using construction cost estimates are not likely to result in a 
materially different potential estimated impairment loss amount. Management agrees to 
select the service units approach because it reasonably represents diminished service 
utility and given the circumstances, it is the most efficient and practicable method to 
use. 
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Calculate percentage of lost service utility in terms of units:  


Lost service utility in terms of floor units 2 floors


Total service utility prior to damage in terms of floor units 5 floors


Percentage of lost service utility in terms of units 40.00%


 


Calculate potential estimated impairment loss: 


Net Book Value (historical cost) $1,515,000


Multiplied by: percentage of lost service utility - units 40.00%


Potential estimated impairment loss  $606,000


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $606,000.
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Illustration 2a 


Normal and Ordinary Lost Service Utility: Physical Damage to a Multi-use 
Heritage Asset 20,21 
 
Assumptions  
 
Recent media reports have noted that acid precipitation (often called acid rain) is of 
increasing concern in the metropolitan area and, in particular to many of the area’s 
historic and national landmarks including multi-use heritage assets.  The entity’s 
conservation scientists confirm the media reports and note that although normally rain is 
slightly acid, current rainfall has an average pH of more than 10 times normal levels.  
 
Limestone and marble, the stones that form many of the buildings and monuments in 
the metropolitan area are especially vulnerable to acid precipitation because they are 
predominantly made of the mineral calcite (calcium carbonate), which dissolves (i.e., 
erosion) easily in acid.  Capitalized alterations made over the years to accommodate 
the heavy traffic brought about by administrative and visitor use of one of the more 
prominent multi-use heritage assets has drawn management’s attention. The entity’s 
Inspector General (IG) has begun a review and in an interim draft report has noted the 
following,  
 


“The marble balustrade on the south side, main entrance of 
the administrative building shows damage from acid rain 
posing a serious threat to the hundreds of visitors and 
employees who walk by this concourse daily.  Management 
must take immediate corrective action in order to avoid 
potential bodily harm and liability.”  
 


Management in consultation with the conservation scientists and facilities managers 
determines that (1) erosion (deterioration caused by exposure to the environment) is a 
natural part of the normal geologic cycle and was reasonably expected to occur, and (2) 
temporary braces and steel under-girding currently in-place are sufficient for the current 
year.  Management plans to restore the balustrade during the next fiscal year.  
 
Evaluation of potential estimated impairment loss 
 
The erosion is evidence of gradual physical damage – an impairment indicator. Also, 
the prominence of the event (i.e., coverage by the media and the IG’s recommendation) 


                                             
20 Illustration 2a adapted from: Department of the Interior, Acid Rain in Washington, 
http://pubs.usgs.gov/gip/stones/acid-rain.html. 


21 Heritage Assets are PP&E that are unique for one or more of the following reasons: historical or natural 
significance; cultural, educational or artistic (e.g., aesthetic) importance; or, significant architectural 
characteristics. Multi-use Heritage Assets are heritage assets whose predominant use is general 
government operations. FASAB Appendix E: Consolidated Glossary,  
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would be evaluated as a potential impairment indicator of significant loss in service 
utility. However, no potential estimated impairment loss is recognized because (1) the 
decline in lost service utility is “normal and ordinary” as it arises from a cyclical act of 
nature and (2) restoration efforts to cure the damage are planned to begin next fiscal 
year.  Management should consider evaluating its depreciation policies and methods to 
reflect the adverse effect of the acid rain on buildings and monuments made of 
limestone and marble. 
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Illustration 2b 
 
Restoration Approach - Permanent Declines in Service Utility: Physical Damage 
to a Multi-use Heritage Asset  
 
Assumptions  
 
A fire recently destroyed most of a three-story wing addition of an historic building. The 
building addition housed senior administrative offices. The administrative offices 
comprised approximately 25% of the building’s total 80,000 square feet and 100.0% of 
the 3-story wing.  The foundation and portions of the first level were not seriously 
damaged and considered salvageable.  
 
The Secretary’s proposal to the Board of Regents (Regents) requested a minimum of 
$4.5 million to restore the three-story administrative wing.  The Regents questioned the 
reasonableness of the cost estimate noting that typical office building construction in the 
metropolitan area costs about $160.00 per square foot (psf).  The Secretary advised 
that the $160.00 psf estimate was not appropriate to use because it represented a 
“replacement” estimate using today’s current labor, materials, standards and methods 
and not a “restoration” estimate that required using historically accurate materials and 
methods, as well as historic preservation and conservation methods as appropriate to 
preserve the historic nature and value of the multi-use heritage asset.   
 
As an example, the Secretary noted the limited supply of the red Seneca sandstone 
used to construct the building in the 19th century and the added wing in the 20th century.  
The local quarry could only supply sufficient quantities to restore one level.  As a result, 
complete restoration could not begin until a second quarry could be located to supply 
the additional quantities.  Furthermore, experienced masons would have to be used for 
the restoration effort.  
 
As a result of this information, the Regents modified the Secretary’s request to restore 
one level of the wing noting that although subsequent levels could should not be 
restored in the future and that, no such plans should be undertaken nor should any 
monies be committed. Displaced staff was moved to nearby vacant office space. 
 
Evaluation of potential estimated impairment loss 
 
The destruction toof the three-story wing is evidence of physical damage – an 
impairment indicator. Also, the magnitude of the event (i.e., loss of senior administrative 
office space) would be evaluated as a significant decline in service utility. Because the 
Regents provided for partial restoration (one level) of the multi-use heritage asset, the 
lost service utility of the other two levels of the administrative wing is deemed 
permanent.  As a result, because the lost service utility from these two levels is not 
reasonably expected to be restored, the potential estimated impairment loss is 
considered permanent and any resultant potential estimated impairment loss may need 
to be recognized. 


Comment [DNS54]: An analysis of comments 
from Respondents #2, #6 and #9 reveal that this 
sentence causes confusion and because it has 
no quantitative value to the illustration, Staff 
advises that we delete it. 


Comment [DNS55]: Respondent #9’s 
analysis suggested that we further refine this 
example so that the partial impairment loss 
would be reasonable given the amount of 
destruction to the 3-story wing. In other words, 
total destruction would lead to a complete 
removal of the asset’s NBV and not require an 
impairment loss calculation 
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Measurement of potential estimated impairment loss 
 
Facilities managers and reconstruction specialists have estimated that (1) the total 
remediation of the three-story wing would cost $4.5 million and (2) restoring the first 
level would cost $2.0 million. The net book value of the administrative portion of the 
building prior to the fire damage was $1.75 million. In accordance with the Restoration 
Approach, the following estimates and calculations were presented to management: 
 


Calculate estimated cost to restore lost service utility: 


Total restoration cost (all 3 levels) $4,500,000


Less: portion to be restored (first level) $2,000,000


Cost to restore lost service utility (2nd and 3rd levels)  $2,500,000


 


Calculate percentage of restored lost service utility in current dollars:  


Cost to restore lost service utility of the 2nd and 3rd levels of 
the wing (estimate of lost service utility in current dollars) $2,500,000


Total restoration cost (all 3 levels) $4,500,000


Restoration cost percentage 55.5%


 


Calculate potential estimated impairment loss: 


Net Book Value (historical cost of wing) $1,750,000


Multiplied by: Restoration cost percentage 55.5%


Potential estimated impairment loss  $971,250


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $971,250.
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Illustration 3a  
 
Service Units Approach - Recoverable Service Utility: Technological Development 
or Evidence of Obsolescence - Underutilized Magnetic Resonance Imaging 
Machine 22 
 
Assumptions 
 
In 2010, a hospital purchased a magnetic resonance imaging (MRI) system at a cost of 
$2.25 million. The hospital estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for ten tests per day 
for five days per week. After installation, the utilization of the system was approximately 
at the levels estimated.  
 
In 2013, an affiliated entity transferred an “open” MRI system to the hospital. The 
transferred MRI system began to be used more frequently than the original “closed” MRI 
system because the “open” MRI was more comfortable for patients and provided a 
superior image. Instead of providing ten images a day, the original MRI system was 
being used only on an overflow basis and averaged six images per day; a decrease to 
60 percent of prior levels. Furthermore, the expenses associated with the continued 
operation and maintenance (O&M) of the “closed” MRI system continues to be incurred 
and management is evaluating the asset’s continued service use and whether or not to 
book an impairment loss. 
 
Upon inspection of the “closed” MRI system and closer examination of the related O&M 
costs, hospital administrators have determined that it is cost-beneficial to keep the 
system operational and that there is no impairment loss.  They estimate that the system 
can be expected to last at least three years longer than originally estimated and achieve 
its expected service output.  Furthermore, hospital administrators contend that a 
significant portion of the costs are (1) considered “sunk” due to the fixed-price nature of 
the long-term maintenance contracts and (2) fixed inasmuch as they will be incurred 
regardless of the closed MRI system’s operating levels.  
 
 
Evaluation of potential estimated impairment loss 
 
Management initially identified that the change in technology was an indicator of 
potential impairment because it had resulted in a permanent reduction in the usage of 
the “closed” MRI system. Also, they believed that the magnitude test (i.e., decline in 
service utility relative to operating costs) had also been met due to the fact that the cost 
of operating the “closed” MRI system has remained the same while the service provided 
has decreased to 60 percent of prior levels. However, management has concluded that 
there is no potential estimated impairment loss (i.e., the MRI system did not meet Step 


                                             
22 Illustrations 3a and 3b adapted from: GASBS 42, Illustration 4, Technological Development or Evidence 
of Obsolescence -Underutilized Magnetic Resonance Imaging Machine. 


Comment [DNS57]: Respondent #20. 
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2 – Impairment test) because the asset can achieve its expected service output by 
being kept in service three years longer than originally planned.  Using the service units 
approach, management determines the followings:  
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2010 $2,250,000


 Accumulated depreciation, 2013 (3 / 7 years) 964,286


b Net Book Value, 2013 $1,285,714


 


Calculate Acquisition cost per service unit: 


a Acquisition cost, 2010 $2,250,000


c 
Originally expected service units (7 years × 52 weeks 
per year × 5 days per week × 10 uses per day) 18,200


d 
Acquisition cost per service unit (a divided by c)


(rounded) $124.00


  


Calculate Remaining Number of Service Units & Related Costs to be 
recovered: 


d Acquisition cost per service unit (a divided by c) $124.00


e 


Remaining number of service units = (4 years plus 3 
extended years × 52 weeks per year × 5 days per week 
× 6 uses per day) 10,920


f 
Remaining service costs to be recovered  (d 
multiplied by  e) $1,354,080
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 Calculate Potential Estimated Impairment Loss:  


Net Book Value, 2013 (b) $1,285,714


Remaining service costs to be recovered (f)  $1,354,080


Potential estimated impairment loss (b minus f) N/A


 
 
Reporting Considerations 
 
Although there is no potential estimated impairment loss to consider or recognize 
because the remaining service costs to be recovered is greater than the PP&E’s net 
book value, management should consider re-evaluating its depreciation policies and 
methods to reflect the additional 3 years of extended service.  
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Illustration 3b 
 
Service Units Approach - Non-recoverable Service Utility: Technological 
Development or Evidence of Obsolescence - Underutilized Magnetic Resonance 
Imaging Machine 
 
Assumptions 
 
In 2010, a hospital purchased a magnetic resonance imaging (MRI) system at a cost of 
$2.25 million. The hospital estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for ten tests per day 
for five days per week. After installation, the utilization of the system was approximately 
at the levels estimated.  
 
In 2013, an affiliated entity transferred an “open” MRI system to the hospital. The 
transferred MRI system began to be used more frequently than the original “closed” MRI 
system because the “open” MRI was more comfortable for patients and provided a 
superior image. Instead of providing ten images a day, the original MRI system was 
being used only on an overflow basis and averaged one image per day; a decrease to 
10 percent of prior levels. Furthermore, the expenses associated with the continued 
operation and maintenance of the “closed” MRI system continue to be incurred and has 
drawn management’s attention to evaluate the asset’s continued service use. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of potential impairment is the change in technology, which has resulted in 
a permanent reduction in the usage of the “closed” MRI system. The magnitude test 
(i.e., decline in service utility relative to operating costs) has also been met due to the 
fact that the cost of operating the “closed” MRI system has remained the same while the 
service provided has decreased to 10 percent of prior levels. Potential estimated 
impairment loss using the service units approach would be determined as follows:  
 
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2010 $2,250,000


 Accumulated depreciation, 2013 (3 / 7 years) 964,286


b Net Book Value, 2013 $1,285,714
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Calculate Acquisition cost per service unit: 


a Acquisition cost, 2010 $2,250,000


c 
Originally expected service units (7 years × 52 weeks 
per year × 5 days per week × 10 uses per day) 18,200


d 


Acquisition cost per service unit (a divided by c) $124.00


(rounded)


 


Calculate Remaining Number of Service Units & Related Costs to be 
recovered: 


d Acquisition cost per service unit (a divided by c) $124.00


e 
Remaining service number of units = (4 years × 52 weeks 
per year × 5 days per week × 1 use per day) 1,040


f 
Remaining service costs to be recovered  (d 
multiplied by  e) $128,960


 


 Calculate Potential Estimated Impairment Loss:  


Net Book Value, 2013 (b) $1,285,714


Remaining service costs to be recovered (f)  $128,960


Potential Estimated Impairment loss (b minus f) $1,156,754


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $1,156,754. 
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Illustration 4 
 
Deflated Depreciated Current Cost Approach: Change in Manner or Duration of 
Use – Training Facility Used for Storage23 
 
Assumptions 
 
In 2013, management decided to close a training facility because enrollments declined 
due to outsourcing initiatives brought about as a result of Office of Management and 
Budget (OMB) Circular No. A–76, ‘‘Performance of Commercial Activities.’’  The closed 
training facility has been converted for use as a storage warehouse. 
 
This training facility was constructed in 2001 at a cost of $10 million. The estimated 
useful life of the facility is fifty years. Entity management has (1) no evidence that 
enrollments will increase in the future such that the building would be reopened for use 
as a training facility and (2) concerns with the significantly high operating costs – 
maintenance and repair, depreciation, insurance, utilities, security, etc.  
 
Because no physical damage occurred that would require detailed cost repair 
estimates, management decides to use the deflated-depreciated current cost approach 
to measure the potential estimated impairment loss.  Facilities managers have been 
able to readily identify current plant replacement value (PRV)for a comparable 
warehouse of the same size as $4.2 million and commercial construction indices of 100 
and 150 for years 2001 and 2013, respectively.  
 
Evaluation of potential estimated impairment loss 
 
Impairment is indicated because the manner of use of the training facility has changed 
from training students to storage. The situation passes the magnitude test (i.e., decline 
in service utility relative to operating costs) because the ongoing costs of the training 
facility would likely be considered high in relation to the benefit it is providing - storage. 
Potential estimated impairment loss using the deflated depreciated current cost 
approach would be determined as follows:  
 
 
 
 
 
 
 
  
 
 


                                             
23 Illustration 4a adapted from: GASB 42, Illustration 5, Change in Manner or Duration of Use – School 
Used for Storage. 
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Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


 Historical cost, 2001 $10,000,000


 Accumulated depreciation (12 / 50 years) 2,400,000


a Net Book Value, 2013 $7,600,000


 


Calculate Depreciated current cost (current dollars): 


 Replacement cost of warehouse, 2013 $4,200,000


 Accumulated depreciation (12 / 50 years) 1,008,000


b Depreciated current cost  $3,192,000


 


Calculate Deflation factor: 


c Commercial construction index, 2001 100 


d Commercial construction index, 2013 150 


e Deflation factor (c divided by d) 0.67 


 


Apply deflation factor to depreciated current cost: 


b Depreciated current cost  $3,192,000


e Deflation factor (c divided by d) 0.67


f Deflated depreciated current cost (b × e) $2,138,640
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Calculate Potential estimated impairment loss: 


a Net Book Value, 2013 $7,600,000


f Deflated depreciated current cost (b × e) 2,138,640


 Potential estimated impairment loss (a - f) $5,461,360


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the facility is $5,461,360.   
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Illustration 5 


Construction Stoppage—Special Purpose Test Equipment 24 
 
Assumptions 
 
In 2012, in response to a Congressional order canceling a major program, management 
stopped all construction activities related to the fabrication of program-related special 
purpose test equipment.  The entity conducts numerous design and build projects for 
military and scientific purposes all of which have potential commercial application.   The 
entity’s program manager advised management that the special purpose test equipment 
was substantially complete at the time of stoppage and could be considered available 
for commercial use. The entity had accumulated costs totaling $10 million and was 
approximately 75 percent complete with the project. 
 
Upon further inquiry, management determined that despite initial interest from two 
commercial firms, early in 2012, one of them filed for bankruptcy and the other withdrew 
its interest citing that the costs-to-complete are too high.  There is no evidence to 
demonstrate that the construction stoppage is temporary or that other potential 
commercial interests can be found. Also, the program manager advises that there is no 
potential government use for this asset and that it should be disposed. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the construction stoppage. It appears to meet the test of 
impairment in that management would not have initiated the project if it had expected 
either program cancellation or lack of any potential commercial use.  The situation 
passes the magnitude test because the costs-to-date (75% or $10 million) are 
significant in both percentage and monetary terms. However, there is no potential 
estimated impairment loss to report in accordance with this standard because the asset 
is totally impaired as it has no commercial or government use and cannot provide 
service.  As such, the requirements in SFFAS 6, paragraph 3825 should be followed.  
Specifically, in the period of disposal accumulated costs should be removed from the 
asset accounts and any difference between the book value of the equipment and 
amounts realized shall be recognized as a gain or a loss.   
 
 
 
                                             
24  Illustration 5 adapted from: GASB 42, Illustration 9, Construction Stoppage—Airport Pavements. 


25 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal 
of General Property, Plant, & Equipment, which provides implementation guidance that clarifies 
existing SFFAS 6 requirements and is intended to help differentiate between permanent and other than 
permanent removal from service of G-PP&E. The implementation guidance also recognizes the many 
complexities involved in the disposal of G-PP&E, as well as delineates events that trigger discontinuation 
of depreciation and removal of G-PP&E from accounting records.  
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Illustration 6a 
 
Contract Termination - Transferable Equipment Technology  
 
Assumptions 
 
In 2012, the entity’s chief contracting officer terminated a contract pursuant to the 
Federal Acquisition Regulations because the entity experienced substantial cost 
increases, schedule delays, and performance shortfalls. The terminated contract was to 
build the entity's next-generation surveillance equipment capable of covertly operating in 
adverse weather conditions. Despite several cure notices, the entity terminated the 
contract for default.  The contractor has stated that it will not protest the termination.  At 
the time of termination, the entity had incurred $150 million in contract costs. 
 
In the meantime, the program manager determined that the operating environment had 
changed and that remaining funds would be better spent on other priorities and was 
able to transfer the system technology to other entity projects. The manner and use of 
the systems are not expected to change. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the contract termination. It appears to meet the test of 
potential impairment because the event is significant and the termination decision will 
not be protested; i.e., permanent.  However, because the entity was able to transfer the 
system technology to other entity projects, no potential estimated impairment loss 
exists.  
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Illustration 6b 
 
Contract Termination - Partially-Transferable Equipment Technology  
 
Assumptions 
 
Same assumptions used in Illustration 6a except that the program manager was unable 
to transfer the entire system technology to other entity projects.  After an inspection and 
engineering review, it was determined that 70 percent of hardware and software could 
be transferred to existing projects.  There is no potential use or application for the 
remaining 30 percent of equipment technology.  
 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the contract termination. It appears to meet the test of 
potential impairment because the termination decision is a significant event and is 
considered permanent because the decision will not be protested.  As a result of the 
entity being unable to transfer the entire system technology to other entity projects, an 
impairment exists.  
 
 
Measurement of potential estimated impairment loss 
 
Because 30 percent of the system technology cannot be transferred to other entity 
projects, a potential estimated impairment loss of $45 million exists (30.0% X $150 
million). 
 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $45 million.  
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Illustration 7a 
 
Cash flow approach – Grouped Assets  
 
Assumptions 
 
An entity manages and operates a shared-services center on a post-wide basis that 
provides administrative and information technology support. The entity groups the 
individual services separately into two distinct categories rather than on an individual 
basis. The net book values are $12 million and $11 million for the administrative and 
information technology (IT) groups, respectively. 


In December 2012 the entity’s management decided to implement a public-private 
strategic initiative that could eventually over several years transition these shared-
services operations to private ownership.  Both national and local private interests have 
asked their respective political representatives to accelerate the entity’s implementation 
time-table and influence a favorable outcome.   Management was directed to (1) 
immediately estimate the amount that could be recovered from selling the operations 
and (2) identify to the lowest level identifiable, operating information to include cash 
flows for each category. An appraisal was conducted to ascertain the amount that could 
be recovered from selling each of the groups.  The appraisal report noted (1) that net 
realizable value (NRV) amounts were greater than value-in-use estimates and (2) the 
NRV amounts of $13 million and $8 million for the administrative and IT groups, 
respectively. The Chief Financial Officer identified the following cash flow information: 
(a) cash from continuing operations of $12 million and $9 million for the administrative 
and IT groups, respectively and (b) cash flows from disposal activities of $2 million and 
$1 million for the administrative and IT groups, respectively. 
  
As a result of complying with this directive and evaluating the resultant financial 
information and appraisal analysis, management became concerned that its assets 
might be impaired and adversely impact its public-private strategic initiative.    
 
Evaluation of potential estimated impairment loss 
 
If an impairment indicator exists, an impairment analysis should be 
performedconsidered. In this case, the entity’s public-private initiative includes a 
significant change in the manner or extent duration in which the assets will be used. 
This represents an impairment indicator that would trigger an impairment analysis. 
Furthermore, management’s concern that its assets might be impaired passes the 
magnitude test. 
 
Management is concerned that the presence of an impairment indicator might affect its 
plan regarding the future use of the shared-services if the analysis indicates that the net 
book value of the assets are not recoverable. To apply the cash flow approach, the 
entity will need to estimate the future undiscounted cash flows expected to result from 
the use of the assets and their eventual disposition. The future cash flows are the 


Comment [DNS58]: Respondent #20. 
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expected cash inflows to be generated by the asset net of any expected future cash 
outflows that are needed to produce the inflows. 
 
Measurement of potential estimated impairment loss 
 
This approach requires that an entity recognize a potential estimated impairment loss if 
(1) the undiscounted cash flows are less than the net book value of the assets (the net 
book value is not recoverable) and (2) the net book value exceeds the higher of the 
assets NRV 26 or value-in-use estimate.27  A potential estimated impairment loss would 
be measured as the amount by which the net book value of the grouped assets exceed 
the higher of their net NRV or value-in-use estimate(s).   
 
When identifying cash flows, assets should be grouped at the lowest level for which 
there are identifiable cash flows that are largely independent of the cash flows of other 
groups of assets. 
 
Calculate Net book value: 
 


Net book value: 
 


Asset Group: 
Administrative 


 


Asset Group: 
IT 


  


Assets’ net book values at 
12/31/2012  (a) 


$12,000,000
(a)


 
$11,000,000 


(a) 
 


                                             
26 Net realizable value is the estimated amount that can be recovered from selling, or any other method of 
disposing of an item less estimated costs of completion, holding and disposal.  Source: FASAB Glossary, 
Appendix E. 


27   Statement of Federal Financial Accounting Concepts (SFFAC 7), Measurement of the Elements of 
Accrual-Basis Financial Statements in Periods After Initial Recording, at paragraph 50, defines value-in-
use as “…the benefit to be obtained by an entity from the continuing use of an asset and from its disposal 
at the end of its useful life.”  Paragraph 51 further states that “Value in use is a remeasured amount for 
assets used to provide services. It can be measured at the present value of future cash flows that the 
entity expects to derive from the asset, including cash flows from use of the asset and eventual 
disposition. Value in use is entity specific and differs from fair value. Fair value is intended to be an 
objective, market-based estimate of the exchange price of an asset between willing parties. Value in use 
is an entity’s own estimation of the service potential of an asset that it holds to provide a specific service.”   
(underscoring added for emphasis) 
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Calculate undiscounted cash flows: 


Undiscounted cash flows: 


 


Asset Group: 
Administrative 


 


Asset Group: 
IT 


Undiscounted cash flows from future 
operations 


$12,000,000 
 


 $9,000,000  


Undiscounted cash flows from future 
disposal of assets 


 
2,000,000


 
1,000,000 


Total - undiscounted cash flows  (b) 
$14,000,000


(b)


 
$10,000,000 


(b) 
 


Calculate Recoverability: 


Recoverability: (b minus a) 


 


Asset Group: 
Administrative 


Asset Group: 
IT 


Total - undiscounted cash flows  (b) 
$14,000,000


 
$10,000,000 


 


Assets’ net book values at 12/31/2012  
(a) 


12,000,000
 


11,000,000 


 


Recoverability (b minus a) 


 


$2,000,000 $(1,000,000) 


Is net book value recoverable? Yes No 


Is asset subject to potential impairment? No Yes 
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Calculate potential estimated impairment loss: 


A potential estimated impairment loss should be recognized only if the net book value of 
the G-PP&E (1) is not recoverable and (2) exceeds the higher of its net realizable value 
or value-in-use estimate.  Because the administrative group has undiscounted cash 
flows greater than related net book values, recoverability is met and there is no potential 
impairment.  However, because the IT group has undiscounted cash flows lower than 
related net book values, recoverability is not met and the potential for impairment exists. 
The calculation below shows that a $3 million potential estimated impairment loss exists 
because the $11 million net book value of the IT group’s G-PP&E exceeds the higher of 
its net realizable value or value-in-use estimate (in this case we are told that the $8 
million NRV amount is higher than the value-in-use estimate).    
 


 


Potential estimated impairment loss: 


 


 
Asset Group: 


Administrative 


 
Asset Group: 
Information 
Technology 


Net Realizable Value of assets at 
12/31/2012 


 
N/A $ 8,000,000  


Less: Assets’ net book values at 
12/31/2012   


 
N/A 


 
$11,000,000 


 


Excess of net book value over Net 
Realizable Value 


N/A 
$3,000,000 


Potential estimated impairment loss N/A $3,000,000 


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the IT asset group is $3.0 million. 
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Illustration 7b 
 
Cash flow approach – Equipment: Technological Development or Evidence of 
Obsolescence - Underutilized Magnetic Resonance Imaging Machine28 
 
Assumptions 
 
In 2009, a hospital operating in a major metropolitan area purchased a “closed” 
magnetic resonance imaging (MRI) system at a cost of $2.25 million to be used 
exclusively for non-service connected procedures. The hospital, which charges fees for 
non-service connected care estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for ten twenty tests 
per day for five days per week. The average user fee for MRI services is $20.00 per 
use. After Shortly after installation, theutilization levels dropped to ten tests per day 
because of reduced demand for the services attributable to the “closed” nature of the 
MRI system of the system was approximately at the levels estimated.  
 
In 2012, the manufacturer introduced an “open” MRI system that was advertised as 
being more comfortable for patients and provided a superior image.  Furthermore, the 
expenses associated with the continued operation and maintenance of the “closed” MRI 
system continue to be incurred and has drawn management’s attention to evaluate the 
asset’s continued service use. Because similarly used MRI machines in the open 
market can be purchased from authorized dealers for $750,000 (their mark-up 
percentages are unknown), management is considering the possibility of selling the old 
machine and using its proceeds to help purchase the “open” MRI system.  
 
Hospital administrators and technicians believe that the “closed” system can continue 
being used at the current utilization level for at least 3 years beyond the originally 
estimated service life.  Also, they believe that the “open” system provides for only 
marginal benefits that do not exceed their cost.  In light of this information, However, 
management decides not to sell the “closed” system and use the proceeds for much 
needed research equipment.  They believe that the $750,000 open market price is a 
reasonable estimate for the asset’s net realizable value. However, because the service 
utility expected at acquisition (20 tests per day) can no longer be achieved and is 
accompanied by an underlying cause; reduced demand arising from the less 
comfortable “closed” system, a potential impairment loss exists.29 


                                             
28 Illustration 7b adapted from: GASB 42, Illustration 4, Technological Development or Evidence of 
Obsolescence -Underutilized Magnetic Resonance Imaging Machine. 


29 It is important to note that (1) the reduced demand alone is not a discrete or sole indicator of 
impairment and (2) technological changes or obsolescence should be considered along with other factors 
when assessing impairment. Regarding the former, had there been no underlying potential impairment 
(refer to the paragraph 12 indicators), no impairment test would have been required.  Concerning the 
latter, had the utilization level (20 tests per day) and remaining service life (3 years) of the equipment 
stayed the same, no impairment test would have been required because the equipment’s service utility 
that was expected at acquisition would be deemed recoverable.    


Comment [DNS59]: Per M. Granof 27 June 
discussion. 
 
Staff notes that because the reduced demand is 
associated with an underlying cause; closed 
system, we now have a basis to recognize an 
impairment loss in this case.  
 
M. Granof concurred via June 28 email. 


Comment [DNS60]: Per M. Granof 27 June 
discussion   Please clarify this example to 
emphasize under-utilization and to adequately 
justify why impairment loss exists when asset is 
still in-use. 
 
Staff suggests we begin at 20 tests and 
conclude with 10.  In this way the reader clearly 
sees that we have an under-utilization scenario.
 
M. Granof concurred via June 28 email. 
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Evaluation of potential estimated impairment loss 
 
The indicators of potential impairment are (1)is the change in technology and (2) 
reduced demand accompanied by an underlying cause; the less comfortable “closed” 
system. The magnitude test has also been met due to the fact that the cost of operating 
the “closed” MRI system has drawn management’s attention to evaluate the asset’s 
continued service use. Potential estimated impairment loss using the cash flow 
approach would be determined as follows:  
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2009 $2,250,000


 Accumulated depreciation, 2012 (3 / 7 years) 964,286


b Net Book Value, 2012 $1,285,714


 


Calculate undiscounted cash flows: 


c Average service fee per use $20.00


d 
Remaining service units (4 years plus 3 extra years × 52 
weeks per year × 5 days per week × 10 use per day) 18,200


e Undiscounted cash flows (c multiplied by d) $364,000


 


Calculate Recoverability: (b minus a) 


 MRI 
 


Total - undiscounted cash flows  (e) 
$364,000


Asset’s net book values at 9/30/12  
(b) 


$1,285,714
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Recoverability (e minus b) 


 


$(921,714)


Is Net book value Recoverable? No 


Is asset subject to potential 
impairment? 


Yes 


 


Calculate Potential Estimated Impairment Loss:  


A potential estimated impairment loss should be recognized only if the net book value of 
the G-PP&E (1) is not recoverable and (2) exceeds the higher of its net realizable value  
or value-in-use estimate.  Because management believes that the open market price of 
$750,000 is a reasonable estimate of the asset’s net realizable value, it is compared to 
the asset’s value-in-use estimate to determine which amount is higher.  However, 
because the $364,000 undiscounted cash flows amount (prior to calculating the net 
present value to determine a value-in-use estimate) is lower than net realizable value 
amount of $750,000, there is no need to present value the cash flows to calculate a 
value-in-use estimate.  
 
Because management believes that the open market price of $750,000 is a reasonable 
estimateBecause management has decided to sell the “closed” system, the net 
realizable value estimateit is used as the “recoverable basis”.  Had the net realizable 
value estimate been unavailable to management, a value-in-use estimate (net present 
value of the future cash flows) could have been used as the “recoverable basis”.  
 


 
MRI 


 


Net Realizable value of asset  $750,000


Less: Asset’s net book value  $1,285,714


Excess of net book value over fair 
value   


$ (535,714)


Potential estimated impairment loss $ (535,714)
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Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $535,714.   
  
Illustration 7c 
 
Cash flow approach – Facility: Changes in manner or duration of use - 
Government owned-contractor operated (GOCO) manufacturing facility30 
 
Assumptions 
 
An entity operates a government owned-contractor operated (GOCO) manufacturing 
facility in an economically depressed area fabricating various commodities with 
commercial applicability.   The facility’s current net book value is $22,500,000 with an 
estimated salvage value of $5,000,000 and has a 25 year estimated remaining useful 
life.  Under the terms of the contract, the government provides the contractor with 
exclusive use of the facility in exchange for negotiated lease payments in the amount of 
$150,000 per year.  The contractor is responsible for all maintenance and operating 
costs. 
 
Recently this unique partnership has come under federal and state scrutiny as many 
legislators and environmentalists have expressed concerns that the contractor whose 
operations have caused contamination found in and around the facility is not being held 
financially responsible for the cleanup costs. 
 
Outrage which has surfaced during congressional hearings on environmental cleanups 
has become the focus of print and cable-news outlets.  
 
Further complicating management’s “crisis response” is that (1) the contract effectively 
prohibits modifying the facility to achieve greater environmental compliance without 
legislative relief and (2) the contracting officer has initiated debarment procedures that 
effectively would shut down the facility in 90-days for an indeterminable amount of time. 
 
Facilities managers and engineers believe that a prospective buyer can be found but 
that it will take significant time to pass all necessary sale requirements. Until then, they 
advise that the facility can be quickly reconfigured and partitioned into commercially 
viable long-term storage space. The required modifications would cost $500,000 and 
lease agreements are estimated to generate approximately $35,000 in annual 
revenues. A fairly recent analysis completed 9 months ago reveals that the property’s 


                                             
30 Illustration 7c adapted from: Military Law Review, Volume 131 Winter 1991;  - Government Owned – 
Contractor Operated Munitions Facilities: Are they appropriate in the age of strict environmental 
compliance and liability?;  Major Mark J. Connor. 
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net realizable value (NRV) was at that time, $30,000,000; 20 percent of which is 
attributable to land.  
 
Management has approved the reconfiguration and partition plan and believes that it will 
take a minimum of 5 years before all approvals are in place and disposal efforts can 
begin and an additional 2 years to ultimately dispose of the property.   Because 
management is concerned with the proper financial reporting of this event, it has asked 
its comptroller for advice. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of potential impairment is the change in manner of use. The magnitude 
test has also been met due to (1) federal and state scrutiny, (2) media coverage, and (3) 
the fact that the cost of operating the facility has drawn management’s attention to 
evaluate the asset’s continued service use and seek the comptroller’s advice. Because 
the entity is seeking appropriate approvals to commence disposal efforts and does not 
know when such permission will be granted, management intends to convert a portion 
of the facility for public storage; a change in the manner of use.    
 
Measurement of potential estimated impairment loss 
 


Calculate Net book value:   
 


Calculate Net book value: 
 


 
Facility 


 


 


Assets’ net book value at 12/31/X1  
(a) (excluding land) 


$22,500,000
(a)


 
 


Calculate undiscounted cash flows: 


Calculate undiscounted cash flows: 


 


 
Facility 


 
 


Required modifications (outflow) 


Undiscounted cash in-flows from future 
rental lease payments (7 x $35K) 


($500,000)


$245,000 


Undiscounted cash in-flows from 
disposal of assets (1.0 -0.2 X $30Mil) 


 
24,000,000
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Total - undiscounted cash flows  (b) $23,745,000
(b)


 


 


Calculate Recoverability: (b minus a) 
 


 


Calculate Recoverability: (b minus a) 


 


 
Facility 


 


Total - undiscounted cash flows  (b) 
$23,745,000


Assets’ net book values at 12/31/X1  (a) 22,500,000


Recoverability (b minus a) $1,245,000


Is Net book value Recoverable?  
Yes 


Is asset subject to potential impairment?
No 


 
 
Reporting Considerations 
 
There is no potential estimated impairment loss to consider or recognize because the 
undiscounted cash flows to be recovered are greater than the G-PP&E’s net book 
value. 
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Illustration 7d 
 
Cash flow Approach (Calculating value-in-use using discounted cash flows) – 
Facility: Changes in manner or duration of use - Government owned-contractor 
operated (GOCO) manufacturing facility31 
 
Assumptions 
 
Same facts as Illustration 7c above except that (1) management has decided to 
reconfigure the facility and lease available storage space for the remaining life of the 
facility, and (2) the net realizable value estimate is $2 million, and (3) the salvage value 
is $500,000.  Furthermore, because management does not believe that a prospective 
buyer can be found it decides not to seek disposal authority.  The entity’s comptroller 
advises management that to assess whether or not a potential impairment exists a 
value-in-use estimate would be appropriate to use because it is higher than the net 
realizable value estimate. A risk-free discount rate of 3 percent is used.  
 
Evaluation of potential estimated impairment loss 
 
In this case the entity should (1) use the undiscounted cash flows to calculate 
recoverability and (2) present value (i.e., discount) the undiscounted cash flows to 
calculate the value-in-use estimate. In so doing, a potential estimated impairment loss is 
realized. Calculations follow: 
 


Calculate cash flows: 


 
 


Undiscounted
 
 


 
PV Factor 


 
Discounted 


Required modifications 
(outflow) 


Undiscounted cash in-flows 
from future rental lease 
payments (25 x $35K) 


($500,000)


$875,000 


1.00


17.41315


 
($500,000) 


 
 


$609,460 


Undiscounted cash in-flows 
from disposal of assets) 


 
$500,000 0.47761


 
$238,805 


Total - cash flows  (b) $875,000 $348,265 


                                             
31 Adapted from: Military Law Review, Volume 131 Winter 1991  - Government Owned – Contractor 
Operated Munitions Facilities: Are they appropriate in the age of strict environmental compliance and 
liability?  Major Mark J. Connor 


Comment [DNS61]: Respondent #9’s 
analysis suggested that we further refine this 
example so that the salvage value follows the 
revised facts.  
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Calculate Recoverability: (b minus a) 
 


 


Recoverability: (b minus a) 


 


 
Facility 


 


Total - undiscounted cash flows  (b) 
$875,000


Assets’ net book values at 12/31/X1  (a) 22,500,000


Recoverability (b minus a) ($21,625,000)


Is net book value recoverable? No 


Is asset subject to potential impairment? Yes 


 
Calculate potential estimated impairment loss: 


 


Potential impairment: 


 


 
Facility 


 


Higher of NRV or Value-in-Use:             
NRV = $2,000,000 (given) 
Value-in-Use = $348,265 (discounted 
Cash Flows) 


Use the higher - Net Realizable Value  


 


$2,000,000


Less: Assets’ net book value at 
12/31/X1   $22,500,000


Excess of net book value over 
recoverable value (in use)  $20,500,000


Potential estimated impairment loss            $20,500,000


 
Reporting Considerations 


 
The potential estimated impairment loss and corresponding reduction of the book value 
of the facility is $20,500,000. 
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Appendix C: Abbreviations 


ASC   Accounting Standards Codification (FASB) 


CFR   Consolidated financial report of the U.S. government 


DM-AI   Deferred Maintenance and Asset Impairment (task force) 


FASAB   Federal Accounting Standards Advisory Board 


FASB   Financial Accounting Standards Board 


GAAP   Generally Accepted Accounting Principles  


GASB   Governmental Accounting Standards Board 


GASBS  Governmental Accounting Standards Board Statement 


G-PP&E  General property, plant, and equipment 


IG   Inspector General 


IPSASB  International Public Sector Accounting Standards Board 


IPSAS   International Public Sector Accounting Standards 


IT   Information technology 


MRI   Magnetic resonance imaging 


NRV   Net realizable value 


O&M   Operation and maintenance 


OMB    Office of Management and Budget 


PP&E    Property, plant and equipment 


PRV   Plant replacement value 


psf   Per square foot 


SFAS   Statement of Financial Accounting Standards (FASB) 


SFFAC   Statement of Federal Financial Accounting Concepts 


SFFAS   Statement of Federal Financial Accounting Standards 
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Appendix D: Glossary 


General property, plant, and equipment (G-PP&E) - G- PP&E is any property, plant, 
and equipment (PP&E) used in providing goods or services and includes, among other 
types of PP&E, multi-use heritage assets, capitalized improvements to stewardship 
land, and construction work-in-process. PP&E includes land and land rights that are 
acquired for or in connection with items of general PP&E used to provide government 
services or goods. GPP&E does not include heritage assets such as historic and 
national landmarks and stewardship land; reporting for these assets should be done in 
accordance with SFFAS 29, Heritage Assets and Stewardship Land. The cost of 
general PP&E is capitalized, i.e. recorded as assets on the balance sheet. For detailed 
characteristics of and accounting for general PP&E, see SFFAS 6, pars 23 through 45. 


Impairment - a significant32 and permanent, gradual or sudden, decline in the service 
utility of G-PP&E or expected service utility for construction work in progress. 


Internal use software - software that is purchased from commercial vendors “off-the 
shelf,” internally developed, or contractor-developed solely to meet the entity’s internal 
or operational needs (SFFAS 10, par. 8). 


Level of utilization - the portion of the usable capacity currently being used.  


Partial impairment - less than full or total impairment. 


Service utility - the usable capacity that at acquisition was expected to be used to 
provide service.  


Total (full) impairment - G-PP&E is no longer capable of providing service in the 
operations of the entity prior to the end of its estimated useful life.


                                             
32 The determination of whether or not an item is significant is a matter of professional judgment.  
Determining if a decline in service utility is significant is separate and distinct from materiality 
considerations that include considering the likely influence that such disclosure could have on judgments 
or decisions of financial statement users.    


 


Comment [DNS62]: Respondent #2 raised 
concerns that the ED did not have an illustration 
concerning land.   
 
Staff advises that we clarify in the Glossary that 
G-PP&E clearly includes land and land rights.  
Language has been taken from the FASAB 
Appendix E glossary 


Comment [DNS63]:  Per S. McCall email 
dated 9 August.   Page 73. The definition of 
impairment should be:  “Impairment – a 
significant and permanent decline in the service 
utility of G-PP&E, or expected service utility 
for construction work in progress.”   This 
change would be consistent with the definition 
of Impairment on page 7. 
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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 
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an exposure draft is published 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 
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Summary  


This Statement establishes accounting and financial reporting standards for impairment 
of general property, plant, and equipment (G-PP&E) remaining in use, except for 
internal use software. G-PP&E is considered impaired when there is a significant and 
permanent decline in the service utility of G-PP&E or expected service utility for 
construction work in progress. A decline is permanent when management has no 
reasonable expectation that the lost service utility will be replaced or restored. 


This Statement does not require entities to search for impairments. However, entity 
management should consider documenting the decisions it makes while determining 
how to implement the requirements of this Statement.  Such decisions should include 
consideration of materiality. Materiality considerations should include an assessment of 
the impact to the cost of service(s) before and after the impairment. 


Recognition of impairment losses is dependent upon a two-step process that entails (a) 
identifying potential impairments and (b) testing for impairment. The losses should be 
reasonably estimated by determining the portion of the decline in the net book value of 
the G-PP&E attributable to the lost service utility. 


This Statement improves financial reporting by requiring entities to report the effects of 
G-PP&E impairments in their financial statements when they occur rather than as a part 
of the ongoing depreciation expense for the G-PP&E or upon disposal of the G-PP&E. 
This will enable users of financial statements to discern the cost of impairments when 
they occur, the financial impact on the reporting entity, and the cost of services provided 
following the impairment. This Statement also enhances comparability of financial 
statements between entities by requiring all entities to account for impairments in a 
similar manner. 







Introduction  5 
____________________________________________________________________________________ 


_________________________________________________________________________________ 


Federal Accounting Standards Advisory Board 
Accounting for Impairment of General Property,  


Plant, and Equipment Remaining in Use 
Month, Day, 2012 


 


Introduction 


Purpose 


1. Statement of Federal Financial Accounting Standards (SFFAS) 6, 
Accounting for Property, Plant, and Equipment, contains principles-based 
guidance concerning general property, plant, and equipment (G-PP&E)1 
that is removed from service due to total (full) impairment of G-PP&E or 
other reasons. SFFAS 6 requires that G-PP&E be removed from G-PP&E 
accounts along with associated accumulated depreciation/amortization, if 
prior to disposal, retirement, or removal from service it no longer provides 
service in the operations of the entity.2  SFFAS 6 does not address 
situations where there is less than total (full) impairment of G-PP&E.   


2. SFFAS 10, Accounting for Internal Use Software, provides guidance for the 
impairment of internal use software.3 This Statement does not alter 
existing requirements regarding internal use software.  


3. This Statement  provides accounting and reporting requirements for all 
partial impairments of G-PP&E remaining in use and construction work-in-
process.  


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 


                                            
1 Terms defined in the Glossary are shown in bold-face the first time they appear. 


2 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal of General 
Property, Plant, & Equipment, which provides implementation guidance that clarifies existing SFFAS 6 
requirements and is intended to help differentiate between permanent and other than permanent removal 
from service of G-PP&E. The implementation guidance also recognizes the many complexities involved in 
the disposal of G-PP&E, as well as delineates events that trigger discontinuation of depreciation and 
removal of G-PP&E from accounting records. 


3 SFFAS 10, at paragraphs 28 through 31, provides additional procedures for recognizing and measuring 
impairment related to internal use software. The provisions in SFFAS 10 and SFFAS 6 are the same 
regarding situations where the software or G-PP&E is impaired and will be removed from service in its 
entirety.  Both standards provide that the loss is measured as the difference between the book value and 
the net realizable value, if any. However, SFFAS 10 also provides for instances where (1) operational 
software is only partly impaired and (2) developmental software becomes impaired. 
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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. 


Effective Date 


5. The standards are effective for reporting periods beginning after September 
30, 2014.  Earlier implementation is encouraged.
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Standards 


Scope and Applicability 


6. This Statement applies to federal entities that present general purpose 
federal financial reports, including the consolidated financial report of the 
U.S. Government (CFR), in conformance with generally accepted 
accounting principles, 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. 


7. This Statement applies to G-PP&E4 except internal use software. This 
Statement establishes guidance on accounting for the impairment of G-
PP&E remaining in use, including construction work in process.  The 
provisions of this Statement are to be applied when indicators of potential 
impairment, as specified in this Statement, are identified by the entity. The 
entity is not required to conduct an annual or other periodic survey solely for 
the purpose of applying these standards. Existing processes may include 
routine assessments regarding the continued operational and functional 
capacity of G-PP&E, entity mission requirements, impacts of significant 
events or changes in circumstances, and deferred maintenance and repairs. 
The results of such processes may serve as the basis for applying these 
standards.  


Definition of Impairment 


8. Impairment is a significant5 and permanent decline in the service utility of 
G-PP&E, or expected service utility for construction work in process.  
Entities generally hold G-PP&E because of the services they provide or will 


                                            
4  G-PP&E is any property, plant, and equipment (PP&E) used in providing goods or services and 
includes, among other types of PP&E, multi-use heritage assets, capitalized improvements to 
stewardship land, and construction work-in-process. PP&E includes land and land rights that are acquired 
for or in connection with items of G-PP&E used to provide government services or goods. G-PP&E does 
not include heritage assets, such as historic and national landmarks, and stewardship land; reporting for 
these assets should be in accordance with SFFAS 29, Heritage Assets and Stewardship Land. The cost 
of G-PP&E is capitalized, i.e. recorded as assets on the balance sheet. For detailed characteristics of and 
accounting for G-PP&E, see SFFAS 6, par. 23 through 45. 
5 The determination of whether or not an item is significant is a matter of professional judgment. Such 
judgments may be based on: (1) the relative costs of providing the service before and after the decline, 
(2) the percentage decline in service utility, or (3) other considerations.  Determining if a decline in service 
utility is significant is separate and distinct from materiality considerations that include considering the 
likely influence that such disclosure could have on judgments or decisions of financial statement users.      
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provide in the future; consequently, impairments affect the service utility of 
the G-PP&E. The events or changes in circumstances that lead to 
impairments are not considered normal and ordinary.6  That is, at the time 
the G-PP&E was acquired, the event or change in circumstance would not 
have been (a) expected to occur during the useful life of the G-PP&E or, (b) 
if expected, sufficiently predictable to be considered in estimating the useful 
life. 


9. The service utility of G-PP&E is the usable capacity that at acquisition was 
expected to be used to provide service, as distinguished from the level of 
utilization, which is the portion of the usable capacity currently being used. 
The current usable capacity of G-PP&E may be less than its original usable 
capacity due to the normal or expected decline in useful life or to impairing 
events or changes in circumstances, such as physical damage, 
obsolescence, enactment or approval of laws, or regulations or other 
changes in environmental or economic factors, or change in the manner or 
duration of use. Usable capacity may be different from maximum capacity7 
in circumstances in which surplus capacity (the excess capacity over the 
usable capacity) is needed for safety, economic, operational readiness or 
other reasons. G-PP&E that experience decreases in utilization and the 
simultaneous existence of or increases in surplus capacity not associated 
with a decline in service utility are not considered impaired.  


 


Identification of Impairment – A Two-step Process 


10. Generally, G-PP&E remaining in use is impaired if the decline in the service 
utility of the G-PP&E is significant and deemed permanent.   


11. The determination of whether G-PP&E remaining in use is impaired, as 
defined in paragraph 8 above, includes (a) identifying potential impairment 
indicators and (b) testing for impairment. G-PP&E would be identified as 
potentially impaired as a result of the occurrence of significant events or 
changes in circumstances, or routine asset management processes.   


 


 
                                            
6 Normal and ordinary are defined as events or circumstances that fall within the expected useful life of 
the PP&E such as standard maintenance and repair requirements.  


7 Maximum capacity is the usable capacity plus any surplus capacity. 
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Step 1 – Identify Indicators of Potential Impairment  


12. Some common indicators of potential impairment include those listed below. 
The indicators identified are not conclusive evidence that a measurable or 
reportable impairment exists.  Entities should carefully consider the 
surrounding circumstances to determine if a test of potential impairment is 
necessary given the circumstances. 


a. evidence of physical damage,  


b. enactment or approval of laws or regulations which limit or restrict 
G-PP&E usage, 


c. changes in environmental or economic factors,  


d. technological changes or evidence of obsolescence,8  


e. changes in the manner or duration of use of G-PP&E,  


f. construction stoppage or contract termination, and 


g. G-PP&E idled or unserviceable for excessively long periods.9 


G-PP&E Identified From Significant Events or Changes in 
Circumstances  


13. Events or changes in circumstances affecting G-PP&E that may indicate 
impairment are sometimes significant. Significant events or changes in 
circumstances are conspicuous or known to the entity’s management or 
oversight entities. This Statement does not require that entities conduct an 
annual or periodic survey solely to identify potential impairments of G-
PP&E. Rather, significant events or changes in circumstances affecting G-


                                            
8 Technological changes or evidence of obsolescence should be considered along with other factors 
when assessing impairment.  For example, if obsolete PP&E continues to be used, the service utility 
expected at acquisition may not be diminished.  Further, when obsolescence is expected, PP&E that is 
subject to obsolescence can be addressed through depreciation, particularly by using accelerated 
methods that yield a lower capital cost per year as the asset’s utility diminishes when compared to that of 
later versions of the same asset. 


9 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal of General 
Property, Plant, & Equipment, which provides implementation guidance that clarifies existing SFFAS 6 
requirements and is intended to help differentiate between permanent and other than permanent removal 
from service of G-PP&E. The implementation guidance also recognizes the many complexities involved in 
the disposal of G-PP&E, as well as delineates events that trigger discontinuation of depreciation and 
removal of G-PP&E from accounting records. 
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PP&E that may indicate impairment are conspicuous or known to the 
entity’s management or oversight entities and are generally expected to 
have prompted consideration10 by management, oversight entities, or others 
(e. g., the media).   


G-PP&E Identified from Asset Management Reviews (e.g., portfolio 
surveys) 


14. Existing asset management processes may include portfolio surveys that 
consider matters such as the continued operational and functional capacity 
of G-PP&E, entity mission requirements, or deferred maintenance and 
repairs assessments.  Potentially impaired G-PP&E may be identified from 
such surveys and further evaluated through the two-step process.   


Reduced demand should not be considered a discrete or sole 
indicator of impairment 


15. As explained in paragraph 9 above, reduced demand for the services of G-
PP&E should not be considered a discrete or sole indicator of impairment. 
Instead, there should also be evidence of an underlying potential 
impairment resulting in the reduced demand.  In these circumstances, the 
causes behind such changes in demand should be evaluated in light of the 
indicators listed in paragraph 12 and the G-PP&E should be tested for 
impairment.  


Step 2 - Impairment Test 


16. G-PP&E identified through the processes described in paragraphs 10 
through 15 should be tested for impairment by determining whether the 
following two factors are present:  


a. The magnitude of the decline in service utility (as defined in par. 9) 
is significant. The costs associated with the original or other previously 
established service utility are significantly greater than the costs that 
would otherwise be associated with the new expected service utility. 
Such costs should include operational and maintenance costs.  
Judgment is required to determine whether the decline is significant.  
Such judgments may be based on: (1) the relative costs of providing the 


                                            
10 Consideration might include but is not limited to management discussions, internal managerial 
analyses or reviews, conferences or consultations with experts, media or public relations interviews, or 
external industry scrutiny.   
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service before and after the decline, (2) the percentage decline in 
service utility, or (3) other considerations.    


b. The decline in service utility is expected to be permanent.  The 
decline is considered permanent when management has no reasonable 
expectation that the lost service utility will be replaced or restored. That 
is, management expects that the G-PP&E will remain in service so that 
its remaining service utility will be utilized.  In contrast, reasonable 
expectation may exist when management has (1) specific plans to 
replace or restore the lost service utility of this G-PP&E, (2) committed 
or obligated funding for remediation efforts, or (3) a history of 
remediating lost service utility in similar cases or for similar G-PP&E.  


17. For construction work in process, the testing of impairment discussed in 
paragraph 16 above should be performed over the expected future service 
utility rather than current service utility. 


Determining the Appropriate Measurement Approach 
18. Impairment losses on G-PP&E that will continue to be used by the entity11 


should be estimated using a measurement method that reasonably12 
reflects the diminished service utility of the G-PP&E. The goal of the 
measurement methods discussed below is to reasonably estimate the 
portion of the net book value associated with the diminished service utility of 
the G-PP&E. A specific method, including one of the methods listed below, 
would not be considered appropriate if it would result in an unreasonable 
net book value associated with the remaining service utility of the G-PP&E. 
Within an entity, one method may not be appropriate for measuring all 
impairments. Also, a reasonable methodology may nonetheless result in no 
impairment loss to be recognized. While using any method, if the method 
results in an impairment loss greater than an asset’s net book value, 
recognition of the loss should be limited to the asset’s net book value.  
Widely recognized methods for measuring impairment include:  


a. Replacement approach.  Impairment of G-PP&E with physical damage 
generally may be measured using a replacement approach. This approach 
uses the estimated cost to replace the lost service utility of the G-PP&E at 


                                            
11 See SFFAS 6, Accounting for Property, Plant, and Equipment, paragraphs 38 and 39 for guidance 
regarding PP&E that will not continue to be used by the entity. 


12 Given a choice among comparable methods, entities should adopt the most efficient and practical 
method available under the circumstances. 
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today’s standards13 to identify the portion of the historical cost of the G-
PP&E that should be written off. For federal real property purposes, this 
cost can be derived from the plant replacement value (PRV). This 
estimate can be converted to historical cost by restating (i.e., deflating) the 
estimated cost to replace the diminished service utility using an 
appropriate cost index. Alternatively, it may be appropriate to apply the 
ratio of the estimated cost to replace the diminished service utility over 
total estimated cost to replace the G-PP&E, to the net book value of the 
G-PP&E. 


b. Restoration approach.  Impairment of improvements made to 
stewardship land and multi-use heritage assets with physical damage may 
generally be measured by using a restoration approach. This approach 
uses the estimated cost to restore the diminished service utility of the G-
PP&E to identify the portion of the historical cost of the G-PP&E that 
should be written off. This approach does not include any amounts 
attributable to improvements and additions to meet today’s standards. The 
estimated restoration cost can be converted to historical cost by restating 
(i.e., deflating) the estimated restoration cost using an appropriate cost 
index.  Alternatively, it may be appropriate to apply the ratio of estimated 
restoration cost to restore the diminished service utility over total 
estimated restoration cost to the net book value of the G-PP&E. 


c. Service units approach.  Impairment of G-PP&E that are affected by 
enactment or approval of laws or regulations or other changes in 
environmental/economic factors or are subject to technological changes or 
obsolescence generally may be measured using a service units approach.  
This approach compares the service units provided by the G-PP&E before 
and after the impairment event or change in circumstance to isolate the 
historical cost of the service utility of the G-PP&E that cannot be used due 
to the impairment event or change in circumstance. The amount of 
impairment is determined by evaluating the service provided by the G-
PP&E - either maximum estimated service units or total estimated service 
units throughout the life of the G-PP&E - before and after the event or 
change in circumstance. 


d. Deflated depreciated current cost approach.  Impairment of G-PP&E 
that are subject to a change in manner or duration of use generally may 


                                            
13 For example, “at today’s standards” would generally mean the use of current market prices for 
materials, labor, manufactured items and equipment using current building, manufacturing, or fabrication 
techniques in compliance with current statutory, regulatory, or industry standards.  
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be measured using a deflated depreciated current cost approach. This 
approach quantifies the cost of the service currently being provided by the 
G-PP&E and converts that cost to historical cost. A current cost for a G-
PP&E to replace the current level of service is estimated. This estimated 
current cost is then depreciated to reflect the fact that the G-PP&E is not 
new, and then is subsequently deflated to convert it to historical cost 
dollars. A potential impairment loss results if the net book value of the G-
PP&E exceeds the estimated historical cost of the current service utility 
(i.e., deflated depreciated current cost).  


e. Cash flow approach.  Impairment of cash or revenue generating G-
PP&E, such as those used for business or proprietary-type activities, may 
be assessed using a cash flow approach.  Under this approach, an 
impairment loss should be recognized only if the net book value of the G-
PP&E (1) is not recoverable and (2) exceeds the higher of its net 
realizable value14 or value-in-use estimate.15 The net book value of the G-
PP&E is not recoverable if it exceeds the sum of the undiscounted cash 
flows expected to result from the use and eventual disposition of the G-
PP&E. That assessment should be based on the net book value of the G-
PP&E at the date it is tested for recoverability, whether in use or under 
development. If the net book value is not recoverable, the impairment loss 
is the amount by which the net book value of the G-PP&E exceeds the 
higher of its net realizable value or value-in-use estimate. No impairment 
loss exists if the net book value is less than the higher of the G-PP&E’s 
net realizable value or value-in-use estimate. 


f. Lower of (1) Net Book Value or (2) Higher of Net Realizable Value or 
Value-in-Use Approach.  G-PP&E impaired from either construction 
stoppages or contract terminations, which are expected to provide service, 
should be reported at their recoverable amount; the lower of (1) the G-


                                            
14 Net realizable value is the estimated amount that can be recovered from selling, or any other method of 
disposing of an item less estimated costs of completion, holding and disposal.  


15 Statement of Federal Financial Accounting Concepts (SFFAC) 7, Measurement of the Elements of 
Accrual-Basis Financial Statements in Periods After Initial Recording, paragraph 50, defines value-in-use 
as “…the benefit to be obtained by an entity from the continuing use of an asset and from its disposal at 
the end of its useful life.”  Paragraph 51 further states that “Value in use is a remeasured amount for 
assets used to provide services. It can be measured at the present value of future cash flows that the 
entity expects to derive from the asset, including cash flows from use of the asset and eventual 
disposition. Value in use is entity specific and differs from fair value. Fair value is intended to be an 
objective, market-based estimate of the exchange price of an asset between willing parties. Value in use 
is an entity’s own estimation of the service potential of an asset that it holds to provide a specific service.”  
(underscoring added for emphasis) 
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PP&E’s net book value or (2) the higher of its net realizable value or 
value-in-use estimate. Impaired G-PP&E, which are not expected to 
provide service, should be accounted for and reported in accordance with 
SFFAS 6.  


Recognizing and Reporting Impairment Losses 
19. The loss from impairment should be recognized and reported in the 


statement of net cost when management concludes that the impairment is 
(1) a significant decline in service utility and (2) expected to be permanent. 
Such loss may be included in program cost(s) or cost(s) not assigned to 
programs consistent with SFFAS 4, Managerial Cost Accounting Standards 
and Concepts. However, in cases where an entity decides that an 
impairment loss is immaterial, it should consider the need for adjustments to 
the G-PP&E’s depreciation methods, useful life or salvage value estimates. 


20. The impairment loss should be recognized and reported regardless of 
whether the G-PP&E remaining in use is being depreciated individually or 
as part of a composite group. The impairment loss may be reported as a 
separate line item or line items on the statement of net cost. Deciding to 
display a separate line item or items on the statement of net cost requires 
judgment. The preparer should consider quantitative and qualitative criteria. 
Acceptable criteria include but are not limited to quantitative factors such as 
the percentage of the reporting entity's cost that resulted from the 
impairment and the size of the impairment loss relative to the G-PP&E; and 
qualitative factors including whether the loss would be of interest to decision 
makers and other users. 


21. A general description of the G-PP&E remaining in use for which an 
impairment loss is recognized, the nature (e.g., damage or obsolescence) 
and amount of the impairment, measurement methods used in recognizing 
the impairment amount and the financial statement classification of the 
impairment loss should be disclosed in the notes to the financial statements. 
Such disclosures should be made in the period the impairment loss is 
recognized. 


Diminished Service Utility Without Recognized Impairment Loss   


22. Events, changes in circumstances, or asset management reviews might 
indicate that the future service utility of G-PP&E remaining in use has been 
adversely affected.  However, if future service utility has been adversely 
affected but the impairment test determines that a loss need not be 
recognized, a change to the estimates used in depreciation calculations 
such as estimated useful life and salvage value should be considered.      
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G-PP&E That No Longer Provides Service 
23. G-PP&E that no longer provides service or in the case of construction work 


in process where there is no expectation to future service by the entity 
should be accounted for in accordance with SFFAS 6, paragraphs 38 and 
39, and Technical Release 14, Implementation Guidance on the Accounting 
for the Disposal of General Property Plant, & Equipment.   


Remediating Previously Reported Impairments 
24. Subject to the entity's capitalization policies, if an entity later remediates the 


previously impaired G-PP&E remaining in use, the costs incurred to replace 
or restore the lost service utility should be accounted for in accordance with 
applicable standards. For example, costs to prepare the site and install 
replacement facilities would be recognized in accordance with SFFAS 6, 
Accounting for Property, Plant, and Equipment. 


Recoveries  
25. The impairment loss should be reported net of any associated recovery 


when the recovery and loss occur in the same year. Recoveries reported in 
subsequent years should be reported as revenue or other financing source 
as appropriate.  If not otherwise apparent in the financial statements, the 
amount and financial statement classification of recoveries should be 
disclosed in the notes. The accounting for recoveries should be in 
accordance with SFFAS 7, Accounting for Revenue and Other Financing 
Sources and Concepts for Reconciling Budgetary and Financial Accounting. 


Consolidated Financial Report of the U.S. Government  
26. The U.S. government-wide financial statements need not disclose the 


measurement methods used in recognizing impairment losses. If  
impairment of G-PP&E remaining in use is recognized, the following 
information should be disclosed: 


a. a general description of what constitutes G-PP&E impairment, 


b. the consolidated G-PP&E impairment losses recognized by component 
entities, and 


c. a reference(s) to component entity report(s) for additional information. 


Effective Date 


27. The requirements of this Statement are effective for reporting periods 
beginning after September 30, 2014.  Earlier implementation is encouraged. 
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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. 


Project History 


A1. In Statement of Federal Financial Accounting Standards (SFFAS) 23, 
Eliminating the Category National Defense Property, Plant, and Equipment, 
issued in May 2003, the Board identified impairment as one of three areas (the 
other two being depreciation and deferred maintenance) that it desired to 
consider integrating into a comprehensive project. Complete impairment was 
addressed in SFFAS 6, Accounting for Property, Plant, and Equipment, through 
the requirements that general PP&E “…be removed from general PP&E 
accounts along with associated accumulated depreciation/amortization, if prior 
to disposal, retirement or removal from service, it no longer provides service in 
the operations of the entity. This could be either because it has suffered 
damage, becomes obsolete in advance of expectations, or is identified as 
excess.”  However, SFFAS 6 does not address partial impairment, even though 
the effects of partial impairment may be material in some cases.  The Board 
decided to address asset impairment at the time it addressed deferred 
maintenance.  Subsequent to the issuance of Statement of Federal Financial 
Accounting Standards 40: Definitional Changes Related to Deferred 
Maintenance and  Repairs: Amending Statement of Federal Financial 
Accounting Standards 6, Accounting for Property, Plant, and Equipment in May 
2011, the Board initiated work on addressing  potential enhancements to 
existing FASAB guidance regarding impairment. 


A2. In evaluating an approach applicable to federal G-PP&E, the Board considered 
the approaches used in the following documents:  


 Financial Accounting Standards Board (FASB) Statement of Financial 
Accounting Standards (SFAS) 144, Accounting for the Impairment or 
Disposal of Long-Lived Assets (Superseded by FASB Accounting 
Standards Codification (ASC) 360) 
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 Governmental Accounting Standards Board (GASB) Statement (GASBS) 
42,  Accounting and Financial Reporting for Impairment of Capital Assets 
and for Insurance Recoveries16 


 
 International Public Sector Accounting Standard (IPSAS)  21, Impairment 


of Non-Cash Generating Assets 
 
 IPSAS 26, Impairment of Cash-Generating Assets 


 


A working group was organized to assist the Board in analyzing the impairment 
standards promulgated by the FASB, GASB, and the International Public Sector 
Accounting Standards Board (IPSASB). The working group’s analysis was 
initially screened by the Deferred Maintenance and Asset Impairment (DM-AI) 
Task Force and subsequently tested with a broader community beyond the task 
force to get other points of view.  The consensus recommendation was to use the 
GASBS 42 approach as a baseline for the development of a federal asset 
impairment standard. 


 


Significant and Permanent Decline in Service Utility 


A3. This Statement requires recognizing a potential impairment loss only when there 
is a significant and permanent decline in the G-PP&E’s service utility. In reaching 
this decision, the Board considered and weighed (a) the need for relevant, 
reliable, and consistent financial reporting and (b) entity burden.   


a.  For financial reporting to be:  
 


(i) relevant - a logical relationship must exist between the information 
provided and the purpose for which it is needed. G-PP&E impairment 
information is relevant because it is capable of making a difference in a user’s 
assessment of how well the entity is meeting its federal asset stewardship 
responsibilities. 


  
(ii) reliable - information needs to be comprehensive and nothing material 
should be omitted nor should anything be included that would likely cause the 
information to be misleading.  The reporting of G-PP&E impairments 


                                            
16  © Financial Accounting Foundation, Governmental Accounting Standards Board, 401 Merrit 7, 
Norwalk, CT.  All Rights Reserved.  GASBS 42, November 2003. 
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significantly adds to the informational value and reliability of amounts 
presented in the entity’s balance sheet and statement of net cost. 


 
(iii) consistent over time - an accounting principle or reporting method should 
be used for all similar transactions and events unless there is good cause to 
change.  Establishing G-PP&E impairment standards significantly adds to 
consistent financial reporting. 


 
b. The Board is aware of the increased demands that entities confront due to 
initiatives that attempt to better align and integrate entity mission, budget, and 
performance objectives.  As such, the Board desires to issue a G-PP&E 
impairment standard that entities can effectively adopt without undue 
administrative burden while still satisfying the objectives of federal financial 
reporting.  


 


Recognizing Impairments 


A4. As discussed in paragraphs 13 and 14, impairments can be identified and 
brought to management’s attention in a variety of ways.  Although a 
presumption exists that there are existing processes and internal controls in 
place to ensure such identification and communication, this standard does not 
require that entities conduct an annual or other periodic survey solely for the 
purpose of applying these standards.  


A5. The Board notes that not all significant events and/or changes in circumstances 
discussed by oversight bodies, management, or the media would necessarily be 
considered material to an entity’s financial statements.  Consequently, an entity 
must exercise judgment in this regard considering whether omitting or misstating 
information about the significant event and/or changes in circumstances makes 
it probable that the judgment of a reasonable person relying on the information 
would be changed or influenced by the omission or the misstatement. However, 
in cases where an entity decides that a significant event or change in 
circumstance is immaterial, it should consider the need for adjustments to the G-
PP&E’s depreciation methods, useful life or salvage value estimates. 


The Board also notes that common indicators of potential impairment can be 
discovered during different types of asset management reviews that include the 
following types of G-PP&E assessments:  


a. Condition assessments revealing evidence of physical damage, 
deterioration, and/or distresses such as for a building (1) damaged by fire 
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or flood, (2) not adequately maintained or repaired, (3) associated with 
significant amounts of deferred maintenance and repairs and/or (4) 
exhibiting signs of advanced degradation that might adversely impact 
expected duration of use, each requiring remedial or 
replacement/restoration efforts to restore service utility.  


b. Functionality assessments revealing evidence of reduced capacity, 
inadequate configuration, change in entity mission, change in the manner 
or expected use, and enactment or approval of laws, regulations, codes or 
other changes in environmental factors, such as new water quality 
standards that a water treatment plant does not meet (and cannot be 
modified to meet).  


c. Obsolescence assessments revealing evidence of technological 
development or obsolescence, such as that related to a major piece of 
diagnostic or research equipment (for example, a magnetic resonance 
imaging machine or a scanning electron microscope) that is rarely or 
never used because newly acquired equipment provides better service.  


Common Indicators of Potential Impairment 


A6.  The Board considered the general approaches used by other standards-setters 
regarding the issues of impairment identification and testing.  The DM-AI Task 
Force identified the GASB approach as being the most germane for federal 
application and recommended adopting its use with appropriate modifications.  
As a result, this Statement consists of a two-step process of (a) identifying 
potentially impaired G-PP&E through indictors of impairment and (b) testing to 
determine whether a potential impairment exists by comparing the net book 
value of the G-PP&E to a valuation reflecting the current state of the G-PP&E.  


A7.  Recognizing the administrative burden and costs involved in applying a test of 
potential impairment, the Board desires to make clear that the indicators 
identified at paragraph 12 in and of themselves are not conclusive evidence that 
a measurable or reportable impairment exists.  Entities should carefully consider 
the surrounding circumstances to determine if a test of potential impairment may 
be unnecessary given the circumstances.  


A8. In order to limit the universe of G-PP&E tested for potential impairment because 
of cost-benefit considerations, the Board proposes two modifiers to the 
indicators: (a) the magnitude of the decline in service utility is significant and (b) 
the decline in service utility is permanent. The first modifier would limit testing for 
potential impairment to only G-PP&E that have experienced a significant decline 
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in the asset’s service utility. The second modifier would limit testing to only those 
G-PP&E where the decline in lost service utility is expected to be permanent.  
The decline is considered permanent when management has no reasonable 
expectation that the lost service utility will be replaced or restored and that the 
G-PP&E’s remaining service utility can continue providing value.  


A9. G-PP&E is to be considered impaired only when both of these two modifiers are 
present. When either of these conditions is not present, the decline in the 
service utility of the G-PP&E may be recognized through other methods such as 
changing useful life or salvage value estimates.  


Determining if Magnitude of Decline in Service Utility is Significant  


A10. Because measurement of a potential impairment is not required unless a 
significant decline in service utility occurs, management should assess the 
magnitude of the service decline.  In cases where there is physical damage to 
G-PP&E, the significance can often be objectively assessed because the costs 
of remediation (i.e., replacement or restoration) may be relatively easy to 
determine, at least within a range of estimates.  In circumstances other than 
those involving physical damage, significance may be discerned by less 
objective assessments such as: 


 (1) Whether management acts to address the situation.  Management 
decisions may be indicative of a potential decline in service utility.  For 
example, a specific action taken by management after a service 
decline may confirm that expenses exceed future benefit.  Likewise, a 
decision by management to not address a service decline may be an 
indication the decline is not significant and a test of impairment is not 
required. 


 (2) Costs associated with the previous service utility are significantly 
greater than the costs that would otherwise be associated with the new 
expected service utility. For example, when comparing the benefits and 
related costs associated with the new expected service utility after the 
impairment with those benefits and related costs existing prior to the 
impairment, management may confirm that costs exceed future 
benefit. As a result, the decline is significant and a test of impairment is 
required. 
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Selecting a Measurement Approach 


A11. Professional judgment should be used when selecting a method to measure the 
decline in service utility of G-PP&E.  Generally, potential impairments: 


a. reflecting degradation or physical damage may be measured using a 
replacement approach or, for multi-use heritage assets, a restoration 
approach.  


b. reflecting a change resulting from enactment or approval of laws or 
regulations or other changes in environmental/economic factors or from 
technological development or obsolescence generally may be measured 
using a service units approach.  


c. reflecting a change in manner or duration of use or change in mission 
generally may be measured using deflated depreciated current cost 
approach.  


d. for cash or revenue-generating G-PP&E may be measured using the cash 
flow approach. 


e. arising from construction stoppages or contract terminations which are 
expected to provide service, should be reported at their recoverable amount; 
the lower of (1) the G-PP&E’s net book value or (2) the higher of its net 
realizable value or value-in-use estimate.  


A12. The Board emphasizes that in estimating the diminished service utility of the G-
PP&E, the measurement approach chosen should yield a reasonable estimate 
reflecting the diminished service capacity of the G-PP&E. Before using a 
specific method a determination should be made that it will result in (1) a 
reasonable estimate of diminished service capacity for the specific asset and 
(2) a reasonable net book value associated with the remaining service utility of 
the G-PP&E. There should not be a presumption of reasonableness attached to 
the use of any of these methods if the resultant calculations reflect an 
unreasonable estimate of the remaining service utility of the G-PP&E. For 
example, if using the replacement approach, cost estimates to remediate the 
damage to an asset is equal to or greater than the asset’s total replacement 
cost, the resultant calculation would lead to a full write-down of the carrying 
value.  However, if the asset is to remain in use, the full write-down would be 
inappropriate because some service potential remains.  In such a case, 
management should look to another method such as the deflated depreciated 
current cost approach to estimate the historical cost of the asset’s residual 
service capacity that will continue to be used. Additionally, within an entity, one 
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method may not be appropriate for measuring asset impairments across all 
categories or classes of assets. The Board notes that a reasonable 
methodology may not result in the recognition of an impairment loss.   


Among Comparable Methods – Choose the Most Efficient 


 


A13. The Board recognizes that there may be cases where more than one 
comparable method could be used to measure the decline in an asset’s 
service utility.  In such cases, the entity should use whichever method most 
reasonably reflects the diminished service utility. In cases where the methods 
under consideration are expected to yield similar results, management should 
adopt the most efficient method available given the circumstances. 


Reduced Demand 


A14. The Board notes that reduced demand for the services of G-PP&E should not 
be considered as a discrete or sole indicator of potential impairment. That is, 
reduced demand absent evidence of an underlying potential impairment 
resulting in that reduced demand is not an indicator of impairment. For 
example, decreased demand for the processing services of a mainframe 
computer because former users of the mainframe have transitioned to PC and 
server-based systems should be considered a change in demand not requiring 
impairment testing. However, if associated with an indicator of potential 
impairment such as evidence of obsolescence, then the mainframe should be 
tested for potential impairment.   


A15. In addition, a decrease in demand solely resulting from the conclusion of a 
special project requiring large amounts of processing time on a mainframe 
computer that runs other applications should not be considered for impairment 
testing.   


A16. A decrease in occupancy is another example of a change in demand. If a 
decrease in the occupancy of hospital beds prompts management to close a 
hospital, a change in manner or duration of use has also resulted and a test for 
impairment should be performed.  However, a test for impairment is not 
required if the decrease in hospital beds results solely because the hospital is 
changing from an overcrowded condition to one in which occupancy rates are 
now below the maximum allowed.  However, care should be taken to ensure 
that there is not a potential indicator of impairment that could require testing. 
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Estimating Potential Impairment Losses  


A17. Measuring the cost of the lost service utility generally requires the use of 
estimates or approximations. According to Statement of Federal Financial 
Accounting Concepts (SFFAC) 5, Definitions of Elements and Basic 
Recognition Criteria for Accrual-Basis Financial Statements, to be recognized 
an item must be measurable, meaning that a monetary amount can be 
determined with reasonable certainty or is reasonably estimable (underscoring 
added for emphasis).  For this reason, the Board notes that it (1) does not 
seek exact precision in determining the lost service utility of the asset and (2) 
does not intend to direct or prescribe the use of any particular approach listed 
in paragraph 18.  


A18. However, the Board notes that care should be taken when estimating potential 
impairment losses. For example, if a multi-use heritage asset requires testing 
for potential impairment, the restoration approach and not the replacement 
approach should be used. Although these approaches may appear to be 
identical, they are not.  The replacement approach estimates the cost to 
replace the lost service utility of the G-PP&E at today’s standards whereas the 
restoration approach does not.  In either case, the required estimates used for 
the calculation inputs are different and can significantly affect the potential 
impairment loss measurement.  Differences will arise because the 
replacement approach uses estimates reflecting today’s current labor and 
material options and costs, modern standards, and installation methods 
whereas the restoration approach uses estimates that generally require using 
historically accurate (e.g., aesthetic or historic) materials and construction 
methods approved by an historic architect or historic preservationist to 
preserve the historic nature and value of the multi-use heritage asset.   


A19. Entities should also ensure that impairment loss calculations exclude 
improvements or betterments. For example, assume that a portion of an old 
warehouse currently not being used suffers roof damage due to heavy 
snowfall.  The entity decides not to repair the roof and to contain the damage 
by securing the adjoining area ensuring that there are no safety hazards. In 
this case, estimates for the construction of a new warehouse, including its roof 
should not include amounts for new types of roof ventilation systems, solar 
panel features, or green energy improvements, etc.  Including such 
improvements or betterments might significantly affect the potential impairment 
loss measurement.  
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G-PP&E Impairment Loss Reversals and Remediation   


A20. Some previously recognized impairments may no longer exist or may have 
been remediated in subsequent periods. In such cases, the losses recognized 
in prior periods have been reversed such that a gain might be recognized and 
the G-PP&E book value increased. The Board concluded that reversals of G-
PP&E impairment losses should not be recognized. In reaching the decision 
not to allow for reversals of G-PP&E impairment losses, the Board concluded 
that because reversal events are expected to be rare occurrences, there is no 
compelling need for complexity or increased burden as benefits do not appear 
to justify costs. 


The Board concluded remediation of a previously reported impairment loss, is 
a change that results in an addition to the cost basis.  Specifically, should 
management later decide to replace or restore an asset's lost service utility the 
costs incurred to do so become part of the G-PP&E's new cost basis.  It is the 
Board's opinion that such a practice is consistent with the operating 
performance objective of federal financial reporting; users will be able to 
evaluate the service efforts, costs, and accomplishments of the reporting entity 
based on the revised cost basis. 


Recoveries 


A21. Recoveries can be accounted for as either exchange or non-exchange 
transactions.  In accordance with SFFAS 7, Accounting for Revenue and Other 
Financing Sources and Concepts for Reconciling Budgetary and Financial 
Accounting:  


a. Exchange revenues should be recognized when goods or services are 
provided to the public or another government entity at a price. An 
example would be commercial insurance purchased in connection with 
G-PP&E belonging to a public-private arrangement.  


b. Non-exchange revenues should be recognized when a specifically 
identifiable, legally enforceable claim to resources arises, to the extent 
that collection is probable (more likely than not) and the amount is 
reasonably estimable. For example, if a manufacturer or contract 
operator has admitted or acknowledged warranty or contract liability, a 
non-exchange recovery could be recognized.  However, if the 
manufacturer or contract operator has denied liability, the non-
exchange recovery generally would not be recognized unless the entity 
could impose monetary requirements such as fines or civil monetary 
penalties.  Where the collecting and reporting entities are different, it is 







Appendix A: Basis for Conclusions  26 
____________________________________________________________________________________ 


_________________________________________________________________________________ 


Federal Accounting Standards Advisory Board 
Accounting for Impairment of General Property,  


Plant, and Equipment Remaining in Use 
Month, Day, 2012 


 


important to note that non-exchange revenue amounts should be 
measured by the collecting entities and recognized for financial 
statement reporting by the entities legally entitled to the revenue. 


 


Distinguishing between Depreciation and Impairment 


A22. Depreciation systematically and rationally allocates the historical cost of the G-
PP&E's service utility to the benefitting periods. The asset’s costs are allocated 
(i.e., the asset is depreciated) across multiple periods based on asset 
management plans and formulas, including such variables as expected useful 
life of the asset, usage patterns, and residual or salvage value, if any.  Costs 
are allocated because: (1) the G-PP&E is expected to benefit more than one 
period and (2) generally, there is no other practical or efficient way to directly 
assign or associate cause (i.e., entity activity or event) and effect (i.e., service 
utility consumption).  That is, depreciation is allocated, because specific 
causation cannot be ascertained.   


A23. On the other hand, impairment occurs when there is a significant and 
permanent decline in the service utility during the depreciation period of G-
PP&E remaining in use, and that decline is reasonably estimable in monetary 
terms.  Essentially, an event or circumstance alters the utility and/or value of 
the asset such that the systematic and rational allocation process noted in 
paragraph A22 above can no longer be reasonably applied and must be also 
altered accordingly.  Moreover, primarily due to the significant nature of the 
event or changed circumstances, an entity can directly assign or associate 
cause (the event or circumstance) and effect (change in anticipated utility 
and/or value of the asset). As a result, the lost or diminished service utility 
(arising from the impairment) can be directly assigned in a practical and 
efficient manner. 


A24. To the extent that an entity's depreciation policies and practices reflect a 
pattern of service utility consumption that reasonably accounts for discrete 
events and/or changed circumstances, impairment losses may not apply.  For 
example, if an entity operates in multiple climates within a country or maintains 
a global presence, its regular and on-going depreciation may account for lost 
or diminished service utility resulting from damages likely to arise from 
reasonably anticipated climate or other environmental conditions. This could 
be evidenced by an entity deriving its useful life estimates from current and 
historical fixed asset records or maintenance and repair accounts, which 
include such events and/or circumstances.  In such cases, the entity might 
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shorten the useful life estimate, alter the anticipated consumption pattern, or 
reduce its salvage value estimate. Consequently, depreciation would 
inherently consider the conditions giving rise to the impairment, thus avoiding 
the need to recognize an impairment loss.   


Perceived costs versus benefits 


A25. The Board believes that the benefits of implementing this Statement outweigh 
its administrative costs of implementation. The Board has clarified the 
Statement so that users understand that they are not required to search out 
impairments or to apply the Statement to immaterial items. Entities should 
consider G-PP&E impairments in the context of their existing practices and 
apply this Statement only when there is an indicator of significant impairment 
present. Although GASB, IPSASB, and FASB pronouncements are available 
to provide federal preparers with guidance relative to impairments, issuance of 
a Statement by FASAB will eliminate the need, time, and effort to search 
principles from another standard-setter or consider analogous entity 
transactions.  Other perceived benefits include: reporting impairments when 
they occur rather than through depreciation expense or disposal, providing 
management with information useful for capital investment decisions, 
discerning the cost of impairments and impact on the entity and the cost of 
services provided following the impairment, and lastly, enhancing 
comparability between entities. 


Summary of Outreach Efforts 


A26. The Exposure Draft (ED), Accounting for Impairment of General Property, 
Plant, and Equipment Remaining in Use, was released on February 28, 2012, 
with comments requested by May 28, 2012. 


A27. Upon release of the ED, notices and press releases were provided to the 
FASAB email listserv, the Federal Register, The Journal of Accountancy, AGA 
Today, the CPA Journal, Government Executive, the CPA Letter, Government 
Accounting and Auditing Update, the CFO Council, the Council of Inspectors 
General on Integrity and Efficiency, and the Financial Statement Audit 
Network, and committees of professional associations generally commenting 
on exposure drafts in the past (e.g., Greater Washington Society of CPAs, 
AGA Financial Management Standards Board). 


A28. This broad announcement was followed by direct e-mailings of the press 
release to: 
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a) Relevant congressional committees: Senate Committee on Homeland 
Security and Governmental Affairs and House Committee on Oversight and 
Government Reform; 


b) Public interest groups: The Institute for Responsible Infrastructure 
Stewardship and the National Academy of Sciences’ Federal Facilities 
Council; 


c) Respondents to SFFAS 42, Deferred Maintenance and Repairs Amending 
Statements of Federal Financial Accounting Standards 6, 14, 29 and 32. 


A29. Twenty-three (23) responses were received.  Table 1.0 summarizes responses 
by respondent type. 


Table 1.0 - Summary of Respondent Types to Exposure Draft 


 


RESPONDENT TYPE 


 
FEDERAL 
(Internal) 


 
NON-FEDERAL 


(External) 


 


TOTAL 


Preparers and 
financial 
managers 


16 0 16 


Users, academics, 
others 


2 2 4 


Auditors 2 1 3 


   Total  20 3 23 


 


 


A30. The Board did not rely on the number in favor of or opposed to a given 
position. Information about the respondents’ majority view is provided only as 
a means of summarizing the comments. The Board considered the arguments 
in each response and weighed the merits of the points raised. The following 
paragraphs discuss significant issues identified by respondents followed by 
Board decisions. 
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Respondents’ Comments on the Exposure Draft   


A31. The Exposure Draft was very well received.  By a 9-to-1 ratio respondents 
agreed with the Board’s proposal to recognize impairment losses. Additionally, 
22 of the 23 respondents agreed with the Board that entities are not expected 
to alter existing assessment methods as a direct consequence of this 
Statement.  Some respondents offered suggestions that the Board adopted 
and revised the Exposure Draft accordingly.  The most significant changes 
made to the proposed standard include: (1) simplifying the definition of 
impairment by not referencing either “gradual or sudden” and (2) clarifying 
entity reporting requirements.  The most significant additions made to the 
Basis for Conclusions include (1) clarifying that recoveries take the form of 
exchange or non-exchange revenues and (2) a discussion concerning what 
distinguishes depreciation from impairment. Highlighted below are some 
respondent concerns that the Board decided to address.   


Identifying Indicators of Potential Impairment 


A32. Some respondents expressed concern over the indicators.  Concerns ranged 
from the indicators being viewed as conclusive evidence of impairment 
necessitating an impairment loss test to the indicators being too vague and in 
need of expansion to address magnitude, permanence, and materiality.  As 
stated at paragraph A7, the Board desires to make clear that the indicators 
identified at paragraph 12 in and of themselves are not conclusive evidence 
that a measurable or reportable impairment exists. Furthermore, they are the 
first step in a two-step process and as a result cannot be deemed conclusive. 
Entities should carefully consider the surrounding circumstances to determine 
if a test of potential impairment may be unnecessary given the circumstances. 
Furthermore, as stated at paragraphs A6 through A9 in the section entitled 
Common Indicators of Potential Impairment, the paragraph 12 indicators are 
not meant to be definitive in nature nor a fully inclusive list. Therefore, 
management must still exercise discretion and judgment when assessing 
potential impairment losses. 


A33. Other respondents shared a concern that their auditors would require specific 
reviews or that the audit community could not determine the extent of 
additional audit procedures that could result from this Statement. The Board 
believes that this issue gets back to internal controls and processes. The 
Board is of the opinion that in most cases management would not have to 
apply additional or separate procedures to identify potential impairments. 
Management might have to do more work to document (1) linkage to asset 
management systems (refer to paragraphs A4 and A5) that identify and 
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communicate potential impairments and (2) materiality so that auditors would 
accept that the financial statements are presented fairly. At a minimum, 
management can be expected to document how it interprets and expects to 
apply this Statement. 


 Materiality 


A34. Some respondents sought clarification concerning materiality. The Board has 
made clear that this matter depends on the degree to which omitted or missing 
information could influence a reasonable person’s judgment and that this 
Statement is not to be applied to immaterial items.  The Board notes two 
important matters in this regard. First, when assessing materiality 
management should consider the impact of the potential impairment to the 
entity’s cost of service(s). It is not the Board’s intent to direct application of this 
Statement to those G-PP&E assets (e.g., lower operating level assets, 
administrative support equipment, etc.) that have an immaterial impact on cost 
of service(s). Second, entities that determine they have an amount of G-PP&E 
such that no impairment could have a material effect would not have to be 
concerned with the implementation of the Statement.  Each entity should 
undertake some advanced consideration to tailor and justify its implementation 
in light of materiality considerations specific to the entity.  


 Measurement 


A35. Some respondents expressed concern over the measurement approaches.  
Concerns ranged from the approaches not being appropriate for real property 
asset classes to the Statement having too many methods to select from. As 
stated at paragraphs 18 and A17, impairment losses should use an approach 
that reasonably estimates the asset’s diminished service utility. The Board has 
made clear that it does not seek precision nor is it prescribing any particular 
approach.  Preparers are not restricted to the approaches shown at paragraph 
18 and may use other approaches that accomplish the following two (2) 
objectives:  (1) reasonably estimate the diminished service utility and (2) 
reasonably estimate net book value associated with the remaining service 
utility. 


G-PP&E Exemptions 


A36. Some respondents noted that provisions of this Statement should not apply to 
certain G-PP&E categories, classes, or base units. The Board explored the 
respondents’ rationales for seeking to waive the requirements and determined 
that no exemptions would be warranted.  A careful reading and 
implementation of the standard would preclude application of this Statement to 
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some G-PP&E classes.  Specifically, as stated at paragraph 8, the events or 
changes in circumstances that lead to impairments are not considered normal 
and ordinary. That is, at the time the G-PP&E was acquired, the event or 
change in circumstance would not have been (a) expected to occur during the 
useful life of the G-PP&E or, (b) if expected, sufficiently predictable to be 
considered in estimating the useful life.  For example, in the case of military 
equipment “normal and ordinary” would come with the expectation that the G-
PP&E would be responding to contingencies and entering into combat 
operations at some future time.  As a result, lost service utility arising from 
such events or circumstances could not be considered unanticipated and 
would fall outside the realm of this standard.  Additionally, G-PP&E classified 
as mission critical will rarely be partially and permanently impaired as its 
service utility would generally be replaced or restored and if not, the asset 
would be removed from active service because it would no longer be mission 
capable.  


A37. The Board notes that in those cases where an entity considers certain G-
PP&E to be non-mission critical or immaterial, management can (1) read the 
views of the Board concerning materiality as detailed in paragraph A34 above, 
and (2) reevaluate its capitalization threshold and depreciation policies and 
procedures. For example, under the requirements of this standard, office 
furniture and fixtures that have been capitalized could become impaired.  
However, management may determine that any resultant impact to its cost of 
service(s) would be immaterial.  In such cases, an entity may elect to 
prospectively change its capitalization criteria and/or alter its depreciation 
policies.     


    


Board Approval 


A38. This Statement was approved for issuance by all members of the Board. The 
written ballots are available for public inspection at the FASAB's offices. 
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Refer to – Par. 12 
through Par. 15 


 


 


Step1 – Identify indicators 


NO 


YES 


NO 


Is magnitude 
of the decline 


in service 
utility  


significant?  


Is  the decline 
in service 


utility 
expected to be 


permanent?  


Will asset 
continue to 
be used?  


Total impairment. Write 
down asset in 
accordance with SFFAS 
6, paragraphs 38 and 
39. 


Go to 
A  


YES 


NO 


Step2 – Impairment Test 


Refer to – Par. 16 a 


Refer to – Par. 16 b 


YES 


NO Has an 
impairment 


indicator been 
identified? 


 


 


No impairment. 
Consider adjusting 


depreciation methods, 
useful life, or salvage 


value.  Treat restoration 
and / or replacement 
costs in accordance 


with GAAP. 


YES 


Refer to – Par. 19 


Refer to – Par. 23 
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Does an 
impairment loss 


need to be 
recognized? 


Estimate potential 
impairment loss, if 


any. Refer to Decision 
Table on next page. 


Recognize the 
impairment loss. Adjust 
PP&E’s net book value.  


A 


Refer to – Par. 18 


Refer to – Par. 19 and Par. 26. 


YES 


NO 


If future service utility 
has been adversely 
affected but the 
impairment test 
determines that a loss 
need not be recognized, 
the estimates used in 
depreciation 
calculations such as 
estimated useful life 
and salvage value, 
should be considered 
and changed, if 
necessary.     


 


Refer to – Par. 22  
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Measurement 
Methods17 


Potential 
Indicators 


Type of 
PP&E * 


Reference Illustrations 
that may be 
appropriate 


Replacement Approach 
 Physical Damage 


All G-PP&E Par. 18 a 
1c 


Restoration Approach 
 Physical Damage 


Multi-use 
Heritage PP&E 


Par. 18 b 
2b 


Service Units Approach 
 Physical Damage 
 Enactment or 


approval of 
laws/regulations  


 Changes in 
environmental or 
economic factors 


 Technological 
changes or 
obsolescence 


All G-PP&E Par. 18 c 
1d, 3a, 3b 


Deflated Depreciated Current 
Cost Approach 


 Change in manner 
or duration of use. All G-PP&E Par. 18 d 


4a 


Cash Flow Approach 
 Any of the indicators 


as listed at 
Paragraph 12 (a 
through g) 


Cash or 
Revenue 
Generating G-
PP&E 


Par. 18 e 
7a, 7b, 7c, 7d 


Lower of (1) Net Book value or 
(2) Higher of Net Realizable 
Value or Value-in-Use 
Approach 


 Construction 
stoppage / Contract 
terminations 


All G-PP&E Par. 17 & 18 f 
5, 6a, 6b, 7b 


* = excluding internal use software


                                            
17 Other industry-accepted methods may be appropriate.  


Select a method that reasonably represents diminished service utility by 
considering potential indicators and type of PP&E. 


If more than one method is reasonable, select the most efficient and practicable 
method. 
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ILLUSTRATIONS 


 
This remainder of this appendix illustrates the application of the provisions of this 
Statement to assist in clarifying their meaning.  The facts assumed in these examples 
are illustrative only and are not intended to modify or limit the requirements of this 
Statement or to indicate the Board's endorsement of the situations or methods 
illustrated.  Additionally, these illustrations are not intended to provide guidance on 
determining the application of materiality; as such, estimated impairment losses are 
labeled as “potential” in each illustration because they would still require a further 
assessment as to whether the estimated loss is material and should be recognized.  
Application of the provisions of this Statement may require assessing facts and 
circumstances other than those illustrated here and require reference to other 
applicable Standards to ensure each situation is considered in the appropriate context.  
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Illustration 1a 
 
Temporary Declines in Service Utility: Physical Damage to an Office Building with 
Mold Contamination 18 
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. Facilities management personnel advised that the building be closed 
due to health and safety concerns. Shortly afterwards, the office building was vacated 
and closed. The mold remediation involves removing and rebuilding the interior walls 
and improving site drainage at a total cost of $4 million. 
 
Management develops specific plans to begin remediation efforts as soon as possible 
and replace the lost service utility. In addition, funding has been identified and set-aside.  
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., closure of the building) is a significant decline in 
service utility. However, because management has specific plans to replace the lost 
service utility of the building and has identified and set-aside funding, there is 
reasonable expectation that the damage is temporary and no potential estimated 
impairment loss is recognized.  


                                            
18 Illustrations 1a through 1d have been adapted from GASB 42, Illustration 1, Physical Damage – School 
with Mold Contamination. 
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Illustration 1b 
 
Complete Removal from Service: Physical Damage to an Office Building with 
Mold Contamination 
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. Facilities management personnel advised that the building be closed 
due to health and safety concerns. Shortly afterwards, the office building was vacated 
and closed.  
 
Due to the extent of the damage, management does not believe that remediation efforts 
will begin and that the lost service utility of the building is not temporary. As a result, 
management has decided to remove this building from service and prepare it for 
disposal.  
 
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., closure of the building) is a significant decline in 
service utility. Because management does not believe that remediation efforts will 
begin, the lost service utility of the building is permanent.  However, because the entire 
office building will be taken out of service and prepared for disposal purposes, no 
potential estimated impairment loss is recognized.  Instead, the provisions of SFFAS 6, 
Accounting for Property, Plant, and Equipment, paragraphs 38 and 39 are applicable. 
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Illustration 1c 
 
Replacement Approach - Permanent Declines in Service Utility: Physical Damage 
to an Office Building due to an Earthquake  
 
Assumptions  
 
In 2012, entity officials became aware of extensive masonry wall and building 
foundation damage at one of its office buildings as a result of a recent earthquake. The 
damage to the masonry walls was spread throughout the five-story building and the 
building foundation was damaged at non-critical vertical-load points.  Facilities 
management personnel and engineers advised that despite a decline in service utility, 
the damaged building would still be capable of meeting reasonable, but reduced 
performance objectives in its damaged state, making major repairs and costly upgrading 
unnecessary. Limited and minor repairs, both cosmetic and structural, could be made to 
improve visual appearance and component damage at nominal cost.  Facilities 
managers and engineers have estimated that the major repairs and upgrades (involving 
removal and rebuilding of the interior walls and improving site drainage) would cost $2 
million.   
 
After a detailed review, management decided to accept the reduced performance 
objectives of the building and not make the major repairs and costly upgrades.   
 
The office building was constructed in 1982 at a cost of $1.3 million, including $100,000 
for acquisition of the building site. The building had an expected useful life of sixty 
years.  During its life, the entity made improvements to the building totaling $1.235 
million. Accumulated depreciation related to the building and to the improvements were 
$600,000 and $320,000, respectively. 
 
Evaluation of potential estimated impairment loss 
 
The masonry wall and building foundation damage is evidence of physical damage – an 
impairment indicator. Also, the magnitude of the decline in the lost service utility is 
significant because its remediation would involve major repairs and costly upgrades. 
Because management decides to accept the reduced performance objectives of the 
building and not make the major repairs and costly upgrades, the lost service utility of 
the building is permanent.  Because the loss of service utility is permanent, any 
potential estimated impairment loss may need to be recognized. 
 
Measurement of potential estimated impairment loss 
 
Facilities managers and engineers estimated that the major repairs and upgrades would 
have cost if incurred, $2 million. In accordance with the entity’s capitalization policies, 
10 percent of the remediation cost would be allocable to site clean-up and treated as a 
period expense, and 90 percent would be allocable to remediating the masonry wall and 
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building foundation damage.  As recorded in the entity’s asset management system, the 
estimated plant replacement value (PRV) of the office building is $8.5 million.   
 
 Calculate Net Book Value: 
 


 
Historical 


Cost 


Accumulated 
Depreciation, 


2012 
Net Book Value, 


2012 


Land $100,000 $100,000


 


Building acquisition, 1982 $1,200,000 $600,000 $600,000


Improvements 1,235,000 320,000 915,000


Total - Building & 
Improvements $2,435,000 $920,000 $1,515,000


 


Calculate estimated cost to replace lost service utility: 


Total remediation cost $2,000,000


Percentage wall & foundation cost 90%


Wall & Foundation Remediation cost  $1,800,000


 


Calculate percentage of lost service utility in current dollars:  


Wall & Foundation Remediation (estimate of lost service utility 
in current dollars) $1,800,000


Plant Replacement Value (estimate to replace building in 
current dollars) $8,500,000


Wall & Foundation Remediation cost percentage 21.18%
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Calculate potential estimated impairment loss: 


Net book value (historical cost) $1,515,000


Multiplied by: Wall & Foundation Remediation cost 
percentage 21.18%


Potential  estimated impairment loss $320,877


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $320,877.
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Illustration 1d 
 
Choice Among Methods - Permanent Declines in Lost Service Utility: Physical 
Damage to an Office Building with Mold Contamination  
 
Assumptions  
 
In 2012, entity officials became aware of extensive mold contamination at one of its 
office buildings. The mold contamination in the walls of the building was limited to the 
top two floors of the five-story building and could be safely contained and encapsulated.  
Facilities management personnel advised that the first three floors of the building could 
continue to be safely used.  
 
Management does not believe that the loss of service utility will impede their operations 
and consequently, do not plan to remediate the mold contamination.  Management has 
decided to discontinue the use of the top two floors and commence containment and 
encapsulation efforts.  The remainder of the building will be kept in service.  
 
The office building was constructed in 1982 at a cost of $1.3 million, including $100,000 
for acquisition of the building site. The building had an expected useful life of sixty 
years.  During its life, the entity made improvements to the building totaling $1.235 
million.  
 
Evaluation of potential estimated impairment loss 
 
The mold contamination is evidence of physical damage – an impairment indicator. 
Also, the magnitude of the event (i.e., contamination of two of the five floors of the 
building) is a significant decline in service utility. Because management does not plan to 
replace the lost service utility of these floors, the lost service utility of the building is 
permanent.  Because the loss of service utility is permanent, any potential estimated 
impairment loss may need to be recognized. 
 
Measurement of potential estimated impairment loss 
 
Facilities management personnel in consultation with the Comptroller’s office advise 
management to use the service units approach instead of the replacement cost 
approach because using construction cost estimates are not likely to result in a 
materially different potential estimated impairment loss amount. Management agrees to 
select the service units approach because it reasonably represents diminished service 
utility and given the circumstances, it is the most efficient and practicable method to 
use. 
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Calculate percentage of lost service utility in terms of units:  


Lost service utility in terms of floor units 2 floors


Total service utility prior to damage in terms of floor units 5 floors


Percentage of lost service utility in terms of units 40.00%


 


Calculate potential estimated impairment loss: 


Net Book Value (historical cost) $1,515,000


Multiplied by: percentage of lost service utility - units 40.00%


Potential estimated impairment loss  $606,000


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $606,000.
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Illustration 2a 


Normal and Ordinary Lost Service Utility: Physical Damage to a Multi-use 
Heritage Asset 19,20 
 
Assumptions  
 
Recent media reports have noted that acid precipitation (often called acid rain) is of 
increasing concern in the metropolitan area and, in particular to many of the area’s 
historic and national landmarks including multi-use heritage assets.  The entity’s 
conservation scientists confirm the media reports and note that although normally rain is 
slightly acid, current rainfall has an average pH of more than 10 times normal levels.  
 
Limestone and marble, the stones that form many of the buildings and monuments in 
the metropolitan area are especially vulnerable to acid precipitation because they are 
predominantly made of the mineral calcite (calcium carbonate), which dissolves (i.e., 
erosion) easily in acid.  Capitalized alterations made over the years to accommodate 
the heavy traffic brought about by administrative and visitor use of one of the more 
prominent multi-use heritage assets has drawn management’s attention. The entity’s 
Inspector General (IG) has begun a review and in an interim draft report has noted the 
following,  
 


“The marble balustrade on the south side, main entrance of 
the administrative building shows damage from acid rain 
posing a serious threat to the hundreds of visitors and 
employees who walk by this concourse daily.  Management 
must take immediate corrective action in order to avoid 
potential bodily harm and liability.”  
 


Management in consultation with the conservation scientists and facilities managers 
determines that (1) erosion (deterioration caused by exposure to the environment) is a 
natural part of the normal geologic cycle and was reasonably expected to occur, and (2) 
temporary braces and steel under-girding currently in-place are sufficient for the current 
year.  Management plans to restore the balustrade during the next fiscal year.  
 
Evaluation of potential estimated impairment loss 
 
The erosion is evidence of l physical damage – an impairment indicator. Also, the 
prominence of the event (i.e., coverage by the media and the IG’s recommendation) 


                                            
19 Illustration 2a adapted from: Department of the Interior, Acid Rain in Washington, 
http://pubs.usgs.gov/gip/stones/acid-rain.html. 


20 Heritage Assets are PP&E that are unique for one or more of the following reasons: historical or natural 
significance; cultural, educational or artistic (e.g., aesthetic) importance; or, significant architectural 
characteristics. Multi-use Heritage Assets are heritage assets whose predominant use is general 
government operations. FASAB Appendix E: Consolidated Glossary,  







Appendix B: Flowcharts, Decision Table and Illustrations 45 
____________________________________________________________________________________ 


 


would be evaluated as a potential impairment indicator of significant loss in service 
utility. However, no potential estimated impairment loss is recognized because (1) the 
decline in lost service utility is “normal and ordinary” as it arises from a cyclical act of 
nature and (2) restoration efforts to cure the damage are planned to begin next fiscal 
year.  Management should consider evaluating its depreciation policies and methods to 
reflect the adverse effect of the acid rain on buildings and monuments made of 
limestone and marble. 
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Illustration 2b 
 
Restoration Approach - Permanent Declines in Service Utility: Physical Damage 
to a Multi-use Heritage Asset  
 
Assumptions  
 
A fire recently destroyed most of a three-story wing addition of an historic building. The 
building addition housed senior administrative offices.  The foundation and portions of 
the first level were not seriously damaged and considered salvageable.  
 
The Secretary’s proposal to the Board of Regents (Regents) requested a minimum of 
$4.5 million to restore the three-story administrative wing.  The Regents questioned the 
reasonableness of the cost estimate noting that typical office building construction in the 
metropolitan area costs about $160.00 per square foot (psf).  The Secretary advised 
that the $160.00 psf estimate was not appropriate to use because it represented a 
“replacement” estimate using today’s current labor, materials, standards and methods 
and not a “restoration” estimate that required using historically accurate materials and 
methods, as well as historic preservation and conservation methods as appropriate to 
preserve the historic nature and value of the multi-use heritage asset.   
 
As an example, the Secretary noted the limited supply of the red Seneca sandstone 
used to construct the building in the 19th century and the added wing in the 20th century.  
The local quarry could only supply sufficient quantities to restore one level.  As a result, 
complete restoration could not begin until a second quarry could be located to supply 
the additional quantities.  Furthermore, experienced masons would have to be used for 
the restoration effort.  
 
As a result of this information, the Regents modified the Secretary’s request to restore 
one level of the wing noting that  subsequent levels should not be restored in the future 
and that no such plans should be undertaken nor should any monies be committed. 
Displaced staff was moved to nearby vacant office space. 
 
Evaluation of potential estimated impairment loss 
 
The destruction to the three-story wing is evidence of physical damage – an impairment 
indicator. Also, the magnitude of the event (i.e., loss of senior administrative office 
space) would be evaluated as a significant decline in service utility. Because the 
Regents provided for partial restoration (one level) of the multi-use heritage asset, the 
lost service utility of the other two levels of the administrative wing is deemed 
permanent.  As a result, because the lost service utility from these two levels is not 
reasonably expected to be restored, the potential estimated impairment loss is 
considered permanent and any resultant potential estimated impairment loss may need 
to be recognized. 
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Measurement of potential estimated impairment loss 
 
Facilities managers and reconstruction specialists have estimated that (1) the total 
remediation of the three-story wing would cost $4.5 million and (2) restoring the first 
level would cost $2.0 million. The net book value of the administrative portion of the 
building prior to the fire damage was $1.75 million. In accordance with the Restoration 
Approach, the following estimates and calculations were presented to management: 
 


Calculate estimated cost to restore lost service utility: 


Total restoration cost (all 3 levels) $4,500,000


Less: portion to be restored (first level) $2,000,000


Cost to restore lost service utility (2nd and 3rd levels)  $2,500,000


 


Calculate percentage of restored lost service utility in current dollars:  


Cost to restore lost service utility of the 2nd and 3rd levels of 
the wing (estimate of lost service utility in current dollars) $2,500,000


Total restoration cost (all 3 levels) $4,500,000


Restoration cost percentage 55.5%


 


Calculate potential estimated impairment loss: 


Net Book Value (historical cost of wing) $1,750,000


Multiplied by: Restoration cost percentage 55.5%


Potential estimated impairment loss  $971,250


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the building is $971,250.
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Illustration 3a  
 
Service Units Approach - Recoverable Service Utility: Technological Development 
or Evidence of Obsolescence - Underutilized Magnetic Resonance Imaging 
Machine 21 
 
Assumptions 
 
In 2010, a hospital purchased a magnetic resonance imaging (MRI) system at a cost of 
$2.25 million. The hospital estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for ten tests per day 
for five days per week. After installation, the utilization of the system was approximately 
at the levels estimated.  
 
In 2013, an affiliated entity transferred an “open” MRI system to the hospital. The 
transferred MRI system began to be used more frequently than the original “closed” MRI 
system because the “open” MRI was more comfortable for patients and provided a 
superior image. Instead of providing ten images a day, the original MRI system was 
being used only on an overflow basis and averaged six images per day; a decrease to 
60 percent of prior levels. Furthermore, the expenses associated with the continued 
operation and maintenance (O&M) of the “closed” MRI system continues to be incurred 
and management is evaluating the asset’s continued service use and whether or not to 
book an impairment loss. 
 
Upon inspection of the “closed” MRI system and closer examination of the related O&M 
costs, hospital administrators have determined that it is cost-beneficial to keep the 
system operational and that there is no impairment loss.  They estimate that the system 
can be expected to last at least three years longer than originally estimated and achieve 
its expected service output.  Furthermore, hospital administrators contend that a 
significant portion of the costs are (1) considered “sunk” due to the fixed-price nature of 
the long-term maintenance contracts and (2) fixed inasmuch as they will be incurred 
regardless of the closed MRI system’s operating levels.  
 
 
Evaluation of potential estimated impairment loss 
 
Management initially identified that the change in technology was an indicator of 
potential impairment because it had resulted in a permanent reduction in the usage of 
the “closed” MRI system. Also, they believed that the magnitude test (i.e., decline in 
service utility relative to operating costs) had also been met due to the fact that the cost 
of operating the “closed” MRI system has remained the same while the service provided 
has decreased to 60 percent of prior levels. However, management has concluded that 
there is no potential estimated impairment loss (i.e., the MRI system did not meet Step 


                                            
21 Illustrations 3a and 3b adapted from: GASBS 42, Illustration 4, Technological Development or Evidence 
of Obsolescence -Underutilized Magnetic Resonance Imaging Machine. 
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2 – Impairment test) because the asset can achieve its expected service output by 
being kept in service three years longer than originally planned.  Using the service units 
approach, management determines the followings:  
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2010 $2,250,000 


 Accumulated depreciation, 2013 (3 / 7 years) 964,286 


b Net Book Value, 2013 $1,285,714 


 


Calculate Acquisition cost per service unit: 


a Acquisition cost, 2010 $2,250,000 


c 
Originally expected service units (7 years × 52 weeks 
per year × 5 days per week × 10 uses per day) 18,200 


d 
Acquisition cost per service unit (a divided by c)


(rounded) $124.00 


  


Calculate Remaining Number of Service Units & Related Costs to be 
recovered: 


d Acquisition cost per service unit (a divided by c) $124.00 


e 


Remaining number of service units = (4 years plus 3 
extended years × 52 weeks per year × 5 days per week 
× 6 uses per day) 10,920 


f 
Remaining service costs to be recovered  (d 
multiplied by  e) $1,354,080 
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 Calculate Potential Estimated Impairment Loss:  


Net Book Value, 2013 (b) $1,285,714 


Remaining service costs to be recovered (f)  $1,354,080 


Potential estimated impairment loss (b minus f) N/A 


 
 
Reporting Considerations 
 
Although there is no potential estimated impairment loss to consider or recognize 
because the remaining service costs to be recovered is greater than the PP&E’s net 
book value, management should consider re-evaluating its depreciation policies and 
methods to reflect the additional 3 years of extended service.  
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Illustration 3b 
 
Service Units Approach - Non-recoverable Service Utility: Technological 
Development or Evidence of Obsolescence - Underutilized Magnetic Resonance 
Imaging Machine 
 
Assumptions 
 
In 2010, a hospital purchased a magnetic resonance imaging (MRI) system at a cost of 
$2.25 million. The hospital estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for ten tests per day 
for five days per week. After installation, the utilization of the system was approximately 
at the levels estimated.  
 
In 2013, an affiliated entity transferred an “open” MRI system to the hospital. The 
transferred MRI system began to be used more frequently than the original “closed” MRI 
system because the “open” MRI was more comfortable for patients and provided a 
superior image. Instead of providing ten images a day, the original MRI system was 
being used only on an overflow basis and averaged one image per day; a decrease to 
10 percent of prior levels. Furthermore, the expenses associated with the continued 
operation and maintenance of the “closed” MRI system continue to be incurred and has 
drawn management’s attention to evaluate the asset’s continued service use. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of potential impairment is the change in technology, which has resulted in 
a permanent reduction in the usage of the “closed” MRI system. The magnitude test 
(i.e., decline in service utility relative to operating costs) has also been met due to the 
fact that the cost of operating the “closed” MRI system has remained the same while the 
service provided has decreased to 10 percent of prior levels. Potential estimated 
impairment loss using the service units approach would be determined as follows:  
 
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2010 $2,250,000 


 Accumulated depreciation, 2013 (3 / 7 years) 964,286 


b Net Book Value, 2013 $1,285,714 
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Calculate Acquisition cost per service unit: 


a Acquisition cost, 2010 $2,250,000 


c 
Originally expected service units (7 years × 52 weeks 
per year × 5 days per week × 10 uses per day) 18,200 


d 


Acquisition cost per service unit (a divided by c) $124.00 


(rounded) 


 


Calculate Remaining Number of Service Units & Related Costs to be 
recovered: 


d Acquisition cost per service unit (a divided by c) $124.00 


e 
Remaining service number of units = (4 years × 52 weeks 
per year × 5 days per week × 1 use per day) 1,040 


f 
Remaining service costs to be recovered  (d 
multiplied by  e) $128,960 


 


 Calculate Potential Estimated Impairment Loss:  


Net Book Value, 2013 (b) $1,285,714 


Remaining service costs to be recovered (f)  $128,960 


Potential Estimated Impairment loss (b minus f) $1,156,754 


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $1,156,754. 
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Illustration 4 
 
Deflated Depreciated Current Cost Approach: Change in Manner or Duration of 
Use – Training Facility Used for Storage22 
 
Assumptions 
 
In 2013, management decided to close a training facility because enrollments declined 
due to outsourcing initiatives brought about as a result of Office of Management and 
Budget (OMB) Circular No. A–76, ‘‘Performance of Commercial Activities.’’  The closed 
training facility has been converted for use as a storage warehouse. 
 
This training facility was constructed in 2001 at a cost of $10 million. The estimated 
useful life of the facility is fifty years. Entity management has (1) no evidence that 
enrollments will increase in the future such that the building would be reopened for use 
as a training facility and (2) concerns with the significantly high operating costs – 
maintenance and repair, depreciation, insurance, utilities, security, etc.  
 
Because no physical damage occurred that would require detailed cost repair 
estimates, management decides to use the deflated-depreciated current cost approach 
to measure the potential estimated impairment loss.  Facilities managers have been 
able to readily identify current plant replacement value (PRV)for a comparable 
warehouse of the same size as $4.2 million and commercial construction indices of 100 
and 150 for years 2001 and 2013, respectively.  
 
Evaluation of potential estimated impairment loss 
 
Impairment is indicated because the manner of use of the training facility has changed 
from training students to storage. The situation passes the magnitude test (i.e., decline 
in service utility relative to operating costs) because the ongoing costs of the training 
facility would likely be considered high in relation to the benefit it is providing - storage. 
Potential estimated impairment loss using the deflated depreciated current cost 
approach would be determined as follows:  
 
 
 
 
 
 
 
  
 
 


                                            
22 Illustration 4a adapted from: GASB 42, Illustration 5, Change in Manner or Duration of Use – School 
Used for Storage. 
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Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


 Historical cost, 2001 $10,000,000 


 Accumulated depreciation (12 / 50 years) 2,400,000 


a Net Book Value, 2013 $7,600,000 


 


Calculate Depreciated current cost (current dollars): 


 Replacement cost of warehouse, 2013 $4,200,000 


 Accumulated depreciation (12 / 50 years) 1,008,000 


b Depreciated current cost  $3,192,000 


 


Calculate Deflation factor: 


c Commercial construction index, 2001 100 


d Commercial construction index, 2013 150 


e Deflation factor (c divided by d) 0.67 


 


Apply deflation factor to depreciated current cost: 


b Depreciated current cost  $3,192,000 


e Deflation factor (c divided by d) 0.67 


f Deflated depreciated current cost (b × e) $2,138,640 
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Calculate Potential estimated impairment loss: 


a Net Book Value, 2013 $7,600,000 


f Deflated depreciated current cost (b × e) 2,138,640 


 Potential estimated impairment loss (a - f) $5,461,360 


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the facility is $5,461,360.   
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Illustration 5 


Construction Stoppage—Special Purpose Test Equipment 23 
 
Assumptions 
 
In 2012, in response to a Congressional order canceling a major program, management 
stopped all construction activities related to the fabrication of program-related special 
purpose test equipment.  The entity conducts numerous design and build projects for 
military and scientific purposes all of which have potential commercial application.   The 
entity’s program manager advised management that the special purpose test equipment 
was substantially complete at the time of stoppage and could be considered available 
for commercial use. The entity had accumulated costs totaling $10 million and was 
approximately 75 percent complete with the project. 
 
Upon further inquiry, management determined that despite initial interest from two 
commercial firms, early in 2012, one of them filed for bankruptcy and the other withdrew 
its interest citing that the costs-to-complete are too high.  There is no evidence to 
demonstrate that the construction stoppage is temporary or that other potential 
commercial interests can be found. Also, the program manager advises that there is no 
potential government use for this asset and that it should be disposed. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the construction stoppage. It appears to meet the test of 
impairment in that management would not have initiated the project if it had expected 
either program cancellation or lack of any potential commercial use.  The situation 
passes the magnitude test because the costs-to-date (75% or $10 million) are 
significant in both percentage and monetary terms. However, there is no potential 
estimated impairment loss to report in accordance with this standard because the asset 
is totally impaired as it has no commercial or government use and cannot provide 
service.  As such, the requirements in SFFAS 6, paragraph 3824 should be followed.  
Specifically, in the period of disposal accumulated costs should be removed from the 
asset accounts and any difference between the book value of the equipment and 
amounts realized shall be recognized as a gain or a loss.   
 
 
 
                                            
23  Illustration 5 adapted from: GASB 42, Illustration 9, Construction Stoppage—Airport Pavements. 


24 Refer to Technical Release 14, Implementation Guidance on the Accounting for the Disposal 
of General Property, Plant, & Equipment, which provides implementation guidance that clarifies 
existing SFFAS 6 requirements and is intended to help differentiate between permanent and other than 
permanent removal from service of G-PP&E. The implementation guidance also recognizes the many 
complexities involved in the disposal of G-PP&E, as well as delineates events that trigger discontinuation 
of depreciation and removal of G-PP&E from accounting records.  
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Illustration 6a 
 
Contract Termination - Transferable Equipment Technology  
 
Assumptions 
 
In 2012, the entity’s chief contracting officer terminated a contract pursuant to the 
Federal Acquisition Regulations because the entity experienced substantial cost 
increases, schedule delays, and performance shortfalls. The terminated contract was to 
build the entity's next-generation surveillance equipment capable of covertly operating in 
adverse weather conditions. Despite several cure notices, the entity terminated the 
contract for default.  The contractor has stated that it will not protest the termination.  At 
the time of termination, the entity had incurred $150 million in contract costs. 
 
In the meantime, the program manager determined that the operating environment had 
changed and that remaining funds would be better spent on other priorities and was 
able to transfer the system technology to other entity projects. The manner and use of 
the systems are not expected to change. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the contract termination. It appears to meet the test of 
potential impairment because the event is significant and the termination decision will 
not be protested; i.e., permanent.  However, because the entity was able to transfer the 
system technology to other entity projects, no potential estimated impairment loss 
exists.  
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Illustration 6b 
 
Contract Termination - Partially-Transferable Equipment Technology  
 
Assumptions 
 
Same assumptions used in Illustration 6a except that the program manager was unable 
to transfer the entire system technology to other entity projects.  After an inspection and 
engineering review, it was determined that 70 percent of hardware and software could 
be transferred to existing projects.  There is no potential use or application for the 
remaining 30 percent of equipment technology.  
 
 
Evaluation of potential estimated impairment loss 
 
The indicator of impairment is the contract termination. It appears to meet the test of 
potential impairment because the termination decision is a significant event and is 
considered permanent because the decision will not be protested.  As a result of the 
entity being unable to transfer the entire system technology to other entity projects, an 
impairment exists.  
 
 
Measurement of potential estimated impairment loss 
 
Because 30 percent of the system technology cannot be transferred to other entity 
projects, a potential estimated impairment loss of $45 million exists (30.0% X $150 
million). 
 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $45 million.  
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Illustration 7a 
 
Cash flow approach – Grouped Assets  
 
Assumptions 
 
An entity manages and operates a shared-services center on a post-wide basis that 
provides administrative and information technology support. The entity groups the 
individual services separately into two distinct categories rather than on an individual 
basis. The net book values are $12 million and $11 million for the administrative and 
information technology (IT) groups, respectively. 


In December 2012 the entity’s management decided to implement a public-private 
strategic initiative that could eventually over several years transition these shared-
services operations to private ownership.  Both national and local private interests have 
asked their respective political representatives to accelerate the entity’s implementation 
time-table and influence a favorable outcome.   Management was directed to (1) 
immediately estimate the amount that could be recovered from selling the operations 
and (2) identify to the lowest level identifiable, operating information to include cash 
flows for each category. An appraisal was conducted to ascertain the amount that could 
be recovered from selling each of the groups.  The appraisal report noted (1) that net 
realizable value (NRV) amounts were greater than value-in-use estimates and (2) the 
NRV amounts of $13 million and $8 million for the administrative and IT groups, 
respectively. The Chief Financial Officer identified the following cash flow information: 
(a) cash from continuing operations of $12 million and $9 million for the administrative 
and IT groups, respectively and (b) cash flows from disposal activities of $2 million and 
$1 million for the administrative and IT groups, respectively. 
  
As a result of complying with this directive and evaluating the resultant financial 
information and appraisal analysis, management became concerned that its assets 
might be impaired and adversely impact its public-private strategic initiative.    
 
Evaluation of potential estimated impairment loss 
 
If an impairment indicator exists, an impairment analysis should be considered. In this 
case, the entity’s public-private initiative includes a significant change in the manner or 
duration in which the assets will be used. This represents an impairment indicator that 
would trigger an impairment analysis. Furthermore, management’s concern that its 
assets might be impaired passes the magnitude test. 
 
Management is concerned that the presence of an impairment indicator might affect its 
plan regarding the future use of the shared-services if the analysis indicates that the net 
book value of the assets are not recoverable. To apply the cash flow approach, the 
entity will need to estimate the future undiscounted cash flows expected to result from 
the use of the assets and their eventual disposition. The future cash flows are the 
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expected cash inflows to be generated by the asset net of any expected future cash 
outflows that are needed to produce the inflows. 
 
Measurement of potential estimated impairment loss 
 
This approach requires that an entity recognize a potential estimated impairment loss if 
(1) the undiscounted cash flows are less than the net book value of the assets (the net 
book value is not recoverable) and (2) the net book value exceeds the higher of the 
assets NRV 25 or value-in-use estimate.26  A potential estimated impairment loss would 
be measured as the amount by which the net book value of the grouped assets exceed 
the higher of their net NRV or value-in-use estimate(s).   
 
When identifying cash flows, assets should be grouped at the lowest level for which 
there are identifiable cash flows that are largely independent of the cash flows of other 
groups of assets. 
 
Calculate Net book value: 
 


Net book value: 
 


Asset Group: 
Administrative 


 


Asset Group: 
IT 


 


Assets’ net book values at 
12/31/2012  (a) 


$12,000,000
(a)


$11,000,000
(a)


 


                                            
25 Net realizable value is the estimated amount that can be recovered from selling, or any other method of 
disposing of an item less estimated costs of completion, holding and disposal.  Source: FASAB Glossary, 
Appendix E. 


26   Statement of Federal Financial Accounting Concepts (SFFAC 7), Measurement of the Elements of 
Accrual-Basis Financial Statements in Periods After Initial Recording, at paragraph 50, defines value-in-
use as “…the benefit to be obtained by an entity from the continuing use of an asset and from its disposal 
at the end of its useful life.”  Paragraph 51 further states that “Value in use is a remeasured amount for 
assets used to provide services. It can be measured at the present value of future cash flows that the 
entity expects to derive from the asset, including cash flows from use of the asset and eventual 
disposition. Value in use is entity specific and differs from fair value. Fair value is intended to be an 
objective, market-based estimate of the exchange price of an asset between willing parties. Value in use 
is an entity’s own estimation of the service potential of an asset that it holds to provide a specific service.”   
(underscoring added for emphasis) 







Appendix B: Flowcharts, Decision Table and Illustrations 61 
____________________________________________________________________________________ 


 


Calculate undiscounted cash flows: 


Undiscounted cash flows: 


 


Asset Group: 
Administrative 


 


Asset Group: 
IT 


Undiscounted cash flows from future 
operations 


$12,000,000  $9,000,000 


Undiscounted cash flows from future 
disposal of assets 


 
2,000,000 1,000,000


Total - undiscounted cash flows  (b) 
$14,000,000


(b)
$10,000,000


(b)
 


Calculate Recoverability: 


Recoverability: (b minus a) 


 


Asset Group: 
Administrative 


Asset Group: 
IT 


Total - undiscounted cash flows  (b) 
$14,000,000 $10,000,000


Assets’ net book values at 12/31/2012  
(a) 


12,000,000 11,000,000


 


Recoverability (b minus a) 


 


$2,000,000 $(1,000,000)


Is net book value recoverable? Yes No 


Is asset subject to potential impairment? No Yes 


 







Appendix B: Flowcharts, Decision Table and Illustrations 62 
____________________________________________________________________________________ 


 


Calculate potential estimated impairment loss: 


A potential estimated impairment loss should be recognized only if the net book value of 
the G-PP&E (1) is not recoverable and (2) exceeds the higher of its net realizable value 
or value-in-use estimate.  Because the administrative group has undiscounted cash 
flows greater than related net book values, recoverability is met and there is no potential 
impairment.  However, because the IT group has undiscounted cash flows lower than 
related net book values, recoverability is not met and the potential for impairment exists. 
The calculation below shows that a $3 million potential estimated impairment loss exists 
because the $11 million net book value of the IT group’s G-PP&E exceeds the higher of 
its net realizable value or value-in-use estimate (in this case we are told that the $8 
million NRV amount is higher than the value-in-use estimate).    
 


 


Potential estimated impairment loss: 


 


 
Asset Group: 


Administrative 


 
Asset Group: 
Information 
Technology 


Net Realizable Value of assets at 
12/31/2012 


 
N/A $ 8,000,000 


Less: Assets’ net book values at 
12/31/2012   


 
N/A $11,000,000


Excess of net book value over Net 
Realizable Value 


N/A 
$3,000,000


Potential estimated impairment loss N/A $3,000,000


 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the IT asset group is $3.0 million. 
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Illustration 7b 
 
Cash flow approach – Equipment: Technological Development or Evidence of 
Obsolescence - Underutilized Magnetic Resonance Imaging Machine27 
 
Assumptions 
 
In 2009, a hospital operating in a major metropolitan area purchased a “closed” 
magnetic resonance imaging (MRI) system at a cost of $2.25 million to be used 
exclusively for non-service connected procedures. The hospital, which charges fees for 
non-service connected care estimated that the system would have an estimated useful 
life of seven years and that on average the system would be used for twenty tests per 
day for five days per week. The average user fee for MRI services is $20.00 per use. 
Shortly after installation, utilization levels dropped to ten tests per day because of 
reduced demand for the services attributable to the “closed” nature of the MRI system .  
 
In 2012, the manufacturer introduced an “open” MRI system that was advertised as 
being more comfortable for patients and provided a superior image.  Furthermore, the 
expenses associated with the continued operation and maintenance of the “closed” MRI 
system continue to be incurred and has drawn management’s attention to evaluate the 
asset’s continued service use. Because similarly used MRI machines in the open 
market can be purchased from authorized dealers for $750,000 (their mark-up 
percentages are unknown), management is considering the possibility of selling the old 
machine and using its proceeds to help purchase the “open” MRI system.  
 
Hospital administrators and technicians believe that the “closed” system can continue 
being used at the current utilization level for at least 3 years beyond the originally 
estimated service life.  Also, they believe that the “open” system provides for only 
marginal benefits that do not exceed their cost.  In light of this information,  
management decides not to sell the “closed” system. However, because the service 
utility expected at acquisition (20 tests per day) can no longer be achieved and is 
accompanied by an underlying cause; reduced demand arising from the less 
comfortable “closed” system, a potential impairment loss exists.28 
 
 
 


                                            
27 Illustration 7b adapted from: GASB 42, Illustration 4, Technological Development or Evidence of 
Obsolescence -Underutilized Magnetic Resonance Imaging Machine. 


28 It is important to note that (1) the reduced demand alone is not a discrete or sole indicator of 
impairment and (2) technological changes or obsolescence should be considered along with other factors 
when assessing impairment. Regarding the former, had there been no underlying potential impairment 
(refer to the paragraph 12 indicators), no impairment test would have been required.  Concerning the 
latter, had the utilization level (20 tests per day) and remaining service life (3 years) of the equipment 
stayed the same, no impairment test would have been required because the equipment’s service utility 
that was expected at acquisition would be deemed recoverable.    
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Evaluation of potential estimated impairment loss 
 
The indicators of potential impairment are (1) the change in technology and (2) reduced 
demand accompanied by an underlying cause; the less comfortable “closed” system. 
The magnitude test has also been met due to the fact that the cost of operating the 
“closed” MRI system has drawn management’s attention to evaluate the asset’s 
continued service use. Potential estimated impairment loss using the cash flow 
approach would be determined as follows:  
 
Measurement of potential estimated impairment loss 
 


Calculate Net Book Value: 
 


a Acquisition cost, 2009 $2,250,000 


 Accumulated depreciation, 2012 (3 / 7 years) 964,286 


b Net Book Value, 2012 $1,285,714 


 


Calculate undiscounted cash flows: 


c Average service fee per use $20.00 


d 
Remaining service units (4 years plus 3 extra years × 52 
weeks per year × 5 days per week × 10 use per day) 18,200 


e Undiscounted cash flows (c multiplied by d) $364,000 


 


Calculate Recoverability: (b minus a) 


 MRI 
 


Total - undiscounted cash flows  (e)  
$364,000 


 


Asset’s net book values at 9/30/12  
(b) 


 
$1,285,714 


 


Recoverability (e minus b) 
$(921,714) 
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Is Net book value Recoverable? No 


Is asset subject to potential 
impairment? 


Yes 


 


Calculate Potential Estimated Impairment Loss:  


A potential estimated impairment loss should be recognized only if the net book value of 
the G-PP&E (1) is not recoverable and (2) exceeds the higher of its net realizable value  
or value-in-use estimate.  Because management believes that the open market price of 
$750,000 is a reasonable estimate of the asset’s net realizable value, it is compared to 
the asset’s value-in-use estimate to determine which amount is higher.  However, 
because the $364,000 undiscounted cash flows amount (prior to calculating the net 
present value to determine a value-in-use estimate) is lower than net realizable value 
amount of $750,000, there is no need to present value the cash flows to calculate a 
value-in-use estimate.  
 
Because management believes that the open market price of $750,000 is a reasonable 
estimate, it is used as the “recoverable basis”.  Had the net realizable value estimate 
been unavailable to management, a value-in-use estimate (net present value of the 
future cash flows) could have been used as the “recoverable basis”.  
 


 
MRI 


 


Net Realizable value of asset  $750,000 


Less: Asset’s net book value  $1,285,714 


Excess of net book value over fair 
value   


$ (535,714) 


Potential estimated impairment loss $ (535,714) 


 
 
 
 
Reporting Considerations 
 
The potential estimated impairment loss and corresponding reduction of the book value 
of the equipment is $535,714.   
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Illustration 7c 
 
Cash flow approach – Facility: Changes in manner or duration of use - 
Government owned-contractor operated (GOCO) manufacturing facility29 
 
Assumptions 
 
An entity operates a government owned-contractor operated (GOCO) manufacturing 
facility in an economically depressed area fabricating various commodities with 
commercial applicability.   The facility’s current net book value is $22,500,000 with an 
estimated salvage value of $5,000,000 and has a 25 year estimated remaining useful 
life.  Under the terms of the contract, the government provides the contractor with 
exclusive use of the facility in exchange for negotiated lease payments in the amount of 
$150,000 per year.  The contractor is responsible for all maintenance and operating 
costs. 
 
Recently this unique partnership has come under federal and state scrutiny as many 
legislators and environmentalists have expressed concerns that the contractor whose 
operations have caused contamination found in and around the facility is not being held 
financially responsible for the cleanup costs. 
 
Outrage which has surfaced during congressional hearings on environmental cleanups 
has become the focus of print and cable-news outlets.  
 
Further complicating management’s “crisis response” is that (1) the contract effectively 
prohibits modifying the facility to achieve greater environmental compliance without 
legislative relief and (2) the contracting officer has initiated debarment procedures that 
effectively would shut down the facility in 90-days for an indeterminable amount of time. 
 
Facilities managers and engineers believe that a prospective buyer can be found but 
that it will take significant time to pass all necessary sale requirements. Until then, they 
advise that the facility can be quickly reconfigured and partitioned into commercially 
viable long-term storage space. The required modifications would cost $500,000 and 
lease agreements are estimated to generate approximately $35,000 in annual 
revenues. A fairly recent analysis completed 9 months ago reveals that the property’s 
net realizable value (NRV) was at that time, $30,000,000; 20 percent of which is 
attributable to land.  
 
Management has approved the reconfiguration and partition plan and believes that it will 
take a minimum of 5 years before all approvals are in place and disposal efforts can 
begin and an additional 2 years to ultimately dispose of the property.   Because 


                                            
29 Illustration 7c adapted from: Military Law Review, Volume 131 Winter 1991;  - Government Owned – 
Contractor Operated Munitions Facilities: Are they appropriate in the age of strict environmental 
compliance and liability?;  Major Mark J. Connor. 
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management is concerned with the proper financial reporting of this event, it has asked 
its comptroller for advice. 
 
Evaluation of potential estimated impairment loss 
 
The indicator of potential impairment is the change in manner of use. The magnitude 
test has also been met due to (1) federal and state scrutiny, (2) media coverage, and (3) 
the fact that the cost of operating the facility has drawn management’s attention to 
evaluate the asset’s continued service use and seek the comptroller’s advice. Because 
the entity is seeking appropriate approvals to commence disposal efforts and does not 
know when such permission will be granted, management intends to convert a portion 
of the facility for public storage; a change in the manner of use.    
 
Measurement of potential estimated impairment loss 
 


Calculate Net book value:   
 


Calculate Net book value: 
 


 
Facility 


 


  


Assets’ net book value at 12/31/X1  
(a) (excluding land) 


 
$22,500,000 


(a) 
 


 
Calculate undiscounted cash flows: 


Calculate undiscounted cash flows: 


 


 
Facility 


 
 


Required modifications (outflow) 


Undiscounted cash in-flows from future 
rental lease payments (7 x $35K) 


 
($500,000) 


 
$245,000  


Undiscounted cash in-flows from 
disposal of assets (1.0 -0.2 X $30Mil) 


  
24,000,000 


Total - undiscounted cash flows  (b) $23,745,000 
(b) 
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Calculate Recoverability: (b minus a) 
 


 


Calculate Recoverability: (b minus a) 


 


 
Facility 


 


Total - undiscounted cash flows  (b)  
$23,745,000 


Assets’ net book values at 12/31/X1  (a) 
 


22,500,000 


Recoverability (b minus a) $1,245,000 


Is Net book value Recoverable?  
Yes 


Is asset subject to potential impairment?  
No 


 
 
Reporting Considerations 
 
There is no potential estimated impairment loss to consider or recognize because the 
undiscounted cash flows to be recovered are greater than the G-PP&E’s net book 
value. 
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Illustration 7d 
 
Cash flow Approach (Calculating value-in-use using discounted cash flows) – 
Facility: Changes in manner or duration of use - Government owned-contractor 
operated (GOCO) manufacturing facility30 
 
Assumptions 
 
Same facts as Illustration 7c above except that (1) management has decided to 
reconfigure the facility and lease available storage space for the remaining life of the 
facility, (2) the net realizable value estimate is $2 million, and (3) the salvage value is 
$500,000.  Furthermore, because management does not believe that a prospective 
buyer can be found it decides not to seek disposal authority.  The entity’s comptroller 
advises management that to assess whether or not a potential impairment exists a 
value-in-use estimate would be appropriate to use because it is higher than the net 
realizable value estimate. A risk-free discount rate of 3 percent is used.  
 
Evaluation of potential estimated impairment loss 
 
In this case the entity should (1) use the undiscounted cash flows to calculate 
recoverability and (2) present value (i.e., discount) the undiscounted cash flows to 
calculate the value-in-use estimate. In so doing, a potential estimated impairment loss is 
realized. Calculations follow: 
 


Calculate cash flows: 


 
 


Undiscounted
 
 


 
PV Factor 


 
Discounted 


Required modifications 
(outflow) 


Undiscounted cash in-flows 
from future rental lease 
payments (25 x $35K) 


($500,000)


$875,000 


 
1.00 


 
 


17.41315 


($500,000)


$609,460


Undiscounted cash in-flows 
from disposal of assets) 


 
$500,000


 
0.47761 $238,805


Total - cash flows  (b) $875,000  $348,265


                                            
30 Adapted from: Military Law Review, Volume 131 Winter 1991  - Government Owned – Contractor 
Operated Munitions Facilities: Are they appropriate in the age of strict environmental compliance and 
liability?  Major Mark J. Connor 
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Calculate Recoverability: (b minus a) 
 


 


Recoverability: (b minus a) 


 


 
Facility 


 


Total - undiscounted cash flows  (b)  
$875,000 


Assets’ net book values at 12/31/X1  (a) 
 


22,500,000 


Recoverability (b minus a) ($21,625,000) 


Is net book value recoverable? No 


Is asset subject to potential impairment? Yes 


 
Calculate potential estimated impairment loss: 


 


Potential impairment: 


 


 
Facility 


 


Higher of NRV or Value-in-Use:             
NRV = $2,000,000 (given) 
Value-in-Use = $348,265 (discounted 
Cash Flows) 


Use the higher - Net Realizable Value  


 
  
 
 
 


$2,000,000 


Less: Assets’ net book value at 
12/31/X1   


 
$22,500,000 


 


Excess of net book value over 
recoverable value (in use)  $20,500,000 


Potential estimated impairment loss            $20,500,000 


 
Reporting Considerations 


 
The potential estimated impairment loss and corresponding reduction of the book value 
of the facility is $20,500,000. 
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Appendix C: Abbreviations 


ASC   Accounting Standards Codification (FASB) 


CFR   Consolidated financial report of the U.S. government 


DM-AI   Deferred Maintenance and Asset Impairment (task force) 


FASAB   Federal Accounting Standards Advisory Board 


FASB   Financial Accounting Standards Board 


GAAP   Generally Accepted Accounting Principles  


GASB   Governmental Accounting Standards Board 


GASBS  Governmental Accounting Standards Board Statement 


G-PP&E  General property, plant, and equipment 


IG   Inspector General 


IPSASB  International Public Sector Accounting Standards Board 


IPSAS   International Public Sector Accounting Standards 


IT   Information technology 


MRI   Magnetic resonance imaging 


NRV   Net realizable value 


O&M   Operation and maintenance 


OMB    Office of Management and Budget 


PP&E    Property, plant and equipment 


PRV   Plant replacement value 


psf   Per square foot 


SFAS   Statement of Financial Accounting Standards (FASB) 


SFFAC   Statement of Federal Financial Accounting Concepts 


SFFAS   Statement of Federal Financial Accounting Standards 
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Appendix D: Glossary 


General property, plant, and equipment (G-PP&E) - G- PP&E is any property, plant, 
and equipment (PP&E) used in providing goods or services and includes, among other 
types of PP&E, multi-use heritage assets, capitalized improvements to stewardship 
land, and construction work-in-process. PP&E includes land and land rights that are 
acquired for or in connection with items of general PP&E used to provide government 
services or goods. GPP&E does not include heritage assets such as historic and 
national landmarks and stewardship land; reporting for these assets should be done in 
accordance with SFFAS 29, Heritage Assets and Stewardship Land. The cost of 
general PP&E is capitalized, i.e. recorded as assets on the balance sheet. For detailed 
characteristics of and accounting for general PP&E, see SFFAS 6, pars 23 through 45. 


Impairment - a significant31 and permanent decline in the service utility of G-PP&E or 
expected service utility for construction work in progress. 


Internal use software - software that is purchased from commercial vendors “off-the 
shelf,” internally developed, or contractor-developed solely to meet the entity’s internal 
or operational needs (SFFAS 10, par. 8). 


Level of utilization - the portion of the usable capacity currently being used.  


Partial impairment - less than full or total impairment. 


Service utility - the usable capacity that at acquisition was expected to be used to 
provide service.  


Total (full) impairment - G-PP&E is no longer capable of providing service in the 
operations of the entity prior to the end of its estimated useful life.


                                            
31 The determination of whether or not an item is significant is a matter of professional judgment.  
Determining if a decline in service utility is significant is separate and distinct from materiality 
considerations that include considering the likely influence that such disclosure could have on judgments 
or decisions of financial statement users.    
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 Federal Accounting Standards Advisory Board 
______________________________________________________________________ 



_________________________________________________________________________________ 
 



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



 
August 16, 2012 
 
Memorandum 
 
To: Members of the Board 
 
From:  Julia E. Ranagan, Assistant Director 
 
 Monica R. Valentine, Assistant Director 
 
Through: Wendy M. Payne, Executive Director 
 
Subject: Risk Assumed – Tab E1 
 
 



MEETING OBJECTIVES  



To obtain member’s views on the issues presented in this memo so that staff can begin 
addressing these issues in a timely manner. 
 
BRIEFING MATERIAL 



 Staff Memo 
 Attachments (Recommended Reading for Context and More Information) 



o Attachment 1 – Excerpts from Agency Financial Reports 
o Attachment 2 – Excerpts from the Financial Report of the U.S. Government 
o Attachment 3 – Examples of Disclosures in Foreign Federal Financial Statements 
o Attachment 4 – Office of Management and Budget (OMB) Schedule of Spending 



Guidance 



 Appendices (Optional Reading for Reference and More Information) 
o Appendix 1 – FASAB Standards on Contingencies 
o Appendix 2 – FASAB Standards on Insurance and Guarantees 
o Appendix 3 – May 9, 2012 Meeting on Commitments and Obligations 
o Appendix 4 – June 12, 2012 Meeting on Insurance and Guarantees 



                                            
1 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official 
positions of the FASAB are determined only after extensive due process and deliberations. 
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BACKGROUND 



The risk assumed project is taking a broad look at all types of transactions and events 
that may result in future outflows as a result of the federal government’s mission, 
operations, and current or past actions. Staff held its first two task force meetings on 
two explicit groupings of risk assumed: (1) commitments and obligations, including 
contracts, grants, and treaties on May 9, 2012, and (2) insurance and guarantees on 
June 12, 2012.  As a result of those meetings and related research, staff has identified 
several issues that it would like to discuss with the board that are detailed in the staff 
analysis and recommendation section that follows. 
 
Member feedback on the issues presented will direct staff on the next steps to take in 
the project. 
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STAFF ANALYSIS AND RECOMMENDATIONS 



 
1:  CURRENT RISK ASSUMED REPORTING – Current risk assumed reporting 



on insurance and guarantees is inconsistent and, in some cases, 
duplicative 



 
Statement of Federal Financial Accounting Standards (SFFAS) 5, Accounting for 
Liabilities of the Federal Government, contains standards for liabilities of the 
federal government, including (1) contingencies and (2) insurance and guarantee 
programs other than social insurance and loan guarantees.2  
 
 
 
 
 
 
 
 
 
 
SFFAS 5 requires insurance and guarantee programs, other than social 
insurance and loan guarantees, to: 
 



a) recognize a liability for unpaid claims incurred, resulting from insured 
events that have occurred as of the reporting date.  This liability is to 
include items that are known with certainty, items that have been incurred 
but not yet reported (IBNR), and an accrual for contingent liabilities that 
are probable and measurable.  Life insurance programs are to recognize a 
liability for future policy benefits (a liability to current policyholders that 
relates to insured events, such as death or disability) in addition to the 
liability for unpaid claims incurred (SFFAS 5, par. 104); and, 
 



b) disclose the amount of additional risk assumed—beyond that which is 
already recognized as a liability—in required supplementary information 
(RSI).  The standard does not define risk assumed but states that it is 
generally measured by the present value of unpaid expected losses net of 
associated premiums, based on the risk inherent in the insurance or 
guarantee coverage in force. (SFFAS 5, Par. 105) 



 



                                            
2 Accounting and reporting for social insurance is addressed primarily in SFFAS 17, Accounting for Social 
Insurance, and SFFAS 37, Social Insurance: Additional Requirements for Management’s Discussion and 
Analysis and Basic Financial Statements. Accounting and reporting for all federal loan guarantee 
programs is addressed in SFFAS 2, Accounting for Direct Loans and Loan Guarantees. 



Optional Reading for Context 
 



• Appendix 1 – FASAB Standards on Contingencies at pages A159 through A162 
for an excerpt of the contingencies standards from SFFAS 5, paragraphs (pars.) 
35 – 42, and the basis for conclusions (BfC), pars. 144 – 147.   



• Appendix 2 – FASAB Standards on Insurance and Guarantees at pages A163 
through A177 for an excerpt of the insurance and guarantee standards from 
SFFAS 5, pars. 97 – 121, and the BfC, pars. 185 – 193). 





http://www.fasab.gov/pdffiles/handbook_sffas_17.pdf�


http://www.fasab.gov/pdffiles/handbook_sffas_17.pdf�


http://www.fasab.gov/pdffiles/handbook_sffas_37.pdf�


http://www.fasab.gov/pdffiles/handbook_sffas_37.pdf�


http://www.fasab.gov/pdffiles/handbook_sffas_2.pdf�
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Two of the federal government’s largest insurers—the Pension Benefit Guaranty 
Corporation (PBGC) and the Federal Deposit Insurance Corporation (FDIC)—
prepare financial statements using principles issued by the Financial Accounting 
Standards Board (FASB).  SFFAS 34, The Hierarchy of Generally Accepted 
Accounting Principles, Including the Application of Standards Issued by the 
Financial Accounting Standards Board, par. 9, permits this practice, stating 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.” 
 
FASB’s Accounting Standard Codification© (ASC), Sections 450-20–Loss 
Contingencies, and 944-40–Claim Costs and Liabilities for Future Policy Benefits, 
provide standards for recognizing and disclosing loss contingencies, including 
the risk of loss from catastrophes assumed by property and casualty insurance 
entities.3  PBGC and FDIC apply ASC© 450-20 by recognizing probable and 
measurable losses as liabilities and disclosing information about reasonably 
possible losses in the notes to the financial statements. 
 
SFFAS 5, par. 106, provides additional disclosures for insurance and guarantee 
programs administered by government corporations, specifically stating “when 
financial information pursuant to FASB’s standards on federal insurance and 
guarantee programs conducted by government corporations is incorporated in 
general purpose financial reports of a larger federal reporting entity, the entity 
should report as RSI what amounts and periodic change in those amounts would 
be reported under the ‘risk assumed’ approach referred to in [par. 105]. In other 
words, in addition to the liability for unpaid claims from insured events that have 
already occurred (including any contingent liability that meets criteria for 
recognition), such reporting entities should also report as RSI risk assumed 
information.” 
 
As discussed further in the second issue of this memo (beginning on page 12), 
par. 106 of SFFAS 5, in effect, requires larger federal agencies to report 
information that is reported as a note disclosure in the general purpose financial 
report of a government corporation as RSI when consolidating the information.  
This practice has resulted in inconsistent and, in some cases, duplicative 
reporting, as detailed on the pages that follow. 



                                            
3 Accounting and reporting of contingencies related to the risk of loss that is assumed by a property and 
casualty insurance entity or reinsurance entity when it issues an insurance policy covering risk of loss 
from catastrophes is more specifically addressed in ASC© 944-40; however, entities most often reference 
ASC© 450-20 as the source of guidance for its loss contingencies note. FASB has a current project on 
insurance contracts to improve, simplify, and converge the financial reporting requirements for insurance 
contracts. 
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As part of a review of agency financial reports and the consolidated financial 
report of the U.S. Government (CFR), staff noted the following examples of 
inconsistency: 
 
 PBGC risk assumed information is reported in the CFR in more than one 



place (reasonably possible contingencies note and risk assumed RSI) 
 



Excerpt from Risk Assumed reported in CFR as RSI 



 
 



Excerpt from Note 22: Contingencies reported in CFR 



 



Recommended Reading for More Information 
 



• Attachment 1 – Excerpts from Agency Financial Reports beginning on page A3 
for excerpts of contingency and risk assumed reporting in agency financial 
reports.   



• Attachment 2 – Excerpts from the Financial Report of the U.S. Government 
beginning on page A99 for excerpts of contingency and risk assumed reporting 
in the CFR. 
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 FDIC risk assumed-type information is reported in two places in the 
CFR’s contingencies note, but nothing is reported for FDIC under risk 
assumed in the CFR’s RSI. 



 
Excerpt from Note 22: Contingencies reported in CFR 



 



 
 



Excerpt from Risk Assumed reported in CFR as RSI 



 
(Note: nothing is reported for FDIC) 
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 National Credit Union Administration (NCUA) risk assumed information 
only reports total insurance in force of $795.3 billion and the same 
contingency amounts that are reported in Note 7: Insurance and 
Guarantee Program Liabilities for the Share Insurance Fund (SIF). 



Excerpt from Note 7: Other Liabilities reported in NCUA’s Annual Report 



 



Excerpt from RSI reported in NCUA’s Annual Report  



 



Insurance 
in Force 
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 NCUA risk assumed information reported in the CFR is made up of the 
reserve amounts in NCUA’s SIF and Stabilization Fund as of September 
30.  The reserve amounts as of December 31 are reported as liabilities in 
NCUA’s financial statements. 



 
Excerpt from Risk Assumed reported in CFR as RSI 



 
 



Excerpt from support from NCUA for the amounts reported to Treasury for the CFR4 
 



Fund as of 9/30/11 
(in millions) 



 



Share Insurance Fund Reserves $    998.5  
Stabilization Fund Reserves 6,365.5  



Total Reserves $7,364.0 ≈   $7.4 billion 
 



The total amount reported as risk assumed and insurance and guarantee 
program liabilities for NCUA in the CFR as of September 30, 2011, was $7.4 
billion. 



 
Reserve amounts from NCUA’s SIF and Stabilization Fund Published Financial Statements 



 
Fund as of 12/30/11 



(in millions) 
Share Insurance Fund Reserves $    606.6 
Stabilization Fund Reserves 2,944.2 



Total Reserves $3,550.8 



                                            
4 Per NCUA supporting documents FASAB staff received from Treasury’s Financial Management Service 
on August 7, 2012. 
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The total amount reported as risk assumed and insurance and guarantee 
program liabilities in NCUA’s published financial statements for the Share 
Insurance Fund and Stabilization Fund as of December 31, 2011, was $3.5 
billion.  The significant difference in the reserve balance between September 30, 
2011, and December 31, 2011, of $3.8 billion or 52%, is due to program changes 
within the Stabilization Fund that apparently occurred during that timeframe. 



 
 Farm Credit System Insurance Corporation (FCSIC) does not disclose an 



amount for reasonably possible in its financial report. 
 
While FCSIC is required to maintain a reserve of two percent of outstanding 
insured obligations, includes a detailed discussion of risk management in its 
annual report, and discloses the total amount of insured obligations ($184.2 
billion) in Note 1: Insurance Fund – Statutory Framework, the extent of FCSIC’s 
reporting of estimated insurance obligations is that management is not aware of 
any probable insurance payments to be made in the future.  This disclosure is 
made in its summary of significant accounting policies note (see below).  There is 
no discussion of reasonably possible insurance payments to be made in the 
future, or whether the reserve of two percent of insured obligations is believed to 
be sufficient to cover those payments.  
 
  Excerpt from FCSIC’s Note 2: Summary of Significant Accounting Policies 
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 Export-Import Bank provides export-credit insurance to exporters but there 
is no risk assumed information reported as RSI in its annual report or the 
CFR.5 
 
Export-Import Bank’s Export Credit Insurance Program helps U.S. exporters sell 
their goods overseas by protecting them against the risk of foreign-buyer or other 
foreign-debtor default for political or commercial reasons, allowing them to 
extend credit to their international customers. Insurance policies may apply to 
shipments to one buyer or many buyers, insure comprehensive (commercial and 
political) credit risks or only political risks, and cover short-term or medium-term 
sales.  Export-Import Bank reported $9.3 billion in outstanding insurance at the 
end of fiscal year 2011. 
 
Export-Import Bank’s Annual Report contains extensive reporting on its loans, 
guarantees, and insurance in its management’s discussion & analysis (MD&A) 
and notes to the financial statements, including schedules of authorized loans, 
guarantees, and insurance; risk of foreign currency fluctuation; repayment risk; 
concentration risk; operational risk; organizational risk; and interest risk, but it 
does not report “risk assumed” in RSI in conformance with the guidance in 
SFFAS 5.  There is no information reported in the CFR on export insurance. 



 
Staff Recommendation 



 
The risk assumed project was initially undertaken to determine what additional 
information should be reported by the federal government about the significant 
risks it assumes beyond what is currently required for insurance and guarantee 
programs. However, as a result of the inconsistent and, in some cases, 
duplicative reporting of risk assumed information for insurance and guarantee 
programs, which is already required, staff believes it would be appropriate to 
revisit the current standards on risk assumed for insurance and guarantee 
programs in a more timely manner.  Therefore, staff recommends that it begin 
drafting revised guidance for insurance and guarantee programs to clarify current 
reporting requirements and not wait until a comprehensive standard on reporting 
for all risks assumed is developed.  Staff would utilize the insurance and 
guarantee task force members to develop recommendations and proposed 
options that would be presented to members for consideration at a future board 
meeting.  Staff would continue researching other risks assumed by the federal 
government while developing revised standards for insurance and guarantee 
programs. 



 
 
 
 



                                            
5 Source: Export-Import Bank 2011 Annual Report; available online at http://www.exim.gov/about/reports/ar/; 
last accessed June 4, 2012. 





http://www.exim.gov/about/reports/ar/�
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Question 1 
 



Does the board approve the staff recommendation to begin developing 
revised standards for insurance and guarantee programs to address the 



inconsistent and duplicative reporting in a more timely manner (i.e., as the 
first phase of the overall project)?  



 
(Note: Members are not being asked what the revised standards should 



look like at this point; this is a preliminary poll of the board to determine if 
members desire more timely results in the area of risk assumed reporting 



for insurance and guarantee programs to address the inconsistent and 
duplicative reporting that currently exists.  The majority view of the board 
in response to this first question will direct staff how soon to return to the 
board with recommendations and proposed options for reporting on risks 



assumed by insurance and guarantee programs.)  
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2:  CURRENT STANDARDS – Existing FASAB standards on risk assumed 
overlap standards for contingency reporting.   



 
Members of the federal financial management community have expressed 
concern over what they perceive as a lack of clarity between FASAB standards 
on contingent liabilities and risks assumed for federal insurance and guarantee 
programs, most recently at the task force meetings on commitments and 
obligations and insurance and guarantees (see Appendices 3 and 4, beginning 
on pages A178 and A199 respectively, for the minutes from those meetings).  
Based on a review of current reporting, existing standards, and input from federal 
preparers and auditors, staff believes that FASAB standards on risk assumed do 
fail to adequately differentiate between contingencies and risk assumed for the 
various insurance and guarantee programs, leading to the inconsistent and, at 
times, duplicative reporting documented in the first issue on pages 3 through 11. 
 
Contingency Standards 
 
SFFAS 5, pars. 35 through 42, contain FASAB’s standards on contingencies. 
 
SFFAS 5, par. 38, requires that a contingent liability be recognized when (1) a 
past event or exchange transaction has occurred, (2) a future outflow or other 
sacrifice of resources is probable, and (3) the future outflow or other sacrifice of 
resources is measurable.  Par. 39 states that the specific liability may be a 
specific amount or a range of amounts.  If some amount within the range is a 
better estimate than any other amount within the range, that amount is 
recognized.  If no amount within the range is a better estimate than any other 
amount, the minimum amount in the range is recognized and the range and a 
description of the nature of the contingency should be disclosed. 
 
SFFAS 5, par. 40 requires that a contingent liability should be disclosed if any of 
the three conditions for liability recognition listed above are not met and there is 
at least a reasonable possibility that a loss or an additional loss may have been 
incurred.  Par. 41 states that the disclosure for contingent liabilities that are 
reasonably possible should include the nature of the contingency and an 
estimate of the possible liability, an estimate of the range of the possible liability, 
or a statement that such an estimate cannot be made. 
 
SFFAS 5, par. 42 notes that contingencies classified as remote need not be 
reported in general purpose federal financial reports, though law may require 
such disclosures in special purpose reports.  Par. 42 further states that if 
information about remote contingencies or related to remote contingencies is 
included in general purpose federal financial reports (e.g., the total face amount 
of insurance and guarantees in force), it should be labeled in such a way to avoid 
the misleading inference that there is more than a remote chance of loss of that 
amount. 
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The BfC for SFFAS 5, pars. 144 – 146, discuss the board’s decision about the 
amount to be recognized in par. 39.  Par. 144 notes that a majority of 
respondents preferred that the “expected value” be recognized as a liability 
instead of the minimum amount.  However, par. 145 states that the board “noted 
that it would be difficult to use ‘expected value’ to pinpoint an estimate within a 
range.  The expected value method would assign a probability percentage to 
each of the numbers within the range, but these probabilities would usually be 
difficult to estimate.” Par. 146 states that “the majority of the Board preferred the 
minimum amount because of established use in other accounting standards.” 
 
Risk Assumed Standards 
 
SFFAS 5, pars. 105 through 114, contain the bulk of FASAB’s standards on risk 
assumed. 
 
SFFAS 5, par. 105 states that risk assumed information is important for all 
federal insurance and guarantee programs (except social insurance, life 
insurance and loan guarantee programs) and is generally measured by the 
present value of unpaid expected losses net of associated premiums, 
based on the risk inherent in the insurance or guarantee coverage in force.  
 
As noted in the first issue of this staff memo (see page 4), SFFAS 5, par. 106 
requires general purpose financial reports of a larger federal reporting entity to 
report financial information pursuant to FASB’s standards on federal 
insurance and guarantee programs conducted by government corporations 
as RSI. This means that information that is currently being reported as a note 
disclosure in the general purpose financial report of a government corporation is 
required to be reported as RSI when the information is consolidated into the 
general purpose financial report of a larger federal reporting entity. 
 
Par. 111 explains that insurance programs are ongoing and may be viewed as 
having long-term characteristics. Thus, from a broader, longer-term perspective, 
the liability to be recognized, and the amount to be reported as risk assumed in 
supplementary information, may be conceptually different and materially different 
from each other. From the broader perspective, risk assumed would be a 
longer-term measure and a probabilistic estimate of future costs of these 
programs. 
 
The BfC for SFFAS 5, pars. 189 and 190 further explains the board’s intent for 
reporting risk assumed.  The board noted that they considered two measurement 
perspectives for reporting risk assumed and decided that the risk assumed 
amount should be a broader and longer-term measure of the government’s 
potential cost for on-going insurance programs beyond the cost of coverage 
outstanding during the reporting year. The board noted that this approach to 
risk assumed could be regarded as an indicator of the “fair” or “full cost” 
premium that should be charged if taxpayers are not to subsidize the 
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program. This measure would be a probabilistic estimate of the expected cost 
under certain assumed economic factors.6  
 
Contingencies versus risk assumed 
 
Insurance and guarantee coverage in effect as of the reporting date results in an 
obligation to provide assets or services to another entity in the future, but there is 
uncertainty about the possibility of loss; the uncertainty will ultimately be resolved 
when one or more future events occur or fail to occur.  Therefore, staff believes 
that all future claims for insurance and guarantee coverage in effect as of the 
reporting date are contingent upon a future event that is probable, reasonably 
possible, or remote. 
 



Where the two standards are in agreement: 
 
If the contingent liability is probable and measurable, FASAB standards 
on contingencies require that the liability be recognized.  FASAB 
standards on insurance and guarantees also require that a probable and 
measurable contingent liability be recognized. 
 
Where the two standards are not in agreement: 
 
If the contingent liability is reasonably possible and measurable, FASAB 
standards on contingencies require that the reasonably possible liability 
be disclosed in a note to the basic financial statements.  Such disclosure 
should include the nature of the contingency and an estimate of the 
possible liability, an estimate of the range of the possible liability, or a 
statement that such an estimate cannot be made.  FASAB standards on 
insurance and guarantees require that reasonably possible 
contingencies be reported as risk assumed in RSI (although the terms 
“contingencies” and reasonably possible are not used in the standards 
on risk assumed) through reporting of the present value of unpaid 
expected losses net of associated premiums using a probabilistic 
estimate. 
 
If the contingent liability is remote, FASAB standards on contingencies 
states that the contingency need not be reported in general purpose 
federal financial reports, and if it is, it should be labeled in such a way to 
avoid the misleading inference that there is more than a remote chance 
of loss of that amount.  FASAB standards on insurance and guarantees, 
as further described in the BfC, require that remote contingencies be 
reported as risk assumed in RSI (although the terms “contingencies” and 
remote are not used in the standards on risk assumed) through reporting 



                                            
6 A probabilistic method of estimation uses assumed economic factors to generate a range of estimates 
and their associated probabilities. 
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of the present value of unpaid expected losses net of associated 
premiums using a probabilistic estimate. 
 
In addition, estimates of reasonably possible insurance losses that are 
reported in the notes to the financial statements in general purpose 
federal financial reports of government corporations are currently 
required to be reported as RSI when consolidated into the general 
purpose federal financial report of a larger reporting entity. 



 
Ignoring measurement differences, Diagram 1 below illustrates the potential for 
overlap in reporting reasonably possible contingent liabilities and risk assumed: 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In summary, contingent liabilities are required to be reported in basic 
information—either recognized as a liability in the financial statements, if 
probable and measurable, or disclosed in a note to the basic financial statements 
if probable and not measurable, or reasonably possible.  Risk assumed 
information is required to be reported as RSI, a lower reporting category for 
communicating important information.  Therefore, staff believes it may be more 
appropriate for some reasonably possible insurance and guarantee payments to 
be disclosed in the notes to the financial statements with reporting on other 
contingencies, rather than in RSI. 
 



Diagram 1: Potential Overlap in Standards on Contingencies and Risk Assumed 
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If probable insurance and guarantee payments are recognized as a liability in the 
financial statements, and reasonably possible insurance and guarantee 
payments are disclosed in the notes to the financial statements, it is possible that 
the present value of remote insurance and guarantee payments would be 
immaterial and not warrant disclosure as RSI.  Therefore, staff questions the 
benefits of risk assumed reporting for some insurance and guarantee programs 
and recommends amending SFFAS 5 to require a more robust discussion of the 
risk assumed by some insurance and guarantee programs in the contingencies 
note disclosure rather than as RSI.  This would be consistent with how agencies 
that apply FASB standards report insurance risks assumed and provide for 
discussion of this important information in the notes to the basic financial 
statements rather than RSI. 
 
RSI versus disclosure 
 
When SFFAS 5 was originally issued in September 1995, par. 106 required risk 
assumed information to be reported as required supplementary stewardship 
information (RSSI), a category that is unique to federal financial reporting.  After 
FASAB eliminated the use of RSSI to report information about weapons systems 
when it issued SFFAS 23, Eliminating the Category “National Defense Property, 
Plant, and Equipment,” the board decided to review the classification of all RSSI 
required by federal accounting standards.   
 
While deliberating SFFAS 25, Reclassification of Stewardship Responsibilities 
and Eliminating the Current Services Assessment,7 which was issued in July 
2003, the board discussed whether to reclassify risk assumed information as RSI 
or basic.  The following paragraphs from the BfC explain the board’s thinking on 
the issue at that time:  
 



 
 
 



                                            
7 Available online at http://www.fasab.gov/pdffiles/handbook_sffas_25.pdf; last accessed August 9, 2012. 
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Staff believes that most agencies’ data systems and modeling capabilities have 
improved since SFFAS 25 was issued.  FDIC and PBGC currently report 
estimates of reasonably possible insurance payments in their financial 
statements and receive unqualified opinions on those estimates.  In addition, the 
development and use of reasonable estimates have become more standard for 
all agencies because, in many instances, accelerated due dates for financial 
statement reporting do not allow time for actual data to be recorded and agencies 
have had to improve their systems and get better at developing estimates as a 
result. 
 
However, there are several issues that will need to be addressed by the board if 
it decides to pursue disclosure of risks assumed by some insurance and 
guarantee programs in the notes to the financial statements rather than RSI, 
including the following: 
 



Measurement 
 • whether to allow for note disclosure of a probabilistic estimate of risk 



assumed that would include an estimate for remote liabilities (this would 
be in conflict with SFFAS 5, pars. 39 and 42; also, pars. 144 – 146 of 
the BfC state that the board was not comfortable using an expected 
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value approach to measure contingencies) 
 • whether to instead require an estimate of the expected cash flows for 



some programs (this could affect the reliability and estimability of the 
information and require the information to be reported as RSI). 



Timing of Underlying Events 
 • whether to develop contingency standards that differentiate insured and 



other events that have already occurred (e.g., lawsuit, hazardous spill, 
flood, etc.) from insured and other events that have not yet occurred 
(estimated pension plan terminations, estimated loan defaults, 
estimated bank failures, etc.) 



Type of Insurance 
 • how current reporting for different types of insurance might be affected 



by the standards to be developed (e.g., terrorism events may be less 
reliably estimated than pension plan terminations) and whether the 
resulting distinction would be meaningful 



One option to address the above issues is to have contingency disclosures that 
are specific to insurance and guarantee programs and differentiate between 
insured events that have already occurred and those that have not yet occurred 
(the event that initially creates the present obligation is the insurance contract, 
leading to a contingent liability).  Developing a separate disclosure framework for 
insurance and guarantee programs would help eliminate the current confusion in 
reporting of insurance and guarantee programs. 
 
Staff Recommendation 
 
Since the board continues to allow government corporations (and other entities 
that have done so in the past)8 to primarily apply standards issued by FASB, and 
the most significant government insurers are government corporations, staff 
recommends that SFFAS 5 be revised to address the inconsistency in reporting 
of major insurance and guarantee programs between FASAB and FASB 
reporting entities. 
 
To most appropriately address the inconsistency, staff recommends that the 
board develop a separate disclosure framework for insurance and guarantee 
programs that would specifically resolve issues with reporting that have surfaced 
in the years since SFFAS 5 was issued.  As part of the separate disclosure 
framework, staff also recommends pursuing disclosure of risks assumed by 
some insurance and guarantee programs in the notes to the financial statements 
rather than as RSI. 



 



                                            
8 SFFAS 34, par. 9. 
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Question 2(a) 



 
Does the board approve the staff recommendation to amend SFFAS 5 to 
address the inconsistency in reporting of major insurance and guarantee 



programs between FASAB and FASB reporting entities? 
 



Question 2(b) 
 



Does the board approve the staff recommendation to develop a separate 
disclosure framework for insurance and guarantee programs? 



 
Question 2(c) 



 
Does the board approve the staff recommendation to pursue disclosure of 
risks assumed by some insurance and guarantee programs in the notes to 



the financial statements rather than as RSI? 
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3:  BROADER SCOPE – The term “risk assumed” may not be the appropriate 
terminology to address broad reporting on future outflows of the federal 
government. 



 
The primary objective of the risk assumed project is to study the significant risks 
assumed by the federal government and develop (a) definitions of risk assumed, 
(b) related recognition and measurement criteria, and (c) disclosure and / or RSI 
guidance that federal agencies can apply consistently in accordance with GAAP. 
 
At the recommendation of two members at the February 2011 technical agenda-
setting session, the board agreed to approach the project on risks assumed by 
the federal government from a broad perspective to include commitments and/or 
inter-governmental dependency, and then narrow down as appropriate.  
 
Staff has been researching the broad types of exposures that would result in 
future outflows for the federal government, including the following: 
 



• Insurance and guarantees, including pension , flood, crop, deposit, share, 
terrorism risk, airline war risk, overseas investment, and veterans life 
insurance, loan guarantees, and agricultural guarantees; 



• Direct loans and securitizations, including agricultural, student, and small 
business loans and mortgage and government-sponsored enterprise 
(GSE) securitizations; 



• Market and other financial-related risk, such as market risk (interest rate 
risk, currency risk, or other price risk), liquidity risk, risk premium, volatility 
risk, default risk, credit risk (credit default risk, concentration risk, or 
country risk), systemic risk, and derivatives; 



• Entity, dependency, and strategic risk, including operational risk, enterprise 
risk, intergovernmental financial and programmatic dependency, public 
debt held by foreign countries, intergenerational debt,  opportunity cost, 
and related-party involvements; 



• Entitlement programs, such as Social Security, Medicare, Medicaid, 
Temporary Assistance to Needy Families (TANF), Supplemental Security 
Income (SSI), Supplemental Nutrition Assistance Program (SNAP, 
formerly known as Food Stamps), Unemployment Insurance (UI), Child 
Support Enforcement and Family Support, Grants for Specified Energy 
Property, Grants for Low Income Housing Projects, and the Agricultural 
Disaster Relief Fund (DRF); 



• Commitments and obligations, including contracts, grants, treaties and 
other international agreements, undelivered orders, and long-term leases; 
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• National defense, security and disaster response, such as natural 
disasters (e.g., disaster relief), environmental remediation (e.g., oil spills), 
terrorism, war (e.g., national defense and cost of active war), and security 
for mass transit; 



• Technology, including cyber security and changing technology (e.g., 
global drone proliferation and deferred technology); and, 



• Other potential effects on future outflows, such as regulatory actions, 
Government-Sponsored Enterprises (non-securitized), Economic 
Stabilization and Recovery, and recipient behavior (e.g., risk-taking). 



Federal agencies are beginning to focus more on risk management (e.g., 
appointing chief risk officers and creating offices specifically focused on risk 
management) and incorporate discussions of the above exposures in their 
general purpose federal financial reports, but most discussions are far from 
robust. 



As noted in staff’s April 2012 update to the board, staff has focused on two 
particular groupings of risk assumed first: (a) insurance and guarantees and 
(b) commitments and obligations (e.g., grants, contracts, treaties, and other 
undelivered orders beyond grants and contracts).  These two groupings were 
chosen to be addressed first because of the explicit nature of the exposures. 
Staff held two separate task force meetings on commitments and obligations 
and insurance and guarantees on Wednesday, May 9, 2012, and Tuesday, 
June 12, 2012, respectively.  



 



 



 



 



At those first two task force meetings, staff requested feedback on the 
following draft definition of risk assumed developed by staff: 



The possible or probable risk of future outflows that the federal 
government is expected to incur, in the judgment of a reasonable 
person, as a result of its mission, operations, and current or past 
actions.  The population of risk assumed may be determined through 
a review of varied information, including, but not limited to, obligations 
incurred, commitments undertaken, contracts signed, agency policy, 
legislative history, economic projections, programmatic responsibility, 
and risk analysis.  
 
 



Optional Reading for More Information 
 



• Appendix 3 – May 9, 2012 Meeting on Commitments and Obligations beginning 
on page A178 for detailed minutes from the meeting.   



• Appendix 4 – June 12, 2012 Meeting on Insurance and Guarantees beginning 
on page A199 for detailed minutes from the meeting. 
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Risk assumed is generally measured by the present value of unpaid 
expected outflows net of associated inflows (e.g., premiums), if any, 
based on management’s best estimate of the total risk assumed. 



(Source: Staff Draft, April 2012) 
 
The above draft definition was intended to be broad and address reporting 
about all future outflows, not just those related to insurance and guarantee 
programs. 
 
While the insurance and guarantees task force participants were more 
accepting of the definition because they were already familiar with the term 
“risk assumed” and the use of present value (PV) to measure risk assumed, 
the commitments and obligations task force meeting found the term “risk 
assumed” and PV to be troubling.  Comments and concerns about the draft 
definition included the following: 



• “risk” has a bad connotation and when making a grant, spending in 
the future is what was intended and is actually a good thing; the term 
should be more descriptive such as “expected outflows of obligated 
grants;” 



• future outflows are being exchanged for goods and/or services so 
they are not considered losses like those arising through risk assumed 
related to insurance and guarantees; 



• it is not clear how the obligated amount for a grant or contract would 
be different than a contingency, whereby the government has an 
obligation that is contingent upon receiving the goods and/or services; 



• the term “risk assumed” is archaic, the terminology that will be used 
should give the reader a better inclination as to what exactly is being 
reported such as “fiscal exposure;” and, 



• the definition should not refer to PV because PV adds a level of 
complexity that would not enhance the disclosure (one participant 
disagreed with this comment, noting that it would seem appropriate to 
use a relevant discount rate when reporting on multi-year cash flows). 



The term “risk assumed” is closely associated with insurance and guarantee 
programs and risk of loss.  As a result, confusion from the community about 
the true scope of the project and what exactly is intended to be addressed 
from a broad perspective has led staff to the conclusion that risk assumed is 
really only one part of a broader scope and a more appropriate term is 
necessary that would encompass reporting about risks assumed as well as 
other fiscal exposures that are facing the federal government.  
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A good example of why staff believes the term “risk assumed” does not apply 
broadly to other programs would be social insurance.  The statement of 
social insurance is a perfect example of detailed reporting on estimated net 
future outflows.  These outflows are contingent upon many future events 
including continued authorization and funding of the program and participant 
eligibility.  While this reporting embodies the spirit of reporting on risk 
assumed, the program is considered a social benefit and not a risk of loss.  
While there are many risks that affect the program and related future 
outflows (interest rate, morbidity rate, beneficiary behavior, etc), this program 
is a long-term commitment to provide retirement and disability benefits, with 
benefits being provided to society in direct proportion to the costs being 
incurred, not a risk that would result in a loss to the federal government. 
 
Alternative Project Names 
 
Through communications with members of the federal community and review 
of federal financial statements and other reports, staff has considered the 
following alternative project names: 
 



• Risk Assumed and Other Contingencies. If the board agrees to 
pursue broadening contingent liability disclosures to include more 
forward-looking outflows such as risk assumed as proposed in the 
second issue above, the disclosures could include a broad spectrum 
of contingencies that would be reported in a basic financial statement, 
note disclosure or as RSI, depending on the factors to consider in 
distinguishing basic information from RSI.9  The word “contingent,” 
defined in the most generic sense, means “dependent on something 
else.”  Almost all future outflows of the federal government are 
contingent upon something (e.g., grant payments are contingent upon 
the grantee incurring eligible expenses, contract payments are 
contingent upon satisfactory delivery of goods and/or services, 
disaster relief is contingent upon a disaster occurring, entitlement 
payments are contingent upon participants meeting eligibility 
requirements, etc.). 



• Risk Assumed and Other Fiscal Exposures.  The term “fiscal 
exposures” has long been used by the Government Accountability 
Office (GAO) to describe the range of federal responsibilities that 
obligate the government to future spending or create an expectation of 



                                            
9 See Table 1: Factors to Consider in Distinguishing Basic Information from RSI in Statement of Federal 
Financial Accounting Concepts (SFFAC) 6, Distinguishing Basic Information, Required Supplementary 
Information, and Other Accompanying Information, available online at http://www.fasab.gov/pdffiles/ 
handbook_sffac_6.pdf; last accessed August 8, 2012. 
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future spending.10  This term found favor with several task force 
participants. 



• Risk Assumed and Other Off-Balance-Sheet Exposures.  The term 
“off-balance-sheet exposure” is used in FDIC note 14: Commitments 
and Off-Balance-Sheet Exposure (see page A17) to disclose total 
estimated insured deposits (“insurance in force”). 



• Risk Assumed and Other Possible Future Costs. The National 
Science Foundation (NSF) uses the term “possible future costs” in 
Note 1P: Contingencies and Possible Future Costs (see page A92) 
with respect to its disclosures about the potential for termination 
claims if a cooperative agreement is terminated and the possibility that 
NSF may choose to accept responsibility for environmental cleanup in 
Antarctica.  



 
Staff Recommendation 
 
Staff recommends renaming the project on risk assumed to more appropriately 
encompass the scope of reporting on risks assumed as well as other risks and 
fiscal exposures that are facing the federal government. Staff favors the title 
“Risk Assumed and Other Contingencies” because staff believes it would be 
broad enough to encompass discussions about all types of future outflows and 
risk beyond risk assumed such as outstanding commitments, active treaties, 
changing economic conditions, market risk, enterprise risk, and systemic risk. 
 
 
 



 
Question 3 



 
Does the board approve the staff recommendation to rename the project 
“Risk Assumed and Other Contingencies” to encompass reporting about 



risks assumed as well as other risks and fiscal exposures that are facing the 
federal government? 



 



                                            
10 For example, see GAO Report D-03-213, Fiscal Exposures: Improving the Budgetary Focus on Long-
Term Costs and Uncertainties; available online at http://www.gao.gov/new.items/d03213.pdf ; last 
accessed August 8, 2012. 
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4:  CURRENT COMMITMENT AND CONTINGENCY REPORTING – Current 
reporting on commitments and contingencies is inconsistent and, in many 
cases, not very comprehensive. 



 
 
 
 
 
 
 
 
 
 



In addition to insurance and guarantee programs, staff has been looking at 
agency reporting about other explicit commitments and obligations of the federal 
government that are known at year-end, particularly grants, contracts, and other 
undelivered orders. 
 
Grants 
 
Grants, except for entitlement and block grants, are generally recorded as 
budgetary obligations in the financial system when they are awarded to the 
grantees. However, awarded grants are not recorded as a payable for GAAP 
reporting until the grantee has reported actual expenses under the grant or a 
grant accrual is estimated based on grantee expenses incurred but not yet 
reported.  The only information that is typically reported about billions of dollars in 
outstanding grants is an aggregated number for all grants, contracts, and other 
undelivered orders in the note to the financial statement (discussed further 
below).   
 
Entitlement and block grants are generally considered “obligate and pay” which 
means they are obligated and paid simultaneously; expected payments for 
entitlement and block grants are not estimated and reported in advance.  Two 
task force participants stated that it would not be worth the exercise to estimate 
future payments because the programs are required to pay all eligible 
participants; if the program runs out of money, it has to go back to Congress to 
request more funding (see pages A188 – A190 for minutes from the meeting).   
 
Furthermore, grantees have long-term expectations about funding that are not 
recorded as obligations at all because they are not funded.  For example, 
grantees can submit budgets for five years, but only the first year is funded. 
Information on these grants are reported in the agencies’ grant systems and do 
not flow to the general ledger, so it would be difficult to extract out-year 
information for many agencies (see page A192 for minutes from the meeting). 
 
 



Recommended Reading for More Information 
 



• Attachment 1 – Excerpts from Agency Financial Reports beginning on page A3 
for excerpts of contingency and risk assumed reporting in agency financial 
reports.   



• Attachment 2 – Excerpts from the Financial Report of the U.S. Government 
beginning on page A99 for excerpts of contingency and risk assumed reporting 
in the CFR. 
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Contracts 
 
Similar to grants, contracts are generally recorded as budgetary obligations in the 
financial system when they are awarded to the contractors. However, they are 
not recorded as a payable for GAAP reporting until goods and/or services are 
actually delivered or, in the case of construction in progress, amounts recorded 
as payable are based on an estimate of work completed under the contract or the 
agreement.   
 
Furthermore, multi-year contracts are only funded one year at a time, so 
obligations that are recorded in the financial system for contracts that span 
multiple years are limited to the first year. 
 
Other Undelivered Orders 
 
Undelivered orders are goods and services ordered and obligated that have not 
been received. This includes any orders for which advance payment has been 
made but for which delivery or performance has not yet occurred.11 
 
Undelivered orders includes obligated grants for which expenses have not been 
incurred by the grantee, obligated contracts for which the contracted goods 
and/or services have not yet been delivered and accepted, and other 
miscellaneous obligations such as purchase orders and bulk purchase 
agreements. 
 
SFFAS 7, Accounting for Revenue and Other Financing Sources and Concepts 
for Reconciling Budgetary and Financial Accounting, par. 79, requires that the 
amount of budgetary resources obligated for undelivered orders at the end of the 
period be disclosed.   
 
In conformance with SFFAS 7, OMB Circular A-136, Financial Reporting 
Requirements,12 requires agencies to “disclose the amount of budgetary 
resources obligated for undelivered orders at the end of the period.” 
 
Therefore, undelivered orders are generally disclosed in the notes to the financial 
statements in one aggregated amount, without any accompanying narrative that 
explains what the undelivered orders are composed of (grants, contracts, and 
other) or the extent of the federal government’s commitments to multiple-year 
contracts and grants. 
 
Undelivered Orders reported in the CFR are over $1.3 trillion (see page A109) 
and generally represent a significant majority of agencies’ total unexpended 



                                            
11 Source: GAO-05-734SP–A Glossary of Terms Used in the Federal Budget Process; available online at 
www.gao.gov/new.items/d05734sp.pdf; last accessed April 10, 2012. 
12 Most recent version, dated August 3, 2012, available online at http://www.whitehouse.gov/sites/default/ 
files/omb/assets/omb/circulars/a136/a136_revised_2012.pdf; last accessed August 10, 2012. 
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appropriations, and this amount only relates to amounts remaining from what 
was obligated during the year, not the total related grant or contract funds 
expected to eventually be awarded over the life of the grant program or contract. 
 
Based on a review of the CFR and agency financial reports, staff noted the 
following examples of reporting about undelivered orders: 



 
• The majority of agencies disclose one total aggregated amount for 



undelivered orders, without any further discussion of what types of 
obligation make up those undelivered orders (e.g., grants, contracts, 
etc.).  For example, the Department of Defense (DoD) disclosed the 
following, which is typical of federal agency reports: 



 
(Note: The CFR reports $315.9 billion in undelivered orders for DoD in 
Note 23: Commitments on page A109). 



• The U.S. Agency for International Development reports in its Note 1: 
Summary of Significant Accounting Policies that “unexpended 
appropriations are the portion of the appropriations represented by 
undelivered orders and unobligated balances,” but it does not disclose 
the total amount of undelivered orders anywhere in its financial 
statements (see page A96). 



• The Export-Import Bank of the United States does not mention or 
disclose the total amount of undelivered orders anywhere in its 
financial statements.13  The CFR reports $9.7 billion in undelivered 
orders for Export-Import Bank in Note 23: Commitments on page 
A109. 



                                            
13 Source: Export-Import Bank 2011 Annual Report; available online at http://www.exim.gov/about/reports/ar/; 
last accessed June 4, 2012. 
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Schedule of Spending 



 



 



 



 
Beginning with fiscal year 2012, OMB Circular A-136 requires agencies to 
present an SOS that provides an overview of how and where agencies are 
spending money. 



Task force participants at the May 9, 2012, meeting on commitments and 
obligations noted that the SOS may address staff’s concerns that there is no 
reporting on outstanding obligations by type of obligation (e.g., grant, contract, 
etc.).14   



As noted in the illustrative SOS on the next page, the SOS does require agencies 
to report how the money was issued (e.g., grants, contracts, financial assistance, 
loans and guarantees, insurance, interest, etc), but, as noted in the explanatory 
narrative requirements (see pages A153 – A156), the amounts are to tie to “total 
spending” (i.e., outlays, money that has gone out the door) plus amounts that are 
“remaining to be spent” (i.e., unpaid obligations, which would include undelivered 
orders), not just undelivered orders; there is no required breakout of amounts 
remaining to be spent by type of obligation. 



In addition, the amounts reported in the SOS are again related only to total 
amounts obligated during the year, not the total related grant or contract funds 
expected to eventually be awarded over the life of the grant program or contract. 



 



                                            
14 At that meeting, staff had not yet been provided with a copy of the draft plans for the SOS.  The draft A-
136 was released for comment on June 6, 2012, and the final was issued on August 3, 2012.  



Recommended Reading for More Information 
 



• Attachment 4 – OMB’s Schedule of Spending Guidance beginning on page 
A151 for current year guidance on presenting a schedule of spending (SOS) as 
other accompanying information (OAI).   
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Staff Recommendation: 



As discussed in the operating performance and stewardship objectives of federal 
financial reporting,15 federal financial reporting should assist report users in 
evaluating the service efforts, costs, and accomplishments of the reporting entity; 
the manner in which these efforts and accomplishments have been financed; and 
the management of the entity’s assets and liabilities. In addition, federal financial 
reporting should assist report users in assessing whether the government’s 
financial position improved or deteriorated over the period and if future budgetary 
resources will likely be sufficient to sustain public services and to meet 
obligations as they come due. Understanding the additional obligations incurred 
and risks assumed by the nation’s government beyond what is reported in 
traditional federal financial statements is crucial to obtaining a more complete 
picture of the nation’s finances. 



Staff recommends that additional reporting on outstanding grants, contracts, and 
other undelivered orders beyond one aggregate number in the notes to the 
statements should be pursued. 



 



 
Question 4(a) 



 
Does the board approve the staff recommendation to pursue reporting on 
outstanding grants, contracts, and other undelivered orders beyond one 



aggregate number in the notes to the statements? 



 



Foreign Disclosures 



 



 



 



 



If the board approves the staff recommendation to pursue reporting on 
outstanding grants, contracts, and other undelivered orders beyond one 
aggregate number in the notes to the statements, staff is interested in members’ 
preliminary views on how detailed such reporting should be. 



                                            
15 SFFAC 1, Objectives of Federal Financial Reporting, pars. 14-16; available online at http://www.fasab 
.gov/pdffiles/handbook_sffac_1.pdf; last accessed August 9, 2012.  



Recommended Reading for More Information 
 



• Attachment 3 – Examples of Disclosures in Foreign Federal Financial 
Statements beginning on page A112 for examples from Canada and Australia of 
detailed disclosures about commitments and contingencies, including 
contractual obligations.   





http://www.fasab.gov/pdffiles/handbook_sffac_1.pdf�
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To provide some background for the board’s discussion on this matter, 
Attachment 3, Examples of Disclosures in Foreign Federal Financial Statements, 
beginning on page A112 contains examples from Australia and Canada of 
detailed disclosures about commitments and contractual obligations. 



For example, on page A130, Australia presents a schedule of commitments by 
type and by maturity.  This type of schedule presents all outstanding 
commitments and then breaks them out by maturity, similar to our note 
disclosure for capital leases and operating leases. 



Another example, on page A115, is Canada’s schedule of minimum payments, 
which shows the minimum amounts required to satisfy obligations under 
contractual obligations each year from 2012 to 2016, and the total for amounts 
due in the year 2017 and subsequently.  Again, this would be similar to our note 
disclosure for capital leases and operating leases, but relates to all contractual 
obligations. 



Canada goes on, on pages A116 to A121, to provide a detailed listing of 
individual contractual obligations (transfer payment agreements, capital assets, 
purchases and operating leases) by category and by entity. This type of detail 
may be excessive for all contractual obligations but may be informative for the 
most significant contracts. Also, including a column that indicates, for each major 
contractor/grantee, the percentage of revenue provided through contracts/grants 
with the government over total contractor/grantee revenue would go a long way 
in reporting on the level of inter-dependency and potential related parties. 



Staff Recommendation: 



Staff recommends pursuing detailed disclosures about all contractual obligations 
and other commitments, similar to current disclosures about capital and 
operating leases. 



 



 
Question 4(b) 



 
Does the board approve the staff recommendation to pursue detailed 
disclosures about all contractual obligations and other commitments, 



similar to current disclosures about capital and operating leases? 
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Additional Commitments and Contingencies Reporting 



Through a review of agency financial reports, staff has determined that additional 
reporting on commitments and contingencies beyond undelivered orders is 
inconsistent and, in most cases, not very comprehensive. 



Staff believes the lack of consistency and detail in most agency reports is 
understandable given the minimal guidance provided in SFFAS 5 for disclosing 
contingencies (see Appendix 1 – FASAB Standards on Contingencies at pages 
A159 through A162). The examples below merely serve to highlight the diverse 
reporting among agencies.  



The following six agencies reported on some of their contractual obligations and 
major long-term commitments: 



• The Department of Commerce reports the following in relation to its 
major long-term contracts in Note 16: Commitments and Contingencies 
(excerpt from Note 16 shown below in thousands):16 



 



• The Railroad Retirement Board Note 10: Commitments and 
Contingencies contains the following general statement about 
“contractual arrangements:”17 



 



                                            
16 Source: Department of Commerce 2011 Performance and Accountability Report; available online at 
http://www.osec.doc.gov/ofm/OFM_Publications.htm; last accessed June 4, 2012. 
17 Source: Railroad Retirement Board 2011 Performance and Accountability Report; available online at 
http://www.rrb.gov/bfo/perf_plans_rpts.asp; last accessed June 4, 2012. 
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• The Department of Justice’s complete Note 16: Contingencies and 
Commitments (shown below) reports on the estimated range of loss of 
its contingent liabilities (with no narrative discussion of what the 
amounts are being accrued for) and additional “firm purchase 
commitments” for solar panel material as follows:18 



 



• The Department of Homeland Security (DHS) reports the following in 
Note 21: Commitments and Contingent Liabilities: 



 



 
 
 



                                            
18 Source: Department of Justice 2011 Performance and Accountability Report; available online at 
http://www.justice.gov/ag/publications.htm; last accessed June 4, 2012. 
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• In its Note 22: Commitments under HUD’s Grant, Subsidy, and Loan 
Programs, the Department of Housing and Urban Development (HUD) 
included extensive disclosures on its long-term commitments to 
provide grants, subsidies, or loans including the following schedule of 
obligations and contractual commitments (dollars in millions): 



 
HUD also discloses in Note 22, that beginning in 1988, Congress 
began appropriating funds “up-front” for the entire contract term (up to 
40 years) in the initial year for Section 8 and Section 235/236 
programs, so the undelivered orders of nearly $13 billion for these 
programs include the maximum amounts available under existing 
agreements and contracts (see pages A88 – A91).  



• The Smithsonian Institution reports the following in relation to its 
outstanding construction contracts in Note 15: Commitments and 
Contingencies:19 



 
 
Staff believes that the above reporting examples may be due, in part, to 
the following requirement in OMB Bulletin A-136, Section II.4.3.4: 



In addition to the contingent liabilities required by SFFAS No.5, 
the following commitments will also be disclosed: (1) an estimate 
of obligations related to canceled appropriations for which the 
reporting entity has a contractual commitment for payment, and 
(2) amounts for contractual arrangements, which may require 
future financial obligations. 



                                            
19 Source: Smithsonian Institution 2011 Financial Statements available online at http://www.si.edu/about/ 
policies/; last accessed June 4, 2012. 
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This requirement imposed by OMB agrees in concept with what staff 
recommended above, but does not appear to be complied with by most 
government agencies since staff did not find similar disclosures in more 
agency financial reports. 



Staff also noted the following examples of inconsistent disclosures: 



• DoD recognizes a contingent liability for the difference between the 
estimated costs incurred to date by contractors and the total amounts 
authorized to be paid.  In Note 15: Other Liabilities, DoD states that it 
has recognized a contingent liability for estimated future payments 
which are conditional pending delivery and government acceptance 
due to the probability that the contractors will complete their efforts and 
deliver satisfactory products (see page A52). 



• DoD classifies its legal contingencies into three buckets with 
associated dollar amounts: “reasonably possible,” “remote,” and 
“unable to determine the probability of loss.”  The majority of DoD’s 
$12.4 trillion estimate ($12.3 trillion) is in the third (“unable to 
determine”) category (also on page A52). 



• DoD discloses its commitments for operating leases in a separate note 
(Note 25: Other Disclosures) that is near the end of the disclosures 
and not cross-referenced to anything (see page A53). 



• NCUA does not include a general commitments and contingencies 
note that discloses lease commitments and existence of pending 
litigation.  A brief acknowledgement of loss contingencies is made in 
Note 1: Summary of Significant Accounting Policies under the heading 
“Insurance and Guarantee Program Liabilities” (see page A22) 



• As noted on page 9, FCSIC’s financial report does not include any 
discussion of reasonably possible insurance payments to be made in 
the future, or whether the reserve of two percent of insured obligations 
would be sufficient to cover those payments. There are also no 
disclosures of other contingencies such as litigation (see page A47). 



• The Nuclear Regulatory Commission does not have a general note on 
commitments and contingencies.  It does include a discussion of 
contingent litigation in Note 1: Summary of Significant Accounting 
Policies.20 



• As pointed out on page 24, FDIC reports its insurance in force in Note 
14: Commitments and Off-Balance-Sheet Exposure (see page A17).  



                                            
20 Source: Nuclear Regulatory Commission 2011 Performance and Accountability Report; available online 
at http://www.nrc.gov/reading-rm/doc-collections/nuregs/staff/sr1542/; last accessed June 4, 2012. 
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In addition, FDIC includes an extensive disclosure of systemic risk in 
Note 16: Systemic Risk Transactions (see page A18 – A20). 



• Department of Labor includes a discussion of its concentration of risk 
in Note 23: Material Concentration of Risk (see page A59). 



• The Department of Energy includes an extensive discussion of 
purchase power and transmission commitments and irrigation 
assistance, including a schedule of future commitments in its Note 18: 
Contingencies and Commitments (see pages A61 – A64). 



• In its Note 17: Commitments and Contingencies, the Department of 
Transportation includes disclosures about the pre-authorization of state 
construction budgets,  letters of intent regarding grant agreements, 
aviation insurance, marine war risk insurance, environmental liabilities 
and Amtrak (see pages A66 – A70). 



• In its Note 28: Commitments and Contingencies, the Department of the 
Treasury discloses information about treaties and international 
agreements, loan commitments, callable capital in multilateral 
development banks, terrorism risk insurance, exchange stabilization 
agreement, and arrangements to borrow (see pages A85 – A86).  



Staff Recommendation 



Staff believes that a more detailed disclosure framework for commitments and 
contingencies would result in more comprehensive disclosures that are more 
consistent across agencies and would result in the type of reporting that the risk 
assumed project intended.  Therefore, staff recommends that the board pursues 
development of a detailed disclosure framework for commitment and contingency 
reporting. 



 
 



 
Question 4(c) 



 
Does the board approve the staff recommendation to pursue developing a 
detailed disclosure framework for commitment and contingency reporting? 
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
Pension 
Benefit 
Guaranty 
Corporation 



FASB $5.8 billion Investment 
income and 
premiums 



$8.8 billion Actuarial losses 
and losses from 
financial 
assistance 



$C, $PC, $RP A4 



Federal 
Deposit 
Insurance 
Corporation 
(Deposit 
Insurance 
Fund)  



FASB $16.3 billion Assessments ($2.9 billion) Provision for 
insurance losses 
(reduction) 



$C, $PC, $RP A11 



National 
Credit Union 
Administration 
(Share 
Insurance 
Fund) 



FASAB $212 million Investment 
income 



 ($400 
million) 



Provision for 
insurance losses 
(reduction) 



$PC, $RA, $UO A22 



National 
Credit Union 
Administration 
(Temporary 
Corporate 



FASAB $2.3 billion Premiums and 
Fees 



 $124.8 
million 



Insurance and 
guarantee loss 



$PC, $RA, $UO A29 



                                            
21 C = Commitments (other than undelivered orders), O = Other, PC = Probable Contingency, RA = Risk Assumed, RP = Reasonably Possible 
Contingency, and UO = Undelivered Orders. Bolded letter means the disclosures are more informative than those in other agency reports (A 
bolded “C” denotes that the agency reported on more than just leases and undelivered orders.  A bolded “PC” or “RP” denotes that the agency 
reported on something substantive other than litigation).  Underlined letter means the disclosures are less informative than those in other agency 
reports. “$” means an amount is disclosed in addition to narrative (e.g., $RP). 
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
Credit Union 
Stabilization 
Fund) 
Agriculture FASAB $159.5 billion Appropriations $159.3 billion “Ensure that All 



of America's 
Children Have 
Access to Safe, 
Nutritious, and 
Balanced Meals” 
and “Assist 
Rural 
Communities to 
Create 
Prosperity so 
They Are Self-
Sustaining, 
Repopulating, 
and 
Economically 
Thriving”22 



$C, $PC, $RA, 
$RP, $UO 



A39 



Farm Credit 
System 
Insurance 
Corporation 



FASB $169 million Premiums and 
interest 
income 



$3 million Administrative $C, $O A41 



                                            
22 Agriculture reports costs by strategic goal in its statement of net costs; it does not report costs by major type (e.g., grant, contract, personnel 
and payroll, etc.) anywhere in its agency financial report (AFR). 
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
Defense FASAB $873.1 billion Appropriations $799.2 billion Operations, 



Readiness & 
Support23 and 
Military 
Personnel 



$C, $O, $PC, 
$RP, $UO 



A51 



Homeland 
Security 



FASAB $63.6 billion Appropriations $64.8 billion FEMA, CBP, 
USCG24 



$C, $RA, $RP, 
$UO 



A54 



Labor FASAB $127.1 billion Appropriations 
and employer 
taxes 



$139.5 billion Unemployment 
benefits and 
disability 
benefits 



O, $UO A59 



Energy FASAB $50.3 billion Appropriations $56.6 billion Transform Our 
Energy System, 
Secure Our 
Nation, and The 
Science and 
Engineering 
Enterprise25 



$C, $O, $UO A61 



Transportation FASAB $72.7 billion Excise taxes 
and 



$80.3 billion Surface 
transportation 
and air 



$C, $O, $RP, $UO A66 



                                            
23 Defense does not explain what types of expenses make up the category “Operations, Readiness & Support” anywhere in its AFR. 
24 DHS reports costs by major responsibility segment in its statement of net costs.  It does not report costs by major type anywhere in its AFR. 
25 Energy reports costs by strategic goal in its statement of net costs; it does not report costs by major type anywhere in its AFR. Also, 37 percent 
of its net costs are not assigned to any of its goals and are further described in a separate note.   
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
appropriations transportation26 



Health and 
Human 
Services 
(HHS) 



FASAB $924.4 billion Appropriations 
and taxes 



$945.6 billion Medicare and 
health27 



$C, $PC, $RP, 
$UO 



A71 



Education FASAB $93.5 billion Appropriations 
and interest 
income 



$89.9 billion “Increase 
College Access, 
Quality, and 
Completion,” 
“Improve 
Preparation for 
College and 
Career from 
Birth Through 
12th grade,” 
“Ensure 
Equitable 
Educational 
Opportunities for 
All Students,” 
and “American 
Recovery and 
Reinvestment 



RP, $UO A74 



                                            
26 Transportation reports costs by major program in its statement of net costs; it does not report costs by major type anywhere in its AFR. 
27 HHS reports costs by responsibility segment in its statement of net costs with Centers for Medicare and Medicaid Services having the significant 
majority; Figure 2 in the MD&A section breaks its net costs into the following four major budget functions: Medicare, health, income security, and 
education & training.  A table in OAI shows the net cost of the top 20 programs.  It does not report costs by major type anywhere in its AFR. 
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
Act and 
Education Jobs 
Fund”28 



Treasury FASAB $458.1 billion Appropriations $421.5 billion Financial 
Program, 
Economic 
Program, and 
non-entity costs 
(mostly federal 
debt interest)29 



$PC, $RP, $UO A76 



Housing and 
Urban 
Development 



FASAB $59.9 billion Appropriations $61.1 billion Section 830 $PC, $RP, $UO A88 



National 
Science 
Foundation 



FASAB $7.3 billion  Appropriations $7.3 billion Research and 
related 
activities31 



$C, RP, $UO A92 



Environmental 
Protection 
Agency 



FASAB $11.5 billion Appropriations $11.6 billion Clean Air, Clean 
and Safe Water, 
Land 
Preservation and 
Restoration, 
Healthy 



$C, $PC, $RP, 
$UO 



A94 



                                            
28 Education reports costs by major strategic goal in its statement of net costs.  It does not report costs by major type anywhere in its AFR. 
29 Treasury reports costs by major program in its statement of net costs.  It does not report costs by major type anywhere in its AFR. 
30 HUD reports costs by responsibility segment in its statement of net costs.  It does not report costs by major type anywhere in its AFR. 
31 NSF reports costs by major program in its statement of net costs.  It does not report costs by major type anywhere in its AFR. 











Tab E – Risk Assumed Staff Analysis and Recommendations 
 



   



 Tab E – Risk Assumed, Staff Memo Page 42 



 



Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed 
 



Agency FASAB/ 
FASB 



Revenue Expenses Report 
Disclosures21 Page 



Amount Major Types Amount Major Types 
Communities 
and Ecosystems 



Small 
Business 
Administration 



FASAB $6.1 billion Appropriations $4.1 billion Growing 
Businesses and 
Creating Jobs 



$C, $UO A96 



U.S. Agency 
for 
International 
Development 



FASAB $12.5 billion Appropriations $12.4 billion Economic 
Growth, 
Investing in 
People, 
Governing Justly 
and 
Democratically, 
and 
Humanitarian 
Assistance 



$C, $PC, $RP A96 



Department of 
State 



FASAB $31.6 billion Appropriations $30.1 billion Achieving Peace 
and Security, 
Investing in 
People, 
Strengthening 
Consular and 
Management 
Capabilities 



$C, $RP, $UO A97 
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The objective of this session is to obtain member’s views on the 
issues presented in this memo so that staff can begin 



addressing these issues in a timely manner. 
 



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 Julia Ranagan at 202-512-7377 or 



ranaganj@fasab.gov and Monica Valentine at 202-512-7362 or 
valentinem@fasab.gov with a cc to paynew@fasab.gov. 
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QUESTIONS 
 



Question 1 – CURRENT RISK ASSUMED REPORTING 
 
1.   Does the board approve the staff recommendation to begin developing revised 



standards for insurance and guarantee programs to address the inconsistent and 
duplicative reporting in a more timely manner (i.e., as the first phase of the overall 
project; see pages 3 through 11 for related discussion)? 



 
Questions 2a – 2c – CURRENT STANDARDS 
 
2a. Does the board approve the staff recommendation to amend SFFAS 5 to address 



the inconsistency in reporting of major insurance and guarantee programs between 
FASAB and FASB reporting entities (see pages 4 and 12 through 19 for related 
discussion)? 



 
2b. Does the board approve the staff recommendation to develop a separate disclosure 



framework for insurance and guarantee programs (see pages 12 through 19 for 
related discussion)? 



 
2c. Does the board approve the staff recommendation to pursue disclosure of risks 



assumed by some insurance and guarantee programs in the notes to the financial 
statements rather than as RSI (see pages 12 through 19 for related discussion)? 



 
Question 3 – BROADER SCOPE 
 
3.   Does the board approve the staff recommendation to rename the project “Risk 



Assumed and Other Contingencies” to encompass reporting about risks assumed as 
well as other risks and fiscal exposures that are facing the federal government (see 
pages 20 through 24 for related discussion)? 



 
Question 4a – 4c – CURRENT COMMITMENT AND CONTINGENCY REPORTING 
 
4a. Does the board approve the staff recommendation to pursue reporting on 



outstanding grants, contracts, and other undelivered orders beyond one aggregate 
number in the notes to the statements (see pages 25 through 30 for related 
discussion)? 



 
4b. Does the board approve the staff recommendation to pursue detailed disclosures 



about all contractual obligations and other commitments, similar to current 
disclosures about capital and operating leases (see pages 30 through 31 for related 
discussion)? 



 
4c. Does the board approve the staff recommendation to pursue developing a detailed 



disclosure framework for commitment and contingency reporting (see pages 32 
through 36 for related discussion)? 
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3 Available online at http://www.ncua.gov/Legal/RptsPlans/AnnRpts/Pages/annualrpt.aspx; last accessed 
July 30, 2012. 
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4 The TCCUSF Financial Statements are issued separately from NCUA’s Annual Report that contains its 
other four funds. Available online at http://www.ncua.gov/about/Leadership/CO/OIG/Documents/OIG-12-
07CorpStabilFundAudit.pdf; last accessed August 8, 2012. 
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Excerpt from Note 1: Significant Accounting Policies 
 



 
 
Note 17: Commitments and Contingencies 
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2012. 
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Department of Homeland Security FY 2011 Agency Financial Report (contd.) 
 
Excerpt from Management’s Discussion and Analysis 
 



 
 
Excerpt from the Message from the Deputy Chief Financial Officer 
 
Since the Department stood up in 2003, we have worked diligently to strengthen 
financial management to support our mission and to produce timely, reliable financial 
data in support of a clean audit. We have developed strong policies and internal 
controls and critical workforce training programs—fundamental building blocks for 
effective financial management. Using the internal control tools provided by the DHS 
Financial Accountability Act, we have established a culture of integrity, accountability, 
and risk management in all that we do. From the start, we designed our corrective 
actions to build on previous successes and to ensure we could sustain improvements 
made in prior years. The results of the FY 2011 financial statement audit demonstrate 
that DHS financial management continues to improve. Since FY 2005, the Department 
has reduced material weaknesses in internal controls over financial reporting by half. 
 
Excerpt from Other Accompanying Information 
 
In early February 2011, the U.S. Citizenship and Immigration Services (USCIS) Office 
of Security and Integrity (OSI) initiated a Risk Management Special Review to identify 
current risk management efforts across USCIS, gauge their effectiveness, and 
determine steps to be taken in order to coordinate and enhance enterprise risk 
management at USCIS. A charter and work plan were prepared, and OSI formed the 
Enterprise Risk Management Task Force. Staff members from OSI met with DHS risk 
management officials, attended risk management training, created a database for the 
project, and started a pilot risk management program within OSI. At the successful 
conclusion of the pilot, OSI will form a USCIS-wide task force to explore 
implementation of the program throughout USCIS. 
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Excerpt from Other Accompanying Information (contd.) 
 
Other accomplishments include appointment of a Senior Risk Executive to oversee the 
development of the USCIS Risk Management Office and to represent USCIS within the 
DHS Risk Management Office, and the completion of drafts currently under review by 
the Enterprise Risk Management Task Force, including: 
 



• Management Directive that establishes authorities, responsibilities, and 
procedures;  



• Process flow chart that outlines risk identification, mitigation, and information 
lines of communication; and  



• White paper that outlines a general approach to establishing a risk 
management office and the steps necessary to establish an effective risk 
management process within USCIS. 
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Note 23: Material Concentration of Risk 
 



                                            
9 Available online at http://www.dol.gov/dol/aboutdol/main.htm#budget; last accessed June 4, 2012. 
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Note 18: Contingencies and Commitments 
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Excerpt from Note 1: Summary of Significant Accounting Policies 
 



 
 



Note 17: Commitments and Contingencies 



                                            
11 Available online at http://www.dot.gov/about.html#perfbudgplan; last accessed June 4, 2012. 





http://www.dot.gov/about.html#perfbudgplan�








Attachment 1 – Excerpts from Agency Financial Reports 
 



 



 Tab E – Risk Assumed, Attachment 1 Page A67 



Department of Transportation FY 2011 Agency Financial Report (contd.) 
 
Note 17: Commitments and Contingencies (contd.) 
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Note 17: Commitments and Contingencies (contd.) 
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Note 17: Commitments and Contingencies (contd.) 



 



 
 
 











Attachment 1 – Excerpts from Agency Financial Reports 
 



 



 Tab E – Risk Assumed, Attachment 1 Page A70 



Department of Transportation FY 2011 Agency Financial Report (contd.) 
 
Note 17: Commitments and Contingencies (contd.) 
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Note 17: Apportionment Categories of Obligations Incurred and Undelivered Orders 
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last accessed June 4, 2012. 
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18 Available online at http://www.sba.gov/about-sba-services/217; last accessed June 4, 2012. 
19 Available online at http://www.usaid.gov/policy/budget/; last accessed June 4, 2012. 
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Note 19: Other Liabilities 
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Note 19: Other Liabilities (contd.) 
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Note 22: Contingencies (contd.) 
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Note 22: Contingencies (contd.) 
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Note 23: Commitments 
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Note 23: Commitments (contd.) 
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2010-2011 Public Accounts of Canada1



 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



                                            
1 Available online at http://www.tpsgc-pwgsc.gc.ca/recgen/txt/72-eng.html; last accessed July 18, 2012. 
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2010-2011 Public Accounts of Canada (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
 



 











Attachment 3 – Examples of Disclosures in Foreign Federal Financial Statements 
 



 



 Tab E – Risk Assumed, Attachment 3 Page A124 



2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2010-2011 Public Accounts of Canada (contd.) 
 
Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.) 
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2011 Australia Consolidated Financial Statements2



 
 



Excerpt from Note 1: Statement of significant accounting policies 
 



 



                                            
2 Available online at http://www.finance.gov.au/publications/commonwealth-consolidated-financial-
statements/index.html; last accessed July 25, 2012. 
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2011 Australia Consolidated Financial Statements (contd.) 
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2011 Australia Consolidated Financial Statements (contd.) 
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2011 Australia Consolidated Financial Statements (contd.) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



 











Attachment 3 – Examples of Disclosures in Foreign Federal Financial Statements 
 



 



 Tab E – Risk Assumed, Attachment 3 Page A134 



2011 Australia Consolidated Financial Statements (contd.) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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2011 Australia Consolidated Financial Statements (contd.) 
 



Note 35: Contingencies (continued) 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136)3



 
 



 



                                            
3 Dated August 3, 2012; available online at http://www.whitehouse.gov/sites/default/files/omb/assets/ 
omb/circulars/a136/a136_revised_2012.pdf; last accessed August 6, 2012. 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd. 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd. 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd. 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd. 
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd. 
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 Federal Accounting Standards Advisory Board 
______________________________________________________________________ 


_________________________________________________________________________________ 
 


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


 
August 16, 2012 
 
Memorandum 
 
To: Members of the Board 


  
From:  Wendy M. Payne, Executive Director 
 
Subj: Draft Annual Report – Tab H1


 
 


MEETING OBJECTIVES  
 To review a draft annual report and provide comments regarding content 
 Approval of a final annual report is anticipated at the October meeting 


 
BRIEFING MATERIAL 
 Attachment 1 - Draft annual report 
 Attachment 2 - Summary of Performance Surveys 


BACKGROUND 
 
This is the third year the board will produce its annual report. The content of the annual 
report is described in the rules of procedure as follows: 
 


The annual report will provide information regarding: 
1. activities of the Administrative Steering Committee and the Appointments 


Panel, 
2. whether a review of the FASAB’s governance documents, including the 


Rules of Procedure and the Policies and Procedures for the FASAB 
Appointments Panel, was performed by the Board, the Steering 
Committee, or the Appointments Panel during the year 


a. if so, whether any significant changes were made 
b. if not, the date that the last such review was performed 


3. the results of an annual survey of members regarding performance 
relevant to the criteria established for a GAAP standard-setting body, 


                                            
1 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official 
positions of the FASAB are determined only after extensive due process and deliberations. 
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4. any issues identified through the annual confirmation that members were 
independent, adhered to the ethics policy, and that any undue influence 
experienced has been reported, 


5. human and financial resources available during each of the past two years 
and anticipated for the coming year,  


6. future opportunities and challenges including any suggestions for 
continuous improvement, and 


7. the results of a self-assessment of trends in the annual performance 
results every fifth-year. 


 
The attached draft provides the above content. Note however that items 3 and 6—the 
survey results and future opportunities and challenges including suggestions for 
continuous improvement will be augmented or modified based on board discussion.  
 
The board will have an opportunity to discuss the survey results, any suggestions and 
next steps based on the results at the upcoming meeting. Additional text will be drafted 
based on feedback from the members and final results for FY 2012 operations.  
 
Publication of the Three-year Plan 
 
Note that the three-year plan was published in January, 2012, and covered 2012-2014. 
The timing was not ideal because we identified the February meeting to perform our 
annual review of the technical agenda. Members thought it would be ideal to solicit input 
on our plan prior to the review. Last year we solicited input in a relatively short window – 
one month – and discussed the feedback at the February and April meetings.  
 
If members wish to solicit input prior to our February planning session, I suggest we 
combine our annual report and three-year plan in a single document for issuance by 
November 15th each year. The plan would be updated only to reflect (1) revised 
timelines based on work during the year, and (2) any decisions to restructure the active 
project plans (for example, the decision to form three task forces on the reporting model 
project). This would allow us to solicit input over a ten-week period and may increase 
the response rate. 
 
Other alternatives include: 
 


1. Publish separate reports concurrently to focus attention on the 3-year plan 
2. Publish the annual report in November and the 3-year plan in early January to 


enable publication of project plans inclusive of actions through the end of the 
calendar year 
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QUESTIONS FOR THE BOARD 
 


1. Are the required areas sufficiently and clearly addressed? 
2. Is there any additional information that you recommend we include? 
3. Are there any areas that you believe we should omit? 
4. How and when do you wish to publish the three-year plan? 
 
 


I welcome specific editorial suggestions before or after the meeting. (Note that this is a 
first draft and we will be seeking assistance in the final formatting for publication.) 







Attachment 1: Draft Report 
 
 
 
 
 


 


FEDERAL  
ACCOUNTING STANDARDS  


ADVISORY BOARD 
 
 
 
 


ANNUAL REPORT  
For the Year Ended September 30, 2012 


and 
THREE-YEAR PLAN 


Fiscal Years 2013-2015 
 







[Type text] [Type text] Attachment 1: Draft Report 


FASAB FY 2012 ANNUAL REPORT  2 


 
Organization  


 


The Federal Accounting Standards Advisory Board (“FASAB” or “the board”) was established in October, 
1990, by three federal officials responsible for federal financial reporting—the Secretary of the Treasury, the 
Director of the Office of Management and Budget, and the Comptroller General of the United States. These 
three officials possess legal authority under various laws to establish accounting and financial reporting 
standards for the federal government. Together, they entered into and have periodically modified a 
memorandum of understanding creating the board as a federal advisory committee. 


Membership comprises individuals from each of the three federal agencies that established the board (“the 
sponsors”) and six non-federal individuals. 


Mission 
 
The FASAB serves the public interest by improving federal financial reporting through issuing federal 
financial accounting standards and providing guidance after considering the needs of external and internal 
users of federal financial information.   
 
The Mission Supports Public Accountability   
   
Financial reports, which include financial statements prepared in conformity with generally accepted 
accounting principles, are essential for public accountability and for an efficient and effective functioning of 
our democratic system of government.  Thus, the Board plays a major role in fulfilling the government's 
responsibility to be publicly accountable. Federal financial reports should be useful in assessing (1) the 
government’s accountability and its efficiency and effectiveness, and (2) the economic, political, and social 
consequences, whether positive or negative, of the allocation and various uses of federal resources. 
 


Members 
Tom Allen, Chairman 


Norman Dong, Deputy Controller, Office of Management and Budget 


Robert Dacey, Chief Accountant, Government Accountability Office 


Michael Granof 


Sam McCall 


Mark Reger, Deputy Assistant Secretary Accounting Policy, Office of the Fiscal Assistant 
Secretary, Department of the Treasury 


D. Scott Showalter 


Harold Steinberg 


Graylin Smith 
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CHAIRPERSON’S REPORT  


Overview 
 
During fiscal year (FY) 2012, the board took significant action to improve its strategic focus and outreach. 
Members adopted a new mission statement clarifying the board’s focus on serving the public interest. The 
board has long recognized its dual focus on internal and external user needs. Nonetheless, as the source of 
generally accepted accounting principles (GAAP) for the federal government, the board must be committed 
to acting in the interest of the public above all else. The new mission statement is: 


The FASAB serves the public interest by improving federal financial reporting through issuing federal 
financial accounting standards and providing guidance after considering the needs of external and 
internal users of federal financial information.   


The mission statement emphasizes users and their needs. Hence, outreach is a critical element of due 
process. The board improved its outreach by deciding to publish a three-year plan annually. To that end, the 
board reviewed its project plans and prioritized new projects in late 2011. In January, 2012, the board 
published its three-year plan – including a list of potential projects not prioritized for action during the next 
three-years – and invited informal feedback. The response was very positive and the board benefited greatly 
from hearing the views of stakeholders. (See page 
X for our plan-in-brief.) 


 
The board continued its efforts to improve the 
federal financial reporting model and to clarify the 
boundaries of the reporting entity. Both efforts rely 
heavily on the contributions of experts serving on 
task forces and are benefiting from the insights 
they have offered. Task force proposals and ideas 
to improve the reporting model are anticipated early 
in FY 2013. The board anticipates issuing proposed 
standards regarding the reporting entity in the first 
quarter of FY 2013. 
 
The board completed two new standards. The first, 
Deferred Maintenance and Repairs, completes 
long-standing efforts to improve information 
regarding needed maintenance and repairs that 
have been deferred. The second, Dedicated 
Collections, results in a clear presentation of 
internal borrowing as the government uses 
resources collected for a specific purpose for other 
purposes.   
 
This is our third annual report and is intended to provide our stakeholders with an opportunity to consider the 
board’s governance, how well we performed against the AICPA criteria for GAAP standards-setting bodies, 
and monitor our standards setting progress. Your input regarding the content of this report is welcome. 
Please send your comments to fasab@fasab.gov. 
 
 
Board Technical Activities 
 
During this fiscal year, the staff worked with over 180 members serving on eight task forces to support the 
board’s standards-setting efforts. Task forces are formed early in each major project and assist in gathering 
information about current practices, issues, and options. The board greatly appreciates the efforts of these 


Documents Issued During the Fiscal Year Ended 
September 30, 2012 


 


• SFFAS 42—Deferred Maintenance and Repairs, 
Amending Statements of Federal Financial 
Accounting Standards 6, 14, 29 and 32   


• SFFAS 43— Dedicated Collections: Amending 
SFFAS 27, Identifying and Reporting 
Earmarked Funds  


• Technical Release 14—Implementation 
Guidance on the Accounting for the Disposal of 
General Property, Plant & Equipment (PDF) 


• Exposure Draft:  Accounting for Impairment of 
General Property, Plant, and Equipment 
Remaining in Use 


• The FASAB Handbook of Accounting Standards 
and Other Pronouncements, As Amended 
(FASAB Handbook) through June 30, 2012 
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volunteers. The resulting standards are greatly improved by the input we receive from task force members 
and their active participation allows the board to make timely progress on pressing issues. 
 
The board completed its project 
on deferred maintenance and 
repairs in April 2012 with the 
issuance of Statement of Federal 
Financial Accounting Standards 
(SFFAS) 42. The SFFAS will 
improve the measurement and 
reporting of deferred 
maintenance and repairs (DM&R) 
by responding to concerns raised 
by the financial and technical 
communities. The principal 
changes require entities to (1) 
describe their maintenance and 
repairs policies and the 
prioritization of activities, (2) 
identify factors considered in 
determining acceptable condition 
standards, (3) identify the general 
property, plant, and equipment (PP&E) and stewardship PP&E to which DM&R relates, (4) provide DM&R 
balances by category of PP&E, and (5) explain significant changes from the prior year. Through collaboration 
among experts from the government and private sector, the board developed standards that will result in 
understandable, relevant, and reliable information regarding the government’s management of its property, 
plant, and equipment. This information can be useful in considering overall needs for maintenance and 
repairs as well as progress in meeting such needs over time. 


In June, 2012, the board completed amendments resulting from its review of existing standards for reporting 
on earmarked funds. SFFAS 43, Dedicated Collections: Amending SFFAS 27, “Identifying and Reporting 
Earmarked Funds”, will improve reporting on dedicated collections (that is, collections for a specific purpose, 
such as Social Security taxes and Medicare premiums) by adopting more understandable terminology and 
by excluding funds that were not intended to be included in this category. SFFAS 43 will also reduce the 
reporting burden on financial statement preparers by permitting combined rather than consolidated reporting 
on this category of funds. The board hopes the changes will aid users in assessing the magnitude of 
revenues committed for use in specific programs and understanding how such commitments will impact the 
use of resources in the future.  


During the fiscal year, the board also made substantial progress towards issuing standards guiding entities to 
report the effects of impairments to general PP&E in their financial statements when they occur rather than 
as a part of the ongoing depreciation expense for the G-PP&E or upon disposal of the G-PP&E. To enhance 
its own efficient, the board relied heavily on standards established for other governmental entities by the 
Governmental Accounting Standards Board (GASB) and the International Public Sector Accounting 
Standards Board (IPSASB). Further, the board had the advice of a task force throughout its efforts. These 
actions accelerated development of the standards. The board approved a final SFFAS in September and has 
submitted it for review by its sponsors. Upon implementation, the SFFAS would enable users of financial 
statements to discern the cost of impairments when they occur, the financial impact on the reporting entity, 
and the cost of services provided following the impairment. The standards will provide a cost-effective 
approach in light of the diverse universe of federal PP&E. The board believes users will benefit from a 
consistent approach to reporting material impairment losses so that the financial effects of major events can 
be assessed. 


The board considers its reporting model project to be its highest priority. The objective is to ensure the 
information available—both through the general purpose federal financial reports themselves and the 
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systems that support the reports—is relevant and understandable to users. To date, the board has 
completed a user needs study, a report on how accrual-basis financial information is used in other countries, 
task force recommendations for more effective communication from the government-wide perspective, and 
feedback from staff roundtables and interviews regarding financial information about components of the 
government. Changes participants in the most recent roundtables and interviews suggested include the 
following: 


o Restructure the financial statements and develop a statement of spending  


o Require that less time be spent on asset valuation  


o Develop a presentation that shows costs and value delivered  


o Develop a presentation with drilldown capability and improve user interactivity  


o Provide more useful information in the statement of net cost and provide additional cost 
accounting guidance  


o Improve performance reporting 


Based on its extensive research, the board determined the reporting model project should be segmented into 
multiple projects. The segments currently being addressed by the board include improving performance 
reporting, the statement of net cost, and budgetary information. Staff is working with three separate task 
forces for these projects to develop actionable ideas for the board’s consideration.  


The board anticipates issuing proposed standards regarding the federal reporting entity in early FY 2013. 
Development of standards addressing what organizations should be included in the government-wide and 
component level financial reports has been a challenge in light of the complex relationships, roles and 
responsibilities of the federal government. The board has been aided in its efforts by a task force with 
extensive relevant experience. The proposal is expected to address the boundaries of the federal financial 
reporting entity as well as reporting on related parties.  
 
The board initiated two new projects during FY 2012 addressing risk assumed and leases. The staff has 
formed task forces to advise it regarding current practice, issues, and options.  
 
The risk assumed project is being undertaken because existing standards on risk assumed apply only to 
insurance contracts and explicit guarantees (other than loan guarantees). Reporting on all significant risks 
assumed, not just risks related to insurance contracts and explicit guarantees, is important.  
 
The leases project is needed because current standards are viewed by some as ineffective because they do 
not make meaningful distinctions between capital and operating leases regarding the substance of lease 
transactions and to consider emerging standards in other domains. The board hopes to collaborate with 
GASB so that experiences and ideas can be shared and common solutions developed where appropriate. 
 
Implementation Guidance  
Implementation guidance was provided through the Accounting and Auditing Policy Committee (AAPC). The 
AAPC is a committee comprising representatives from the Chief Financial Officers Council, the Council of 
Inspectors General on Integrity and Efficiency, the U. S. Department of the Treasury (“Treasury”), the Office 
of Management and Budget (OMB), and the Government Accountability Office (GAO). The board’s executive 
director serves as chairperson of the committee. While staff support is provided, the committee accomplishes 
its mission largely through the efforts of volunteers serving on task forces. Volunteers come from federal 
agencies, independent public accounting firms, and nonprofits. The committee is currently in the midst of an 
intensive effort to resolve long-standing issues related to accounting for PP&E.  During the year, the 
committee finalized guidance regarding the removal of PP&E from service. In addition, a task force continued 
development of guidance for identifying the costs incurred to place PP&E into service.  


Collaboration 
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During the year, the board worked collaboratively with other standards-setters including GASB, which 
establishes standards for state and local governmental entities, and the IPSASB, which establishes 
international standards for governmental entities. Staff maintains communication on common issues and 
looks for areas where collaboration might be beneficial. In addition, the board’s executive director serves on 
advisory groups for relevant projects at the international level and ensures that the board is aware of 
developments internationally that may influence its work.  


During FY2011, concerns regarding electronic reporting were identified and both the GASB and the FASAB 
encouraged the Association of Government Accountants (AGA) to undertake a research project. The AGA 
report was issued in July, 2012. The report identifies the need for guidance on specific issue areas such as 
definition of terms and formats for presenting information. Preferences for prescriptive guidance or 
identification of best practices were also established. 


Presentations and Other Assistance  


The board and its staff continue to actively support the federal financial management community by providing 
education, facilitating collaboration among agencies, presenting information and ideas in journal articles, and 
assisting others. Over XX hours of educational training were provided by members and staff through their 
participation in international, national, regional and local conferences sponsored by groups such as the 
AICPA, AGA, state CPA societies, and the American Accounting Association. Four hours of continuing 
professional education were provided free of charge to over 70 individuals who attended an accounting 
forum hosted by the staff. In addition, staff members routinely provide assistance to accounting textbook 
authors and respond to questions regarding federal accounting. 


Conclusion 
 
The board’s accomplishments were many this year and we hope to continue to contribute to improving 
federal governmental transparency and accountability. In 2012, we bid farewell to three accomplished 
members who will be missed—Debra Bond, Norwood Jackson, and Alan Schumacher. Each shared their 
talents tirelessly with the board and contributed greatly to the board’s mission.  
 
During the year, we welcomed three new members—Norman Dong, Sam McCall and Graylin Smith. Each 
brings unique perspectives to the important issues before the board and I am confident each will contribute 
to development of important proposals during their time on the board.   
 
 
 
TOM ALLEN (signature)  
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GOVERNANCE AND OPERATIONS 


Governance Activities 
 
As reported earlier, the board adopted a new mission statement in FY 2012. No changes to the board’s rules 
of procedure (adopted in 2010) were made during FY 2012.  


 
The Steering Committee, composed of the members representing Treasury, OMB and GAO and the 
chairman, annually review the operating budget and participate in ongoing Appointments Panel activities. 
Committee members continued to emphasize the budget constraints faced by all agencies and affirmed their 
commitment to supporting the needs of the board. Budgetary resources are reported in the following section. 
Final approval of FY 2013 and 2014 resources is dependent on appropriations established through the 
federal legislative process. The committee also provided the executive director’s annual performance 
appraisal and set expectations. 
 
The Appointments Panel, established in 1999, assists the board’s sponsors in 
recruiting and selecting non-federal members and provides advice regarding 
the board’s ongoing efforts to improve its operations. The panel comprises the 
members of the Steering Committee, two representatives of the AICPA, and 
one representative of the Financial Accounting Foundation.  Two new 
members joined the panel during FY2012 representing the FAF and the 
AICPA. Members leaving the panel during the year included John Radford, 
FAF, and Beryl Davis, AICPA. Mr. Radford and Ms. Davis provided 
exceptional insights while on the panel and will be missed. 
 
The panel’s assistance is an important factor in the board’s independence 
and continued conformance to the criteria for a GAAP standards-setting body. 
The panel assists in preparing the board’s annual reports and monitors the 
annual performance survey so that any concerns regarding the board’s status as a GAAP standards-setting 
body may be conveyed to the AICPA in a timely manner. In addition, the panel established a timeline for 
member recruitment activities related to appointments occurring in the next three years.  


 
 
Performance Results 
To annually assess conformance to the five criteria essential for a GAAP standards-setting body, members 
annually confirm their independence and adherence to its ethics policy as well as complete a board 
performance survey. The annual performance survey allows each member to identify any changes – whether 
positive or negative – in the board’s performance relative to the five criteria. Members are encouraged to 


Appointments Panel 
Members 


Tom Allen, Chairman 


Robert Dacey, GAO 


Cynthia Eisenhauer, FAF  


F. Carter Heim, AICPA  


Harold Monk, AICPA 


Norman Dong, OMB  
 
Mark Reger, Treasury 


 
AICPA Rule 203 Criteria 


 
Independence – The body should be independent from the undue influence of its constituency.                    
Due Process and Standards – The body should follow a due process that is documented and open to all relevant aspects or 
alternatives.  The body’s aim should be to produce standards that are timely and that provide for full, fair, and comparable 
disclosure. 
Domain and Authority – The body should have a unique constituency not served by another existing Rule 203 standards-
setting body.  Its standards should be generally accepted by its constituencies. 
Human and Financial Resources – The body should have sufficient funds to support its work.  Its members and staff should 
be highly knowledgeable in all relevant areas. 
Comprehensiveness and Consistency – The body should approach its processes comprehensively and follow concepts 
consistent with those of existing Rule 203 standards-setting bodies for analogous circumstances. 
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offer an explanation for their views as well as their suggestions 
for future improvements. This annual report summarizes the 
results so that individual member views are made publicly 
available on a timely basis. 
 
In addition to these annual processes, members have agreed 
that the AICPA will be notified of any reportable events as they 
occur. Together, these efforts serve to alert the AICPA to 
significant changes relevant to the board’s continued 
conformance with the established criteria and its ongoing 
recognition as the GAAP standards-setting body for federal 
governmental entities.  
 
This year all members confirmed they conformed to the 
requirements regarding independence, ethics, and undue 
influence. Further, the survey results show no significant 
change during the year but some concern regarding future 
resources. Chart 1 below reports the number of members who 
believed the board improved, stayed the same, or declined 
when considering three criteria: (1) due process, (2) knowledge 
of staff and members, and (3) comprehensiveness and 
consistency.  
 
Members noting improvement in due process attributed it to 
increased use of task forces, solicitation of input on the three-
year plan, and improvements in staff briefing materials bringing greater focus to meetings. Some suggested 
further improvement could be obtained by engaging members of the federal financial management 
community earlier in the process of developing standards. Some encouraged greater collaboration with 
GASB and IPSASB as a means to further improve comprehensiveness and consistency. Regarding the 
knowledge of members and staff, some expressed concern regarding the depth and breadth of knowledge 
over time and suggested ways to leverage our resources and obtain skills not adequately represented. 
 


 
 
 
 
 


 
ANNUAL CONFIRMATION  
PROVIDED BY MEMBERS 


Independence: 
I acknowledge that I have neither personal 
nor external impairments that will keep me 
from objectively reaching independent 
conclusions on matters under consideration 
by FASAB, nor did I during the preceding 
fiscal year. I will promptly notify the 
Chairperson if my independence is or may 
be impaired. 


Ethics: 
I have reviewed the FASAB ethics policy 
and confirm that I satisfied all requirements 
and limitations established under the policy 
during the preceding fiscal year.  
 
Undue Influence: 
I have notified the Chairperson of any and all 
matters that I judge to be undue influence. 
“Undue influence” is defined as external 
influences or pressures that impact a member's 
ability to objectively reach and/or communicate 
independent conclusions. 
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For the remaining two criteria (domain and authority, and human and financial resources), the survey solicits 
narrative responses rather than an assessment of changes. This facilitates identification of ideas for 
improvement. In FY 2011, five ideas were adopted for action. The status of these improvement efforts is 
reported in Table 1 below. 
 
In FY 2012, ideas for improving board operations also were provided by individual members. Members noted 
the extensive outreach to and participation by outside parties in developing standards is continuing as noted 
in the prior year. Members made suggestions such as (a) seek specialized expertise from relevant 
communities or agencies, (b) increase staff resources on the reporting model project, and (c) focus 
resources on the greatest needs.  
 
Members expressed varying views regarding resources both for the current fiscal year and in the future (see 
the resources section below for 
detailed information about resources). 
Some members noted that the priority 
projects identified in the technical 
agenda for the upcoming three-year 
period were adequately resourced 
considering the support offered 
through task force volunteers. Other 
members noted that projects would 
advance more quickly with more staff. 
Some members also expressed 
reservations about the potential 
impact of staff turnover as well as the 
shortening of board meetings in some 
instances. Generally, members 
agreed that the present budget 
constraints faced by all federal 
agencies mean that the board should 
make every effort to improve its own 
efficiency, be mindful of the agencies’ 
ability to implement new standards, 
and focus on matters of most 
importance to stakeholders.  


 


RESOURCES 


 
 
The board’s budgetary resources have been relatively stable since the significant reduction taken in FY 
2010. Individual members have noted that the smaller staff size - as well as the timing of deliberations on 
new projects – results in shorter meetings and slower progress. Still, the three-year technical agenda can be 
accomplished with approved FY 2012 staffing levels supported by the work of task forces and possibly staff 
assigned by agencies to work with FASAB. However, approved staffing levels are not being realized due to 
recent staff turnover. Following the resignation of an experienced staff member the steering committee has 
approved filling the vacancy. However, administrative approval to advertise the vacancy has been withheld 
pending resolution of the possible January, 2013, sequestration. Failing to fill the vacancy timely may 
significantly delay progress on the technical agenda and has made it challenging to respond to ongoing 
technical inquiries and provide a liaison to standing government-wide groups such as the US Standard 
General Ledger committee.  
 
Actual funding levels are dependent on final FY 2013 appropriations and will be determined after 
appropriations are provided to each of the board’s sponsors. Chart 2, Budget 2010-2013, illustrates budget 


Table 1: Status of FY2011 Improvement Recommendations 
Recommendation Status 


1. Increase efforts to solicit 
outside input and assistance 
on projects 


On-going with significant 
participation from previously 
under-represented groups on 
new task forces 


2. Contact organizations 
sponsoring intern programs 
to coordinate opportunities 


On-going with one intern serving 
during Spring 2012 


3. Establish an annual cycle 
for reviewing its technical 
agenda 


Established an annual review 
beginning in February 2012 


4. Publish its technical 
agenda annually and include 
information about how to 
convey suggestions to the 
board 


Published the technical agenda in 
January 2012 and received five 
comments (Discuss options for 
2013 – timing) 


5. Improve the availability of 
draft electronic documents to 
members to allow for more 
efficient review and input to 
staff 


Word versions of draft Board 
documents are now routinely 
provided to members 
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resources used during FY 2010 through FY 2012 as well as anticipated resources for FY 2013. Chart 3, Staff 
Time by Activity, illustrates how resources were used during FY 2012.   
 


 
 
 
 
Chart 3 – staff time by activity to be included in next version. 
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TECHNICAL AGENDA 


FROM THE CHAIRPERSON 


We hope this annual report aids us in engaging our stakeholders—both in understanding our 
performance in the prior year and in planning our technical agenda. The board’s stakeholders 
include those who use, prepare and audit financial reports. Users of federal financial information 
include citizens, citizen intermediaries, elected and appointed officials, and financial and program 
managers. By publishing this three-year plan as a component of our annual report we hope our 
stakeholders will be able to: 


• Participate fully in the standards-setting process 
• Plan for changes in generally accepted accounting principles (GAAP) 


Stakeholder participation in the standards-setting process is critical to effective standards-setting. 
There are many opportunities to participate such as by helping to identify high priority projects, 
volunteering for task forces created to support ongoing projects, providing informal assistance 
directly to staff, and/or responding to formal requests for comments on proposals.  
In February, 2013, we will discuss our priorities and make needed adjustments to this plan. Your 
assistance in identifying areas needing attention would be very helpful in that discussion. We would 
greatly appreciate receiving such input before January 31, 2013.  
The board is well aware of the challenges facing the federal financial management community and 
potential users of financial statements. We carefully consider the costs to our stakeholders as well as 
the benefits. Your input regarding any specific areas where the costs of providing or using GAAP 
based information outweigh the benefits would be helpful to us in setting priorities.  
Challenges such as budget constraints and new initiatives make planning for changes in GAAP 
more important than ever. An awareness of the board’s expectations regarding major projects—both 
their timing and scope—will be helpful to those who must plan to implement future standards as 
well as those relying on financial statements for information.  


How the Board Establishes Its Three-Year Plan  


In its 2006 Strategic Directions Report, Clarifying FASAB’s Near- Term Role in Achieving 
Objectives of Federal Financial Reporting, the board established that it will prioritize projects 
based on:  


1. the likelihood that potential projects will significantly contribute to meeting the operating 
performance and stewardship reporting objectives established in Statement of Federal 
Financial Accounting Concepts 1, Objectives of Federal Financial Reporting 
2. the criteria for ranking projects adopted in October 2004: 


a. significance of the issue relative to meeting reporting objectives 
b. pervasiveness of the issue among federal entities 
c. technical outlook and resource needs 
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Early in 2011, the board confirmed the 2006 Strategic Directions Report did not require updating 
and the board would continue to plan based on the above factors. An addendum announced this 
decision and identified factors such as recent developments, conditions, and trends individual 
members believe are likely to influence federal financial reporting. The factors considered 
significant by individual members include (1) a focus on citizens and citizen intermediaries as the 
primary users of the financial report of the US government, (2) budgetary pressures from resource 
limitations, (3) increasing risks, and (4) more electronic reporting. The addendum illustrates how 
individual members believe these factors relate to standards-setting and is available at 
http://fasab.gov/pdffiles/strat_directions2011.pdf  
The board first published its three-year plan in January, 2012. Several responses were received and 
the board considered them along with information gathered from prior outreach, federal and non-
federal member experiences, and staff input. The board will review its plans annually to ensure it is 
focusing on areas of the greatest importance to its stakeholders. 


How You Can Submit Feedback on the Three-Year Plan 


The board welcomes stakeholder feedback on all aspects of its work. This document presents the 
three-year plan in brief on page 15. A project plan for each active project follows. The final item in 
the document is a list of potential projects considered by the board. You are welcome to submit 
suggestions on any aspect of this material or any ideas not presented herein. 
If you have suggestions regarding the three-year plan, please submit them by email to: 
 


fasab@fasab.gov 
 


Or in hard copy to: 
 
Wendy M. Payne, Executive Director 
Federal Accounting Standards Advisory Board 
441 G Street NW 
Suite 6814 
Washington, DC 20548  


 
If you have questions regarding the three-year plan, please feel free to contact Ms. Payne 
at 202 512-7350. 
 
Sincerely, 


 
 
Tom Allen 
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Chairperson 
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FIGURE 1: THREE-YEAR PLAN IN BRIEF 
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Project and Objective FY2012 FY2013 FY2014 FY2015 FY2016 
and 


Later 
 
Leases 
Evaluate existing standards to 
improve comparability and 
completeness of reporting  Develop Exposure 


Draft 


Issue 
Exposure 


Draft, 
Public 


Hearing and 
Redeliberat


e 
 


Finalize 
Standards 


 


 
Risk Assumed 
Develop standards so that 
information about risks 
assumed by the federal 
government and their potential 
financial impacts are available 


Develop Issues 
and Options 


Develop and Issue 
Exposure Draft 


Public 
Hearing and 
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e 
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Needed 


 
Investments in non-federal 
securities 
Consider how the financial 
effects of such investments 
should be measured, 
recognized, and reported 
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[Remaining pages would present updated project plans for each active and planned project followed 
by the list of potential projects. See http://www.fasab.gov/pdffiles/annual_report_2012.pdf for the 
January 2012 published Three-Year Plan.] 
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FASAB Staff 
 


Wendy Payne, Executive Director 202 512-7357 paynew@fasab.gov 


Terri Pinkney, Executive Assistant 202 512-7350 pinkneyt@fasab.gov 


Charles Jackson, Administrative Officer 202 512-7352 jacksoncw1@fasab.gov 


Melissa Loughan, Assistant Director 202 512-5976 loughanm@fasab.gov 


Julia Ranagan, Assistant Director 202 512-7377 ranaganj@fasab.gov 


Domenic Savini, Assistant Director 202 512-6841 savinid@fasab.gov 


Ross Simms, Assistant Director 202 512-2512 simmsr@fasab.gov 


Monica Valentine, Assistant Director 202 512-7362 valentinem@fasab.gov 


 


 
We want to hear from you 


 
Do you like this report? Do you believe it should include any other information? 


 
Please let us know by contacting the Chairman at FASAB@FASAB.GOV or 202.512.7350. 
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 Federal Accounting Standards Advisory Board 
______________________________________________________________________ 


_________________________________________________________________________________ 
 


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


 
August 16, 2012 
 
Memorandum 
 
To: Members of the Board 
 
  
From:  Melissa Loughan, Assistant Director 
 


  
Through: Wendy M. Payne, Executive Director 
 
Subj: Federal Reporting Entity--Tab B1   
 
MEETING OBJECTIVES  


 To approve changes to the Draft Exposure Draft (ED) Identifying and Reporting 
upon Organizations to Include in General Purpose Federal Financial Reports.  


 


The objectives for the August Board meeting are to approve changes since the last 
meeting to the Draft ED.  These changes and actions on related party will enable staff to 
prepare a pre-ballot ED for review at the October meeting.   


  


The Board will also be asked to consider an alternate version of the proposed standards 
section of the ED that incorporates certain proposed language from Mr. Steinberg.  As 
you may recall, it was agreed that Mr. Steinberg would develop new language for 
reconsideration at this 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.  In addition, the following items are 
attached: 


                                            
1 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official 
positions of the FASAB are determined only after extensive due process and deliberations. 
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 Attachment 1: Draft ED Identifying and Reporting upon Organizations to Include 
in General Purpose Federal Financial Reports 


 Attachment 2: Alternate Draft of Proposed Standards (including both a tracked 
changes and a clean version) 


 Attachment 3: SFFAC 2, Entity and Display 


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


 


BACKGROUND 


As you may recall at the June 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 may require 
review of part or all of the ED between meetings.   
 
It will most likely be contingent upon the Board’s decisions and extent of changes after 
the consideration of a member’s proposal to revise the principles and terms in the ED 
as well considering the Board’s views regarding related party.  


 
****************** 


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. 
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STAFF ANALYSIS AND RECOMMENDATIONS 
 
1.  Updated Exposure Draft for Decisions at June Meeting and 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 June 
meeting.   


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


For example, the additional requirements for non-core entities exercising sovereign 
powers (now paragraph 71) were moved after the examples.  In addition, requirements 
to disclose relevant activity and future exposures language (from paragraph 69 b and c) 
were repeated in paragraph 71 for clarity of the objectives. 


There were several other changes agreed upon and detailed in the minutes. (See 
changes noted throughout Attachment 1—Draft ED which reference the page number 
of the June minutes.)  


Certain changes staff wanted to point out to the Board as they relate to new language 
for the Board’s review as described below. 


 
A member asked if there could be a situation where there are material transactions not 
meeting par. 55 and therefore core and non-core entities for which a component 
reporting entity has been assigned accountability responsibilities would not be included 
in the GPFFR.  He suggested that perhaps there should be a catchall some where for 
material transactions (versus just the managerial or accountability functions and 
responsibilities as described).  Staff agreed to consider the issue before the next 
meeting. 
 


Staff determined the best resolution would be to add the following to paragraph 55 d. 
(10.) as an example of a continuing relationship 


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


 


Question 1 for the Board: 
 
Does the Board generally agree with the proposed language to address material 
transactions that may not otherwise meet the criteria in par 55? 
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A member also requested staff to consider the last sentence of par. 59 because the 
organization could be part of another component reporting entity as well, not only the 
government-wide GPFFR.   


Staff proposes the following language: 
 


While such conditions are expected to be rare, if it would be misleading to include the 
organization in the component reporting entity GPFFR, the organization may be excluded so 
long as it prepares its own GPFFR which is consolidated in a larger reporting entity (which 
could be the government-wide reporting entity or another component reporting entity). 


 


Question 2: for the Board: 
 
Does the Board generally agree with the proposed language to address that the 
organization could be a part of a component reporting entity as well as the 
government-wide GPFFR? 


At the June meeting, the Board considered a Marked Statement showing amendments 
to Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity and Display.  
It provided an overview of existing paragraphs that staff anticipated would be rescinded 
as well as some other changes that included some additional language.  The Board 
generally approved those changes as well as staff’s plan to rescind additional 
paragraphs in the introduction.  Staff was also directed to consider whether a stronger 
accountability link could be made in SFFAC 2.   
 


For this meeting, staff has proposed amendments to SFFAC 2 for incorporation into the 
Draft ED.  The purpose of the section of the Statement is to propose amendments to 
SFFAC 2 by providing 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 and 
are a result of concepts that go beyond conceptual guidance and appear to establish 
standards within a concepts statement. Deleting this will avoid any confusion regarding 
the role of the inclusion principles presented in the draft standards without creating a 
void in concepts.  


As directed by the Board, minimal conforming changes have been proposed to SFFAC 
2.  Therefore, no changes were made to paragraphs 54—77 and 79 – 112, because 
those concepts are outside the scope of the ED.  In addition, paragraphs 11-37 remain 
as is with no proposed changes.   


The proposed language for the Effect on Existing Concepts-- Proposed Amendments to 
SFFAC 2, Entity and Display, can be found in the ED at paragraphs 77-91. 
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Question 3 for the Board: 
 


Does the Board generally agree with the Proposed Amendments to SFFAC 2, 
Entity and Display?  


 


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.   


 


In addition, staff wanted to note the following additional changes: 


 Staff updated the Executive Summary to provide a better overview of the 
Statement and description of core and non-core entities.   


 Added new questions for respondents. 


 Included an effective date for the proposed standard based on the 
implementation timeline provided by the sponsor agencies and discussed by the 
Board at the last meeting.  The effective date is for periods beginning after 
September 30, 2015. 


 The Basis for Conclusions was updated to reflect decisions made at recent 
meetings. 


 
Question 4 for the Board: 
 
Does the Board generally agree with the proposed language—to update the 
executive summary, questions for respondents, effective date and basis for 
conclusions? 


 
 
Question 5 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? 
 
 
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 pre-ballot draft? 
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2.  Alternate Draft of Proposed Standards 
 
 
At the June meeting, Mr. Steinberg expressed concern with several aspects of the 
proposed standards.  As detailed in the minutes, he explained there was issue with 
what one considers core and non-core.  In addition he had concern with the treatment of 
Federal Reserve and bailout entities.  He had worked on an outline with another 
member and Chairman Allen requested that he bring proposed language to the August 
meeting for the Board’s consideration. 
 
 Attachment 2: Alternate Draft of Proposed Standards provides the new language and 
was finalized by Mr. Steinberg. 
 
Based on a quick review of the alternative, staff notes the following differences between 
the alternate draft and the ED: 
 


1. Revised key terminology by replacing the following: ‘core’ with ‘consolidated’ and 
‘non-core’ with ‘disclosed’  


2. Changed the  ‘included’ in GPFFR language to ‘reported’ in GPFFR 
3. Added a definition of sovereign powers 
4. Required disclosures about intervention entities even if they are not owned or 


controlled so that all interventions are addressed in a single standard 
5. Additional/ Revised language on Receiverships and Conservatorships 
6. Added “governmental” entities with Quasi-governmental and/or Financially 


Independent as an illustrative type of disclosed entity  
7. Added an objective for the disclosures relating to “disclosed” entities for 


“Organization” so that readers will understand the governance structure that 
differentiates the disclosed entity from consolidated entities 


8. Removed the enumerated disclosures tailored to and required for entities 
exercising powers reserved to the sovereign  


While the above list may not be all encompassing of the differences, it highlights the 
main differences.  From these, staff notes the following initial concerns with moving 
forward with this alternate proposal: 
 
 
 
New Terms—While the new terms ‘consolidated entities’ and ‘disclosed entities’ 
adequately describe the financial statement presentation of core and non-core entities 
and could be made workable, staff does not believe the change provides greater clarity 
and, therefore, a better alternative for the proposed standard.  Staff recalls when the 
Board voted on the terms “core” and “non-core” during the December 2010 and 
ultimately at the February 2011 meetings, the Board considered several factors—but 
the deciding factor was that they were ‘new terms’ and could not be confused with terms 
used by other standards setters while trying to avoid any bright lines.  Staff believes the 
terms ‘consolidated’ and ‘disclosed’ are not new terms and have well known meanings 
that make it challenging to read and understand in the alternative standards. For 
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example, other entities may also be “disclosed” in reports such as entities that are party 
to lawsuits, partners in joint ventures, or even related parties. Further, adapting to 
“reporting” – as a replacement for “inclusion” - is equally challenging when one 
considers the meaning compared to ‘including an organization in the reports.’  
 
Other Technical Issues—Staff also notes there will be other technical areas that will 
have to be revisited, such as clarity regarding receiverships and conservatorships that 
may eventually assume characteristics of core/consolidated entities. Further, whether 
the additional disclosure objective for non-core/disclosed entities overlaps with other 
objectives and is relevant for all non-core/disclosed entities should be considered. 
 
Staff has not had an opportunity to review the ED sufficiently to identify all potential 
areas, but will need to do so if the Board adopts all or part of the alternative draft.  Note, 
however, that our brief review did find some editorial changes that are clear 
improvements. Where an improvement in wording does not change a requirement, we 
will adopt the edit in the next version. 
 
 
Question 7 for the Board: 
 
Mr. Steinberg provided the following discussion questions regarding his alternative: 
 


I also suggest that neither this draft nor any other draft be word smithed2 until the 
Board members resolve five key issues.  They are: 
 
 


1)  Should Federal Reserve System be part of GPFFR? ( I assume this has been 
resolved, but one never knows.) 


  
2)  For a principles-based standard, in which there should be no uncertainty 


regarding inclusion of the Federal Reserve System in the GPFFR,  is the 
Consolidated/Disclosed construct (with Disclosed encompassing Quasi-
Governmental/Financially Independent, Receiverships and Conservatorships, 
and Interventions) preferable to the original core/non-core construct? 


  
3)  Is inclusion of the Federal Reserve System as a disclosed entity rather than 


consolidated acceptable to the Members? 
  
4)  What are the principles that support designation of the Federal Reserve System 


as a disclosed entity rather than a consolidated entity? 
  


5) Is the language addressing the required disclosures sufficient?  (I don’t think  
Board should rely on the fact that there has been disclosures since 1997 by the 
former and present preparers and auditors.  That can change.).  


                                            
2 Note that Mr. Steinberg’s material is included last because it arrived after the remaining materials were 
complete. This does not require that it be discussed last at the meeting. 
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Per Hal - There are some other issues that need to be addressed also.  One is 
explaining why the General Fund, which is a fund, not an organization, should be 
included in the GPFFR.  Another is whether disclosures for the museums and 
universities, which are a combination of amounts in the budget and amounts 
received from donors, grantors, and others, should a) describe the bifurcated nature 
of the organizations, and/or b) be concerned with only the appropriated funds or with 
the entire organization. 
 


 
QUESTIONS FOR THE BOARD 


 


  
 


1. Does the Board generally agree with the proposed language to address 
material transactions that may not otherwise meet the criteria in par 55? 


2. Does the Board generally agree with the proposed language to address 
that the organization could be a part of a component reporting entity as 
well as the government-wide GPFFR? 


3. Does the Board generally agree with the Proposed Amendments to SFFAC 
2, Entity and Display? 


4. Does the Board generally agree with the proposed language—to update the 
executive summary, questions for respondents, effective date and basis for 
conclusions? 
 


5. 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? 


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


7. Mr. Steinberg’s questions are: 
 


1)  Should Federal Reserve System be part of GPFFR? ( I assume this has been 
resolved, but one never knows.) 


  
2)  For a principles-based standard, in which there should be no uncertainty 


regarding inclusion of the Federal Reserve System in the GPFFR,  is the 
Consolidated/Disclosed construct (with Disclosed encompassing Quasi-
Governmental/Financially Independent, Receiverships and Conservatorships, 
and Interventions) preferable to the original core/non-core construct? 
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3)  Is inclusion of the Federal Reserve System as a disclosed entity rather than 
consolidated acceptable to the Members? 


  
4)  What are the principles that support designation of the Federal Reserve System 


as a disclosed entity rather than a consolidated entity? 
  


5) Is the language addressing the required disclosures sufficient?  (I don’t think  
Board should rely on the fact that there has been disclosures since 1997 by the 
former and present preparers and auditors.  That can change.).  
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Executive Summary 


What is the Board proposing? 


The Board is proposing principles to ensure organizations for which elected officials are 
accountable are included in general purpose federal financial reports (GPFFR). The 
principles proposed to guide financial reporting recognize the complex tools available to 
and used by elected officials to tackle public problems. Those tools include the ability to 
create organizations with varying legal designations (for example, government 
agencies, not-for-profit organizations, corporations) and 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 purposes. Instead, tThis exposure draft 
(ED) provides principles to guide preparers in determining what organizations are 
required to be included in the reporting entity’s GPFFR for 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 expectation of 
benefits or risk of loss. 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 the organization. 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 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 “core entities.” 
 
Consolidation is not appropriate for organizations operating with a high degree of 
autonomy. Some organizations that meet the principles for inclusion are intended to be 
non-taxpayer funded and insulated from political influence.  Presenting information 
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 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 
“non-core entities.” 
 


Comment [owner1]: Additional information 
about core/non-core was added. 
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The Board proposes each component reporting entity include all organizations for which 
it is accountable; that includes all core and non-core entities administratively assigned 
to it.  The Board proposes financial information of core entities be consolidated and 
information about non-core entities be disclosed in the GPFFRs.  The Statement allows 
flexibility in the disclosures as long as the disclosures meet the objectives described in 
ED. The objectives are that information should be provided about the core entity’s 
relationship with the non-core entities, the relevant activity during the reporting period, 
and future exposures to risks and rewards.  
 
The Board proposes each component reporting entity include all organizations for which 
it is accountable; that includes all core and non-core entities administratively assigned 
to it.   
 
 
Related party-open issue Tab C in August. 
   
The proposed Statement would be effective for periods beginning after September 30, 
20XX15.  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 
and component reporting entities.  This will ensure that users of GPFFR are provided 
with comprehensive financial information about federal reporting entities and its relevant 
activities and relationships so as to determine whethermeet federal financial reporting 
objectives are met. 


In meeting the Objectives of Federal Financial Reporting, identifying the organizations 
for inclusion in the government-wide reporting entity and component reporting entities 
isare critical to creating transparent reports to support accountability.  As a democracy, 
elected officials are to be held accountable to the public and financial statements 
provide them with a means of doing so.1  In order to achieve accountability, the content 
and structure of the financial reports should be clear, complete and comprehensibleve 
to citizens.     


                                             
1 Par. 74, SFFAC 1, Objectives of Federal Financial Reporting. 
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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 6K17VH19  
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 
included in the government-wide report: 


 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. 


 When the federal government holds a majority ownership interest. 


 An organization that is controlled by the federal government with the expectation of 
benefits or risk of loss. 


In addition, the Board is proposing that an organization be included 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 A14- A31 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 two types of entities for inclusion in general purpose federal 
financial reports: core entities and non-core entities.  Core 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 core federal government goods and services on a 
non-market basis.  In contrast, non-core 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 core entities be consolidated in the government-wide financial 
statements. The Board proposes that information about non-core entities be disclosed 
in the government-wide report.  The Statement allows flexibility in the disclosures as 
long as the disclosures meet the objectives described in Disclosures for Non-core 
Entities after considering the Factors in Determining Non-Core Entity Disclosures. 


Refer to paragraphs 35- 50 and 61-71 of the proposed standards and paragraphs 
A34A50,  A49, A59 and  A65-A76  in Appendix A - Basis for Conclusions for a 
discussion and related explanation. 


a. Do you agree or disagree with thethere is a need to distinguishction 
between core and non-core entities?  Please provide the rationale for 
your answer. 


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


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


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


Refer to paragraph 6263 of the proposed standards and paragraphs A60-A64 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. 


 
   


Q4. The Board proposes each component reporting entity include organizations for 
which it is accountable; that includes core and non-core entities administratively 
assigned to it, and non-core entities with which it has a comprehensive relationship.  
Administrative assignments can be identified by evaluating: the scope of the budget and 
budget approval process, whether accountability is established within a component 
entity, and other significant relationships considerationsthat may be misleading to 
exclude and/or misleading to include. 


Refer to paragraphs 51-60 of the proposed standards and paragraphs A50-A56 in 
Appendix A - Basis for Conclusions for a discussion and related explanation. 
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Do you agree or disagree with the above referenced requirement?  Please 
provide the rationale for your answers. 


 


 


Q5. SFFAC 2 identified certain entities or types of entities (the Federal Reserve 
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 can be applied to the entities previously excluded and conclusions 
reached if a previously excluded entity is to be include based on these principles, 
principles are proposed to decide to consider whether the entities are core or non-core 
entities.  These decisions would  and accordingly may affect the manner in which they 
whether or how they are included in the general purpose federal financial reports.  
Therefore, SFFAC 2 is being amended to remove those these specific provisions. 


Refer to paragraph A77 in Appendix A - Basis for Conclusions for a discussion and 
related explanation. 


  


Do you agree or disagree?  Please provide the rationale for your answer.   


 


Q6. Related Party Question (Tab C)-- open issue TBD. 


Q6.  


Q7. The Board proposes minimal conforming changes to SFFAC 2 to rescind or 
amend language that appear to establish standards within a concepts statement.  
Deleting this will avoid any confusion regarding the role of the inclusion principles 
presented in the draft standards without creating a void in concepts.  


Refer to paragraphs 77-91 of the proposed standards and paragraphs A78-A80 in 
Appendix A - Basis for Conclusions for a discussion and related explanation. 


 Do you agree or disagree with the amendments?  Please provide the 
rationale for your answer.   


  


Q8. The Board proposes the Statement and Amendments to SFFAC 2, Entity and 
Display have an effective date of periods beginning after September 30, 2015.   
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 Do you agree or disagree with this effective date?  Please provide 
the rationale for your answer. 


  


  


Q9. The Statement includes two non-authoritative appendices to assist users in the 
application of the proposed standards.  The Flowchart at Appendix B is a helpful tool in 
applying the principles established.  The Illustrations 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-Illustration 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? 


 


Q7. Question on SFFAC conforming amendments 


Q8.Q10. 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 


1. The federal government and its relationships with organizations have become 
increasingly complex. Notwithstanding these complexities, general purpose 
federal financial reports2 (GPFFR) for the government-wide reporting entity 
should be broad enough to report the Congress and/or the President’s 
accountability for the federal government and 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 reporting entity, questions have continued 
in this area indicating the need for standards.3 Standards that can be used to 
identify organizations to include in the financial reports of the government-wide 
reporting entity and each component reporting entity are important to meeting 
federal financial reporting objectives.   


2. This Statement guides preparers of GPFFRs in determining what organizations 
to include in the financial reports, whether such entities are core (consolidated) or 
non-core4 (disclosed), and what information should be presented.  This guidance 
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. 


3. 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 included in the government-wide GPFFRreporting 
entity. Even in cases where legislation indicates an organization is “not an 


                                             
2 The term “general purpose federal financial report” is used throughout this Statement as a generic term 
to refer to the report that contains the 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. 
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. 
4 The distinction between core and non-core entities is based on the degrees to which 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 about Core Entities and Non-core Entities. 


Comment [owner2]: Adding reference 
regarding consolidated & disclosed was 
suggested by a member to lessen confusion 
about the difference and meaning of included in 
the financial reports 


Comment [owner3]: Member requested the 
terms core & non-core be referenced since 
introduced for the first time. 
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agency or instrumentality” of the federal government, the organization should be 
assessed against the guidance contained in this Statement to determine whether 
it should be included in the reporting entity’s GPFFR. Inclusion is the result of an 
indication of the need for 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. 


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 
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.   


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 included in the GPFFR of entities applying 
SFFAS 34, 


c. the manner in which what information should be presented for 
organizations included in the GPFFR, and 


d. what, disclosures, if any, are needed regarding related parties. 


 


 


Definitions 


Definitions in paragraphs 7 through 10 are presented first because of their importance in 
understanding the Statement.  Other terms shown in boldface type the first time they 
appear in this document are presented in the Glossary at Appendix D.  Respondents to 
this proposal may want to examine all definitions before reviewing the Statement and 
Basis for Conclusions. 


 


7. Reporting Entity The term “reporting entity” refers to both the government-wide 
reporting entity and component reporting entities (see definitions below). 
Reporting entities are entities that issue a GPFFR because either there is a 


Comment [owner4]: Member suggested 
change to build on the concepts statement 
Entity and Display.   
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statutory or administrative requirement to prepare a GPFFR or they choose to 
prepare one. The term “reporting entity” may refers to botheither the government-
wide reporting entity andor a component reporting entityies (see definitions 
below). 


Statement of Federal Financial Accounting Concepts (SFFAC) 2 provides criteria 
for an entity to be a reporting entity.5 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. 


SFFAC 2 further provides that a GPFFR should provide “all the information that 
is relevant to the reporting entity, subject to cost and time constraints.” Therefore, 
a reporting entity’s GPFFR should include information regarding all organizations 
for which it is 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.6  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 that are included in the GPFFR of a larger reporting entity) 
that may themselves prepare GPFFRs.  One example is a bureau of a larger 
department that prepares a standalone GPFFR.  Other examples include 


                                             
5 SFFAC 2, par. 29-37, provides a discussion on Identifying the Reporting Entity for General Purpose 
Financial Reporting. 
 
6 The larger reporting entity could be the government-wide reporting entity or another component 
reporting entity. 


Comment [WP5]: Staff edit to remove text not 
relevant to the definition. 
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commercial functions, revolving funds, and/or other accounts for which GPFFRs 
are prepared.    


10. Control with expected benefits or risk of loss Control with expected benefits 
or risk of loss is 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 benefits7 or be obligated to provide financial support or 
assume financial obligations. 


Organizational Approach to Defining Boundaries  


 
11. 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 
common defense and general welfare of the Nation.  Although there are other 
perspectives,8 such as a program perspective, an organizational approach was 
established in SFFAC 29 as the most appropriate perspective for understanding 
the composition of the federal government.  SFFAC 2 established that GPFFRs 
should include the aggregation of 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. 


12. Accountability demands comprehensive reporting. To provide comprehensive 
reporting, the federal government must report on organizations that serve varied 
purposes and have complex governance structures and finances.  Some 
differences in purposes and governance structures require differences in 
presentation of financial information. For example, certain organizational 
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. 


13. Thus, decisions about reporting entities should be taken in two steps – first, 
determining what organizations are to be included in the GPFFR and second, 


                                             
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. 
9 SFFAC 2, par. 31-38. 
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identifying the appropriate means to present relevant information about the 
organizations.  


14.13. This Statement first establishes the principles for including organizations in the 
government-wide GPFFR (see Principles for Inclusion in the Government-wide 
GPFFR) then distinguishes between core entities (consolidated) and non-core 
entities (disclosed) (see section ‘Organizations - Core Entities and Non-core 
Entities’ which describes these types of entities).   


15.14. This Statement also establishes that component reporting entities must identify 
and include in their GPFFRs all core and non-core entities for which they are 
accountable so that both the component reporting entity and government-wide 
GPFFRs are complete. 


16.15. Lastly, the Statement addresses presentation of financial information based on 
those decisions (see Reporting EntitGPFFRy- Consolidation and Disclosure). 


16. ADD RELATED PARTY (Tab C) 


 


 


Principles for Inclusion in the Government-wide GPFFR 


17. To determine which organizations should be included10 in the government-wide 
GPFFR, this Statement provides three principles for inclusion and also requires 
inclusion of organizations if it would be misleading to exclude them (see par. 33). 


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


a. In the Budget 


b. Majority Ownership Interest   


c. Control with Expected Benefits or Risk of Loss 


 


In the Budget 


                                             
10 ‘Included’ means an organization’s information is either consolidated or disclosed. 


Comment [WP6]: To update the reference. 
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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.11  Any listed non-federal organizations receiving federal 
financial assistance should be assessed against the next two principles (Majority 
Ownership Interest and Control with Expected Benefits or Risk of Loss) to 
determine whether they should be included in the government-wide GPFFR. 


 


Majority Ownership Interest 


20. The federal government (directly or through its components) may have an 
ownership interest12 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 assets13 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.14 


 


Control with Expected Benefits or Risk of Loss   


22. An organization that is controlled by the federal government with the expectation 
of benefits or risk of loss should be included in the government-wide GPFFR.  
For these purposes, control with the expectation of benefits or risk of loss is 
defined as follows:  


                                             
11 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. 
12 ‘Ownership interest’ is the possession of substantially all of the benefits and risks incident to ownership.   
FASAB Glossary FASAB Pronouncements as Amended as of June 30, 2011.  
13 For example, the federal government may hold more equity in preferred stock than all other 
stockholders but the preferred stock may be non-voting. 
14 Ownership interests 50% or less should be accounted for in accordance with the appropriate 
accounting standards per the GAAP hierarchy.  However, the entity organization should still be assessed 
against the control inclusion principle and the misleading to exclude principle.   
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Control with expected benefits or risk of loss is 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-financial15 benefits or be 
obligated to provide financial support or assume financial obligations.  Both the 
power and either the expected benefit or risk of loss aspects of the definition 
should be met to justify inclusion of an organization. Hereafter, control with 
expected benefits or risk of loss is referred to as “control.” 


23. Control refers to the ability to control, whether or not that ability is actively 
exercised, and should be assessed at the reporting date regardless of the federal 
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. 


24. 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.   


25. 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 willis be 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 will havehas the power 
to act independently and, while the federal government may have a level of 
influence, it will be is clear that it does not have control—such as another 
sovereign government.     


 


Indicators of Control 
26. 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. 


                                             
15 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. 
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27. 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,16 which may include authorizing the organization to exercise 
sovereign power of the federal government and requiring the organization 
to carry out federal missions and objectives; 


b. appoint or remove a majority of the governing board members; 


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


d. 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; 


b. direct the ongoing use of the organization’s assets; 


b.c. direct investment decisions including to liquidate investments; 


c.d. appoint or remove key executives or personnel; 


d.e. approve the budgets or business plans for the organization; 


e.f. require audits; 


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


                                             
16 Congressionally chartered nonprofit organizations identified under Title 36, Subtitle II and III, 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. 


Comment [owner7]: Suggested by member 
because judgment is still required in 
assessment 
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g.h. finance the deficits of, provide financial support to, or settle liabilities of the 
organization; 


h.i. 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; 


i.j. establish, rescind, or amend the organization’s governance framework by 
requiring it to adhere to routine requirements such as annual audits, 
establishment of internal controls, or other governance matters; 


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


j.l. restrict the capacity to generate revenue of the organization, especially 
the sources of revenue.  


 


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 


Comment [owner8]: Suggested removal at 
meeting because would apply to all public 
companies.  See June minutes page 30 
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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.17   


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


 


 


Organizations--Core Entities and Non-core Entities 


34. The principles above should be used to assess which organizations to include in 
GPFFRs.  To assist in making decisions about presentation, Next, a distinction 
should then be made between core entities (entities to be consolidated) and non-
core entities (entities to be disclosed). 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 core federal government goods and services on a non-market basis.  
Note, Hhowever, not all characteristics are required to be met to the same 
degree; classification is based on the assessment as a whole.   


Core entities 


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


36. Such Core entities are financed primarily through taxes, fees, and other non-
exchange revenues as evidenced by inclusion in the budget.  Significant risks 


                                             
17 Although such situations would be rare, this Statement provides for situations that may arise. 
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and rewards fall to the taxpayer for core entities. Core entities generally provide 
core federal goods and services on a non-market basis.18 


37. Accountability for core entities rests with the Congress and/or the 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.  


Non-core entities 


38. In order to fulfill public policy objectives, tThe federal government may have 
relationships with organizations affordedthat have a greater degree of autonomy 
than core entities. Despite this greater degree of autonomy, sSome non-core 
entities,  may still exercise powers that are reserved to the federal government as 
sovereign.  However, oOther non-core entities may not themselves carry out 
missions of the federal government but, instead, are owned or controlled by the 
federal government as a result of regulatory actions, such as entities in 
receivership. To avoid obscuring information about these more autonomous 
organizations, Such such entities are to be disclosed rather than consolidated 
included in GPFFR’s for accountability purposes but are . These organizations 
are referred to as considered “non-core entities.”  


39. Non-core 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.  


40. Non-core 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 core entities.  Limited risks and rewards fall to the 
taxpayers. Non-core entities may provide the same or similar goods and services 
that core entities do, but are more likely to provide them on a market basis.19   


41. Non-core entities may include but are not limited to: quasi governmental and/or 
financially independent entities, entities in receiverships and conservatorships, 
and entities owned or controlled through federal government intervention actions. 


                                             
18 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.  
19 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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In some cases, the relationship with the federal government is not expected to be 
permanent.  The following non-core entity types are presented to assist in 
identifying entities that are non-core entities. The accompanying Appendix C—
Illustrations offers non-authoritative hypothetical examples that may be useful in 
understanding the application of the standards. 


Quasi Governmental and/or Financially Independent Entities  
42. Quasi Governmental and/or Financially Independent Entities are hybrid 


organizations that differ from core entities with regard to governance and/or 
financial arrangements.     


43. 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 


44. 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   
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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 


45. 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 
Development Centers, museums, performing arts organizations, universities, and 
venture capital funds. are provided belowEach individual entity should be 
assessed objectively since there are likely to be differences among the entities 
within these example types such that some are should be core entities and 
others are non-core entities. Examples may include certain Federally Funded 
Research and Development Centers, museums, performing arts organizations, 
universities, and venture capital funds.  The accompanying Illustrative Guide 
Appendix C—Illustrations offers non-authoritative hypothetical examples that 
may be useful in understanding the application of the standards. 


Receiverships and Conservatorships20 
46. There are cCertain federal entities may take control or ownership whose mission 


provides for taking control or ownership of failed financial institutions, such as 
banks, with no goal to maintain control or ownership.  To accomplish that 
mission, certain federally-created entities may act as rReceiverships or 
conservatorships may be established to liquidate failing financial institutions or as 
conservators to guide such institutions back to safe and sound conditions.21  
Entities controlled or owned through receiverships or conservatorships are likely 
to be non-core entities.Organizations controlled or owned by such federal entities 
would be non-core 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.       


                                             
20 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.  
21   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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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 expected benefits or risk of loss-- 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 non-core entities exist, organizations controlled or owned as a result of 
intervention actions would be non-core entities. 


    


 
Component Reporting Entities 


51. The government-wide reporting entity is the only federal reporting entity that is an 
independent economic entity22 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 core and non-core 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 revealshowing the risks inherent in component 
reporting entity operations, and enhance accountability to the public.  Each 


                                             
22 SFFAC 2, par. 38. 
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component reporting entity is accountable for all core and non-core 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:23: 


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 


 


54. Core and non-core 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 core 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 assistance24 and   


b. all non-core entities included within its Congressional Budget 
Justification.25 


 
Accountability Established Within a Component Entity 


 


55. Core and non-core entities for which a component reporting entity has been 
assigned accountability responsibilities should be included in its GPFFR. 


                                             
23 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. 
24 See par. 19. 
25 The Congressional Budget Justification is the document submitted annually to Congress to justify an 
organizations budget request.  
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Determining whether accountability was established or assigned to a component 
reporting entity requires the consideration of certain indicators and the application of 
professional judgment.  Indicators26 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.27   


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


c. The component reporting entity acquires and/or monitors28 ownership 
interests in organizations where there are ongoing responsibilities29 such 
as: 


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


(2) monitoring the value of the ownership interest, 


(3) coordinating and/or conveying input on strategic plans,  


(4) providing appropriated funds to the organization and 
receiving requests for funding in future years, or 


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


d. A controlled organization30 was established by statute or action of the 
component reporting entity or 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), 


(3) appointing members of the governing board, 


(4) coordinating and/or conveying input on strategic plans, 


(5) monitoring organizational performance,      


                                             
26 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.   
27 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.   
28 Such responsibilities may be assigned to a program office. 
29 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. 
30 Where control exists at the government-wide level based on paragraphs 22-31. 


Comment [owner9]: Provides clarity to cover 
cases in which the controlled organization was 
not created by the component reporting entity 
itself (for example – PCAOB was created by 
public law rather than by the SEC) but has been 
administratively assigned to an entity with a 
related mission. 







Proposed Standards 31 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


(6) 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, or 


(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:  


a. Non-core entities should be included in the GPFFR of each component 
reporting entity assigned such responsibilities. 


b. Core entities shouldcan be administratively assigned to only one 
component reporting entity.31 The component reporting entity assigned the 
largest share of such responsibilities such as those described in 
paragraph 55 generally should generally include the core entity. Where it 
is not clear which, if any, component reporting entity should include the 
core entity, the Office of Management and Budget should assist in 
determining which, if any, component reporting entity should include the 
core entity.     


 


57. If a non-core entity has not been administratively assigned to a core entity, the non-
core entity should be reported by a component reporting entity (a) assigned 
responsibility for transferring funds to the non-core entity or (b) with which its mission 
most closely aligns. The Office of Management and Budget should assist in 
determining which component reporting entity or entities should include the non-core 
entity. 


 
Misleading to Exclude and / or Misleading to Include 


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


Comment [ML10]: Staff was asked to 
address if there could be a situation where there 
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Comment [owner11]: Such responsibility not 
defined well.  Agreed to reference previous par.  
See June Board minutes page 27 


Comment [owner12]: Board agreed to drop 
language referring agencies to OMB.  See June 
Board minutes page 28 







Proposed Standards 32 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


  


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.32  


  


59. There may be instances where administrative assignments of core entities based 
on the principles in paragraphs 54-57, would result in misleading presentation. 
For example, an organization may have been legally established within a larger 
entity while being authorized to operate independently. While such conditions are 
expected to be rare, if it would be misleading to include the organization in the 
component reporting entity GPFFR, the organization may be excluded so long as 
it prepares its own GPFFR which is consolidated in a larger reporting entity 
(which could be the government-wide reporting entity or another component 
reporting entity.).government-wide GPFFR. 


60. Determining whether it would be misleading to include a core entity administratively 
assigned to a component reporting entity requires the application of professional 
judgment.  Examples33 of indicators that it may be misleading to include an 
organization are: 


a. 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. 


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


organization. 
 


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


                                             
32 Although such situations would be rare, this Statement provides for situations that may arise. 
33 The indicators listed in 60 a. – f. are examples and there may be other indicators not included on this 
list.  Further, no certain specific number of indicators need be present to determine an organization would 
be 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. 


Comment [owner13]: Addressing comments 
the entity could be part of another entity as well, 
not only the government-wide GPFFR.  See 
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d. Inclusion of the organization’s financial information in the component 


reporting entity’s financial statement could be misleading as to the entity’s 
responsibilities for the organization’s liabilities and other obligations. 
 


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


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


 
 
GPFFR Consolidation and Disclosure   


Core entities 


61. Core 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 core entities administratively assigned to 
it. Consolidation34 aggregates the individual financial statements balances of 
entities comprising a reporting entity and results in presentation of information for 
a single economic entity representing core taxpayer supported activities, 
resources, and obligations where accountability rests with the Congress and/or 
the President.  


62. Core 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.  Consolidated 


                                             
34 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 
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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reporting entities (i.e. the consolidated government-wide entity or a consolidated 
component reporting entity) should consolidate component reporting entity or 
sub-component financial statements for core 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, which disclosures should be 
measured in accordance with federal financial accounting standards to facilitate 
elimination entries in preparation of the government-wide financial statements. 


 


Non-core entities 


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


65. For those organizations classified as non-core entities, this Statement provides 
for judgment by the preparer in determining the appropriate disclosures based on 
the factors and principles provided herein.  Disclosures regarding non-core 
entities should be provided in accordance with Disclosures for Non-core Entities 
as detailed in par. 67 to 70 below after considering the factors listed in par. 66.    


 


 


Factors in Determining Non-Core Entity Disclosures 
66. Materiality is an overarching consideration in financial reporting. Preparers 


should consider both qualitative and quantitative materiality in determining non-
core entity disclosures.  Beyond materiality, the following factors35 should be 
considered in making judgments about the extent of appropriate non-core entity 
disclosures:  


a. Relevance to reporting objectives - Significance of the non-core 
entity to meeting the reporting objectives established in SFFAC 1, 
Objectives of Federal Financial Reporting, with regard to the core 
entity. In particular, this would include the significance of the 


                                             
35 The factors are presented in a list for consideration in the aggregate; no individual weights should be 
assigned or interpreted. 
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information regarding results of operations and financial position to 
meeting the operating performance and stewardship reporting 
objectives.  


 
b. Nature and magnitude of the potential benefits or risks/exposures 


associated with the relationship- Information is needed to provide an 
understanding of the potential operational or financial impact, including 
financial-related exposures to potential gain and risk of loss, to the 
core entity resulting from the non-core entity’s operations. 


 
c. Non-core entity views/perspective- (Entities determined to be non-


core in accordance with paragraphs 38 -- 41.) may consider how they  
Information about how the non-core entities account for or report on 
their relationship with the federal government.  For example, whether 
the non-core 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, 
materiality of the transactions, media attention, or other reasons, 
interested parties may expect disclosure regarding the non-core entity 
or its relationship with the federal government. 


 
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. 


 


Disclosures for Non-core Entities  
 
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 the disclosures for a non-core entity should be presented separately due 
to itstheir significance or aggregated with the disclosure of other non-core 
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entities.  If disclosures are aggregated, aggregation may be based on non-core 
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 disclosure regarding the non-core entity and related balances or 
by incorporating references to relevant disclosures elsewhere in the GPFFR but 
relating to the non-core entity. For example, a reference may be made to a 
disclosure regarding investments in the non-core entity.   


69. For each significant non-core entity and aggregation of non-core entities, 
information should be disclosed to meet the following objectives36: 


a. Relationship:  The nature of the federal government’s relationship with the 
non-core 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 non-
core entity        


70.To ensure the relationship objective for non-core entities exercising powers reserved 
to the federal government as sovereign is met and more detailed financial 
information is accessible, disclosures about such entities should include, at a 
minimum, information regarding: 


a. Its mission 
b.The relationship of its mission to federal policy objectives 
c.Its organizational structure 
d.The existence of its annual financial report and how it can be obtained  


71.70. eExamples of information that may meet the above objectives and provide the 
necessary understanding of the non-core entity’s relationship, activities, and 
future exposures specific to the federal government are provided below.37 In 
determining what information is needed to meet the objectives in paragraph 69, 


                                             
36 The objectives are not listed in any order of preference.  
37 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.  


Formatted: Bullets and Numbering
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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 non-core entity,38 including 
information about its mission and organization and any significant 
involvements with outside parties 


 
b. The nature of the relationship between the federal government and the 


non-core entity including relevant information regarding: 


(1) How any control or influence over the non-core 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 operating 
or disposing of the non-core 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 non-core 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  


f. Information regarding the existence availability of  the non-core entity’s 
annual financial report and how it can be obtained  


g. In the event that contractual agreements, statues, or other legal 
authorities obligate the core entity to provide financial support to the 
non-core entity in the future, information regarding potential financial 
impacts (including those terms of the arrangements to provide financial 


                                             
38 For simplicity, information is described in relation to a single non-core entity. Nonetheless, the 
information may be presented for an aggregation of similar non-core entities. 
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support and liquidity, including events or circumstances that could 
expose the federal government to a loss) 


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


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


j. 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 non-core 
entity’s operations including important existing, currently-known 
demands, risks, uncertainties, events, conditions and trends—both 
favorable and unfavorable.  


 


71. If the non-core entity exercises powers reserved to the federal government as 
sovereign, disclosures39 about such entities should include, at a minimum, 
information regarding: 


a. Its mission 
b. The relationship of its mission to federal policy objectives 
c. Its organizational structure 
d. Nature and magnitude of relevant activity during the period and 


balances at the end of the period 
e. A description of financial and non-financial risks and potential 


benefits 
f. If possible, the amount of the federal government’s exposure to gains 


and losses from the past or future operations 
g. The availability of its annual financial report and how it can be 


obtained  


72. Non-core entity information disclosed in the GPFFR should be based on accrual 
basis standards provided in generally accepted accounting principles for its 


                                             
39 As discussed in par. 68  disclosures should be integrated so that concise, meaningful and transparent 
information is provided.   


Formatted: Bullets and Numbering
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specific type of entity.40 This includes generally accepted accounting principles 
for the relevant domain (FASAB, Governmental Accounting Standards Board, or 
FASB).  


73. When information is derived from the non-core 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 non-core 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 non-core 
entity’s financial report should be for a reporting period ending within the 
government-wide reporting entity’s reporting period.   


74. Significant changes in information occurring from the end of the non-core 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  


75. In addition, the federal government may be able to exercise influence over 
certain organizations that were not included in the GPFFR but the relationship 
should also be disclosed.  NOTE:  The issue of related parties is addressed in an 
issue paper at Tab C. 


76.  


 
 


 


Effect on Existing Concepts-- Proposed Amendments to SFFAC 2, Entity and 
Display 
 


                                             
40 Core government entities should apply the GAAP hierarchy established in SFFAS 34, The Hierarchy of 
Generally Accepted Accounting Principles, Including the Application of Standards Issued by the Financial 
Accounting Standards Board.   
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77. 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.   


78. It should be noted that minimal conforming changes have been proposed to 
SFFAC 2.  Paragraphs 54—77 and 79 – 112 address concepts outside the scope 
of this Statement and are not amended.   


79. 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. 
The statement specifies the types of entities for which there ought to be 
financial reports (hereinafter called reporting entities), establishes an 
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 (OAI). 


80. Paragraphs 3 - 5 are rescinded because the preamble to concepts statements 
adopted with the issuance of SFFAC 5 and applicable to all concepts statements 
addresses the topics covered. 


81. 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.  
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 
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financial reporting to be considered in establishing the boundaries of 
general purpose federal financial reports. 
 


82. Paragraphs 7- 8 are rescinded because this is covered by the new preamble to 
statements of federal financial accounting concepts.  


83. Paragraph 10, first bulleted item is amended by replacing it with the following two 
bulleted items addressing the reasons for understanding what the reporting entity 
entails:  


 ensure information at each reporting level includes information about all 
relevant organizations ;   


 
 ensure that organizations are not included in the reporting entity if the 


federal government does not own them or have the ability to control them 
or if they are not included in the budget. 


 
84. Paragraph 38 is amended to exclude references to other paragraphs amended 


by this Statement. Paragraph 38 is replaced with the following: 


The ultimate aggregation of organizations is into the Federal Government which, 
in reality, is the only independent economic entity--although some would say the 
entire country is the ultimate economic entity. The Federal Government 
encompasses all of the resources and responsibilities existing within the 
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. 


85. 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. 


86. 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.”  


87. Paragraph 51 is replaced with the following: 
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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. 
 


88. 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.    


89. A new sub-heading “Need to Distinguish between Core and Non-core Entities” is 
inserted at paragraph 53 a. 


90. Insert Paragraphs 53a – 53 e. under the sub-heading: “Need to Distinguish 
between Core and Non-core Entities” - The proposed language provides a high 
level explanation of core and non-core entities.  These are new terms introduced 
in the proposed Statement and very critical to 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.   


53a. The Federal Government is a large and complex organization. In order to 
fulfill public policy objectives, the federal government may rely both on core 
entities (for example, core entities include organizations established within the 
three branches of government) and on organizations that are distinct from core 
entities to fulfill public policy objectives. These distinct entities are referred to 
collectively as non-core entities.   


53b. Non-core entities may maintain a separate legal identity, have a governance 
structure designed to insulate the organization from political influence, and/or be 
granted relative financial independence. Despite non-core entities’ relative 
operational and financial independence, accountability for all organizations 
owned or controlled by the Federal Government rests with the Congress and/or 
the President. So, both core and non-core entities should be included in financial 
reports to provide accountability. 
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53c. It may be difficult to provide accountability, by meeting financial reporting 
objectives, through consolidated financial statements because they blur the 
distinction between core entities and non-core entities. Consolidated financial 
statements may obscure the fact that resources and resource allocation 
decisions for core and non-core entities are mostly independent. While core 
entities are financed by taxpayers and governed directly by elected officials, non-
core 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 core entities to use in 
general government activities, and the extent to which taxpayers stand ready to 
liquidate liabilities and meet expenses of non-core entities. 


53d. Maintaining a distinction between core entities and non-core entities may 
more effectively meet federal financial reporting objectives. Such a distinction 
may be maintained through discrete presentation of information regarding non-
core entities. For example, disclosure by the government, including component 
reporting entities, of information regarding non-core entities may provide needed 
information about non-core entities. Nonetheless, disclosures are not a substitute 
for core entities recognizing the financial effects of transactions with non-core 
entities. 


53e. Consolidating only core government entities' financial statements will 
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 core 
taxpayer supported activities, resources, and obligations. Core government 
entities 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. The following sections discuss display of information in core entity 
financial reports.  


91. 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. 
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Effective Date 


 


77.92. These standards are effective for periods beginning after September 30, 
2015year.  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  


A1. 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. 


A2. 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. 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.” 


A4. 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 
during deliberations. (See Appendix X for a list of task force members.) 
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Organizational Approach to Defining Boundaries 
 


Underlying Concepts 


A5. The federal government is complex and therefore defining the boundary of the 
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.41 


 


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 


                                             
41 SFFAC 1, paragraph 8. 
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organizations helps to identify who is accountable and for what.  In addition, an 
organizational approach provides meaningful financial statements by aligning 
boundaries with defined organizations for which there would likely be users of 
GPFFRs.42   


 Some differences in purposes and governance structures require differences in 
presentation of financial information. As the federal government must report on 
many different types of relationships with varied purposes due to complex 
governance structures and finances, there must be differences in presentation 
of financial information for different organizations based on the nature of the 
relationship with the federal government.   


 
 


A8.A9. SFFAC 1 is very clear that the objectives were designed to help ensure 
the accountability of the federal government and to better inform decisions 
influenced by financial information about the government. There is a focus on 
the needs of current and potential users of federal financial information. In each 
of the four federal financial reporting objectives articulated in SFFAC 1 there 
are several references to user information needs and accountability. Clearly, 
the notion of accountability is important when considering the boundaries of 
GPFFR. 
 


Identifying and Classifying Organizations 


A9.A10. This Statement provides that reporting entities should first decisions about 
reporting boundaries be taken in two several steps – first, determineidentify 
what organizations are to be included43 in the reports.  Next the reporting entity 
should classify the distinguish the included included organizations among core 
and non-core entities.  and lastly and second, identify the means to present 
relevant information about organizations.  


A10.A11. Three principles for including organizations in the government-wide 
GPFFR are established: In the Budget, Majority Ownership Interest, and 
Control with Expected Benefits or Risk of Loss.  The Statement also includes a 
provision requiring inclusion of an organization if it would be misleading to 
exclude it. Next, for those organizations to be included, a distinction is made 
between core entities and non-core entities. The distinction between core and 
non-core entities determines how financial information is presented in the 


                                             
42 See SFFAC 2, paragraphs 29-38, for a discussion of the organizational approach. 
 
43 ‘Included’ means an organization’s information is either consolidated or disclosed. 
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GPFFR.  Core entity financial information is to be consolidated and non-core 
entity financial information is to be disclosed. 


 
A11.A12. 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 included44 in the 
government-wide GPFFR because of the wide and varying relationships of the 
federal government.   General purpose federal financial reports for the 
government-wide reporting entity should be broad enough to report the 
Congress and the President’s accountability for organizations. This ensures 
that the financial reports contain all the information essential for fair 
presentation of the government’s financial position and results of operations.   


 
 


A12.A13. The Board considered several alternative approaches to identifying 
organizations for which elected officials – the Congress and/or the President – 
weare 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 an 
expectation of benefits or risk of loss. Each of these principles for inclusion is 
discussed below. 


 
 
   Principles for Inclusion in the Government-wide GPFFR 


In the Budget 


A13.A14. 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.  


                                             
44 Note that this Statement does not specify which organizations must prepare and issue financial 
statements. 
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A14.A15. 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 included in the government-wide report.45 


A15.A16. 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. 


 


Organizations receiving federal financial assistance 
A16.A17. The Federal Programs by Agency and Account schedule also sometimes 


names specific recipients of federal financial assistance.  SFFAC 2, Entity and 
Display, acknowledgeds 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.A18. 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.”   


 


                                             
45 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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A18.A19. The proposed language ensures organizations that receive assistance as 
defined by the Single Audit Act Amendments of 199646 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 Expected Benefits or Risk of 
Loss principles before being excluded from the government-wide GPFFR.    


 
A19.A20. 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 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. 


 


  
Organizations partially in the budget  
 


A20.A21. 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 
how such organizations should be presented would be based on whether the 
organization was a core or non-core entity, as discussed later in the Statement.  
Therefore, the language in the principle (in the budget) is silent regardingdoes 
not provide separate and distinct guidance for organizations partially funded by 
non-budgetary sources.    


                                             
46'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. 







Appendix A: Basis for Conclusions 51 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


Need for Additional Principles 
A21.A22. 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 does 
not necessarily mean that accountability goals would be met solely through that 
principle.  Because the budget’s purposes differ from financial reporting 
objectives in many respects (such as the focus on the allocation of budgetary 
resource flows), 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. 


 


 


Majority Ownership Interest 


A22.A23. 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 
Statement, majority ownership interest exists with over 50% of the voting rights 
or the net residual assets of an organization.   


A23.A24. The Board noted that some may wonderquestion how to account for 
minority ownership interests (less than 50%) should be accounted for.  The 
Board agreed attempting to addressing minority interests through the project is 
likely tomay 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.   


 


Control with Expected Benefits or Risk of Loss   
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A24.A25. When the federal government controls an organization with the 
expectation of benefit or risk of loss, the organization should be included in the 
government-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 and benefit or risk of loss aspects of the control definition 
should be present to justify inclusion of the organization in the GPFFR. 


A25.A26. For example, the Statement provides for situations where the expectation 
of benefit or risk of loss  does not exist—in the instance of the federal 
government exercising  regulatory powers over an organization.  In these 
cases, the federal 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. 


A26.A27. 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.  


A27.A28. 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.  


A28.A29. 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. 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 
ultimately agreed the principle would help ensure that the proposed Statement 
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could accommodate rare situations that may arise in the future.  This is 
consistent with provisions of SFFAC 2.   


 
A30. 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 
organizationsomething should be included that was not otherwise incorporated 
as a result of the principles.   


  
A31. The Board also believes this principle would be used in situations agreed to by 


the preparer and auditor; jJudgment would be required in this area. Therefore, 
the Board provides for judgment rather than attempting to anticipate believes 
these types of situations would be difficult to anticipate and developing criteria 
challenging.   


  
Organizations--Core Entities and Non-core Entities 


 


A32. Differences in purposes and governance structures require differences in 
presentation of financial information.  This Statement provides that decisions 
about reporting boundaries be taken in several steps – first,the reporting entity 
should first determine what organizations are to be included in the reports.  
Next the reporting entity should classify distinguish the included organizations 
among core (consolidated) and non-core entities (disclosed). and lastly, identify 
the means to present relevant information about organizations.To facilitate this, 
decisions about federal financial reports for an organization are taken in two 
steps – first, determining what organizations are to be included in the reports 
and second, identifying the appropriate means to present relevant information 
about the organizations.  


A33. Different means of presenting relevant information are provided for core and 
non-core entities. The distinction between core entities and non-core 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 
core federal government goods and services on a non-market basis.   


 


Core entities  
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A34. Core entities generally provide federal 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.   


A35. Core 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 core entities.  Inclusion in the budget is the clearest 
evidence that an entity is relying on the taxpayer and that elected officials are 
key decision makers.   


A36. 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 that are not receiving federal financial 
assistance are presumed to qualify as core 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 core entities ultimately rests with the 
Congress and/or the President, and their approved appointed organizational 
leaders.   


  
A38.A37. The assessment of whether an entity meets the attributes for a core 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 goods and 
services on a market basis.  However, if it primarily meets the remaining 
characteristics then it is a core entity. 


 


Non-core entities  
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A39.A38. On the opposite end of the spectrum and with varying degrees in between 
are non-core entities.  The use of professional judgment will be required when 
assessing the non-core entities as there is a much broader spectrum of entities 
having varying degrees of relationships with the federal government.   


A40.A39. Non-core entities receive limited or no taxpayer support. Non-core entities, 
in contrast to core 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.   


A40. In addition, another contrast with core entities is that with non-core 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 aan independent governing board or there may 
be situations where non-core entities may have a separate legal identity.   


A41. It is important to recognize the continuum that exists among non-core entities.  
For example, despite a greater degree of autonomy, some non-core entities 
may still exercise powers that are reserved to the federal government as 
sovereign.  While other non-core entities may not themselves carry out 
missions of the federal government but, instead, are owned or controlled by the 
federal government as a result of regulatory or intervention actions. 


A40.A42. The Statement provides categories of non-core entities primarily as a way 
to help identify non-core entities. However, the Statement does not require 
presentation by any specific class or category and allows flexibility in 
presenting information about non-core entities. The categories of non-core 
entities include quasi governmental and/or financially independent entities, 
receiverships and conservatorships, and federal government intervention 
actions.  Since some non-core entities may exercise powers reserved to the 
federal government as sovereign, the Board requires more disclosures in those 
cases. 


 


Quasi Governmental and/or Financially Independent Entities 
A41.A43. The Statement describes quasi governmental and/or financially 


independent entities as those non-core 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 non-core entity.    


A42.A44. 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 
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funds.  Because details may differ among organizations in each example type 
an objective assessment may classify some individual organizations as core 
entities rather than non-core.  The accompanying Illustrative Guide offers 
examples that may be useful in application. 


 


Receiverships and Conservatorships 
A43.A45. The Statement describes receiverships and conservatorships as non-core 


entities.  This includes those failed financial institutions and banks the federal 
government may 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 non-core entities. 


 


Federal Government Intervention Actions 
A44.A46. The Statement describes federal government intervention actions as non-


core 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.” 


A47. With these broad responsibilities, the federal government may be required to 
take certain actions or intervene in certain situations.  Examples may include 
actions to provide stability to the financial markets or military occupation of 
another country.47  These types of federal government interventions are 
considered rare.48  Historically the federal government has been involved in 
few commercial enterprises on an equity basis or shared ownership basis.49  


                                             
47 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 ) 
48 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) 
49 CRS Report for Congress RL30533, The Quasi Government: Hybrid Organizations with Both 
Government and Private Sector Legal Characteristics 
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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.   


A45.  


A46.A48. Currently SFFAC 2 provides an exception for situations where the 
indicative criteria 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. 


A47.A49. 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 non-core entities rather than relying on 
‘temporary’ or ‘fleeting’ to avoid the implication that a time limit could be 
established.      


A48. Historically the federal government has been involved in few commercial 
enterprises on an equity basis or shared ownership basis.50  As a sovereign 
entity, the federal government does not act to maximize profits.  However, 
there may be instances when the federal government may act in these 
capacities for the general well-being of the nation.  Challenges may force the 
federal government to take extraordinary measures, such as actions to provide 
stability to financial markets or to revive the financial system.  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.   


 
Component Reporting Entities 


   


                                             
50 CRS Report for Congress RL30533, The Quasi Government: Hybrid Organizations with Both 
Government and Private Sector Legal Characteristics 
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A50. 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 core or non-core 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.    


A51. NonethelessHowever, 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 core and non-core entities for which they are accountable so that 
both the component reporting entity GPFFR and government-wide GPFFR are 
complete. 


A49.A52. The Board believes that component reporting entities should identify core 
and non-core entities based on organizations that are 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. 


A50.A53. Administrative assignments to component entities are typically made in 
policy documents such as laws, budget documents, laws, regulations, or 
strategic plans.  Ultimately, component reporting entities would identify and 
include in their GPFFR all core and non-core entities for which they are 
accountable so that both the component reporting entity and government-wide 
GPFFR would be complete. 


A54. 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 


Formatted: Bullets and Numbering


Formatted: Bullets and Numbering







Appendix A: Basis for Conclusions 59 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


A55. 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 


 


A54.A56. Although there may be a one-time review to ensure completeness and 
consistency, the Board believeds 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. 


 


 


 


Reporting Entity GPFFR Consolidation and Disclosure   


 
A55.A57. As noted above, decisions about the government-wide GPFFR are taken 


in two steps – first, require determining what organizations are to be included in 
the reports and second, 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 core or non-core entities.   


A56.A58. 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, including es 
paragraph references to the ED and major decision points.   


 


Core entities 


 
A57.A59. The Statement provides that core entities 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 


Formatted: Bullets and Numbering


Formatted: Indent: Left:  0.2"


Formatted: Bullets and Numbering


Formatted: Bullets and Numbering







Appendix A: Basis for Conclusions 60 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


provides for the consolidation of core entities so taxpayers and citizens may 
assess the financial position and the cost of operations of the federal 
government.  Consolidation of 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 


A58.A60. 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 entities of the U.S. Department of the Treasury, and some smaller 
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 entities and in the consolidated government-wide entity.  


A59.A61. 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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other standards.51   (SFFAC 2, Entity and Display, par. 78 (excerpt from 
section on “Financial Reporting For An Organizational Entity”)) 


A60.A62. 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.  


A61.A63. 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 
GAAP 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 
entities in compliance with SFFAS 34 be consolidated without adjustment.  


A62.A64. 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. 


 


Non-core entities 


 


A63.A65. The Board believes consolidation of non-core 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 non-core 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-


                                             
51 In 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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core entity might be commingled with federal assets and liabilities not fully 
guaranteed by the federal government might be added to federal liabilities. 


 


A64.A66. 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.52 


A65.A67. Flexibility in disclosures for non-core entities is provided because the 
range of non-core entities is broad and may require different disclosures may 
be required to meet the reporting objectives.  Providing this flexibility allows the 
preparer to present information judged most necessary to meet reporting 
objectives while also providing an understanding of the potential effect of the 
relationship on the core entity’s financial statements.  


A66.A68. One approach is to consider how to ensure that basic financial statements 
measure and communicate the risks and rewards assumed by the citizens.53  
Citizens have a clear interest in the risks and rewards assumed, but it is less 
clear that full consolidation provides the most relevant, understandable, or 
consistent measures of risks and rewards. 


 
A67.A69. Par. 161 of SFFAC 1 discusses relevance as “…To be relevant, a logical 


relationship must exist between the information provided and the purpose for 
which it is needed.  Information is relevant if it is capable of making a difference 
in a user's assessment of a problem, condition, or event. Relevance depends 
on the types of financial information needed by the various users to make 
decisions and to assess accountability.” SFFAC 1 also provides that the 
concept of consistency in financial reporting extends to the determination of the 
financial reporting entity.54   


 


                                             
52 SFFAC 1, par. 156 
53 SFFAC 1, par. 99-102 describes the users need information to assess the effect of the government's 
activities on its financial condition and that of the nation, which includes information on the federal 
government’s exposures and risks. 
54 SFFAC 1, par. 163 
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Factors in Determining Non-Core Entity Disclosures    


 
A68.A70. 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 non-core entity presentation and disclosure. Beyond materiality, 
the factors provided in the Statement assist in determining the nature and 
extent of appropriate non-core entity disclosures to be provided. 


 


A69.A71. The factors are to be considered in the aggregate; no individual weight 
should be assigned or interpreted.  Therefore, the assessment of the 
appropriate disclosures should be made after considering all the factors. 


 


Disclosures for Non-Core Entities    


A70.A72. The Board recognizes that although the Statement provides flexibility with 
non-core entity disclosures, 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. 


 
 


A71.A73. The Board believes non-core entity disclosures in the government-wide 
GPFFR should be based on accrual basis standards specific to the type of 
entity while minimizing additional costs on the non-core entity.  Therefore, there 
will be instances where non-core entities disclosures are based on different 
reporting periods.  The Board agreed that if non-core 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.  
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A72.A74. However, due to the fact there could be a large time lag, there should be a 
provision for disclosing significant changes in the financial position and other 
information occurring from the audited financial statements to the reporting 
entity’s fiscal year end.  The Board notes this would only be necessary if a non-
core 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. 


A73.A75. The Board wasis especially concerned with the interpretation by the users 
and preparers regarding the proposed ED requirements for non-core entity and 
ultimately how they would affect the display and disclosures.  The Board 
believesd this would be an important consideration during deliberations ofon 
the ED and invited the assistance of the Department of the Treasury and a 
potential included organization in preparing a draft Illustration of a disclosure 
based on the draft requirements.   


A74.A76. 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 the non-core entity disclosure section. This need arose 
because of the complexity of the relationships being described, transactions 
affecting multiple assets and liabilities being reported, and the desirability of an 
integrated set of disclosures.  The Board modified the draft disclosure 
requirements to emphasize integration of disclosures.  


 


Federal Reserve System and Other Entities Identified in SFFAC 2 


 


A75.A77. SFFAC 2 identified 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 
established concepts but that should not be included.55  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 


                                             
55 SFFAC 2, Entity and Display, par. 47-50. 


Formatted: Heading 2, Indent: Left:  0"


Formatted: Bullets and Numbering







Appendix A: Basis for Conclusions 65 
____________________________________________________________________________________ 
 


 


 
Federal Accounting Standards Advisory Board 


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


Month Date, Year 
Working Draft - August 17, 2012   


can be applied to the entities previously excluded and conclusions reached to 
include the entities—either as core or non-core 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.  
A75. 


 
A75.Proposed Amendments to SFFAC 2  


A75. 
A78. 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 and are a result of concepts that go beyond 
conceptual guidance and appear to establish standards within a concepts 
statement. Deleting this will avoid any confusion regarding the role of the 
inclusion principles presented in the draft standards without creating a void in 
concepts.  


A79. Minimal conforming changes have been proposed to SFFAC 2.  Paragraphs 
54—77 and 79 – 112 address concepts outside the scope of this Statement 
and are not amended.   


A80. In addition, paragraphs 11-37 remain as is with no proposed changes because 
the Board believes these paragraphs provide the conceptual underpinning for 
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.     
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Appendix CD: Abbreviations 


 


CFR Consolidated Financial Report 


DOL U.S. Department of Labor 


ED Exposure Draft 


FASAB Federal Accounting Standards Advisory Board 


FASB Financial Accounting Standards Board 


GAAP Generally Accepted Accounting Principles 


GPFFR  General Purpose Federal Financial Reports  


OAI Other Accompanying Information 


OMB Office of Management and Budget 


RSI Required Supplementary Information 


SFFAC Statement of Federal Financial Accounting Concepts 


SFFAS Statement of Federal Financial Accounting Standards 


U.S. United States 
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 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.56 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. 


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. 


Component Reporting Entity “Component reporting entity” is used broadly to refer to 
a reporting entity within a larger reporting entity.57  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 of a larger department that prepares a standalone GPFFR.      


                                             
56 SFFAC 2, par. 29-37, provides a discussion on Identifying the Reporting Entity for General Purpose 
Financial Reporting. 
 
57 The larger reporting entity could be the government-wide reporting entity or another component 
reporting entity. 
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Control with expected benefits or risk of loss Control with expected benefits or risk 
of loss is 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 benefits58 or be obligated to provide financial support or assume financial 
obligations. 


 


Related Party—TBD after Board discussion of Tab C 


 


 


                                             
58 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. 
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rests with Pres & Congress. Goods & 


services on a non-market basis. Risks & 
rewards fall to the taxpayer.  


Governance structure integrated.  
par. 35-37 
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Limited or no taxpayer support. 
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taxpayers. Some relationships are not expected to 
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N


Entity Included in 
GPFFR 


Consider attributes 
for assessment in 


determining whether 
organization is Core 
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 1 


 2 


Preamble 3 


 4 


These illustrations demonstrate how the provisions of the proposed standards could be 5 
applied to organizations given simplified hypothetical circumstances. They are for 6 
illustrative purposes and are nonauthoritative. They do not: 7 


1. represent actual entities.  8 


2. provide a thorough analysis of all the facts and circumstances that are needed to 9 
reach a conclusion in practice.  10 


3. indicate a preferred method of analyzing facts and circumstances.  11 


4. substitute for the application of professional judgment to actual facts and 12 
circumstances.  13 


These illustrations follow the sequence presented in the decision flowchart in Appendix B 14 
of the ED, Identifying and Reporting upon Organizations to Include in the General Purpose 15 
Federal Financial Reports. All tentative conclusions are based primarily on the 16 
hypothetical circumstances presented. In most illustrations the tentative conclusions refer 17 
to consideration of other factors by management and the auditor. This reference is 18 
included to emphasize that, in practice, consideration of all relevant facts and 19 
circumstances would be needed to reach conclusions. The reader should assume that the 20 
general reference to ‘other factors’ means that such factors, in aggregate, supported the 21 
conclusions implied by the necessarily limited assumed facts and circumstances 22 
presented in each illustration. 23 


Application of the proposed standards to actual entities would requires consideration of the 24 
circumstances specific to each entity and the exercise of professional judgment. Although 25 
the limited assumed facts and circumstances presented in the illustrations may be similar 26 
to situations at a particular reporting entity, they should not be used in practice as a 27 
substitute for a complete and thorough consideration of all of the relevant facts and 28 
circumstances, which may lead to a conclusion different from the tentative conclusions in 29 
these illustrations. For example, the illustrations make certain assumptions that, in 30 
practice, require judgment of the specific facts and circumstances to make appropriate 31 
determinations.  32 


All of the illustrations discuss administrative assignments to component reporting entities 33 
where there is only one component reporting entity relationship described. In reality, more 34 
than one component reporting entity may have a relationship with the illustrative entity. In 35 
such cases, additional information would need to be considered to determine whether 36 
other administrative assignments exist. 37 


 38 


39 







Appendix C: Draft Illustrations  


 3


ABC Department 1 


(In the Budget—Core Entity) 2 


Assumed Facts and Circumstances 3 


Congress established ABC Department (ABC), a federal organization, to promote 4 
entrepreneurship and innovation as a means to address national economic and 5 
environmental challenges. Provisions that govern ABC are generally prescribed in 6 
legislation and ABC accomplishes its mission through the activities of various bureaus, 7 
grants to research institutions, and contracts with universities and not-for-profit 8 
organizations.  9 


The executive leadership of ABC consists of a secretary, deputy secretary, and three 10 
assistant secretaries. The President nominates and the Senate confirms each of these 11 
officials. These officials serve at the pleasure of the President. ABC is subject to all laws 12 
and regulations applicable to executive branch agencies.  13 


ABC relies on appropriated public funds to conduct its mission and is included in the 14 
Budget of the United States Government: Analytical Perspectives – Supplemental 15 
Materials schedule Federal Programs by Agency and Account (Budget). The President 16 
and the Congress consider ABC’s requests for resources and determine the amount that 17 
should be budgeted to provide services. Furthermore, ABC is not considered to be a non-18 
federal organization receiving federal financial assistance. 19 


Tentative Conclusions  20 


Based on the assumed facts and circumstances, management determined and the auditor 21 
concurred that ABC should be included in the government-wide GPFFR because it (1) 22 
meets the first of the three inclusion principles (being listed in the budget) and (2) is not a 23 
non-federal organization receiving federal financial assistance.  24 


Classification as Core or Non-core 25 


Further, because it is listed in the budget, ABC is presumed to qualify as a core entity 26 
assuming no information to the contrary. In this example, management determined and 27 
the auditor concurred that there were no facts contradicting the assumption that ABC is a 28 
core entity. As a core entity, ABC should be consolidated in the government-wide GPFFR.  29 


Administrative Assignments 30 


The assumed facts and circumstances do not indicate ABC should be consolidated with 31 
another component reporting entity. Further consideration of ABC’s relationships with 32 
other core entities would be needed to determine if ABC has been administratively 33 
assigned to another component reporting entity. Further consideration of would also be 34 
needed to identify any core or non-core entities administratively assigned to ABC.  35 


        36 


37 
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Epsilon Corporation  1 


(In the Budget – Core Entity) 2 


Assumed Facts and Circumstances 3 


The Congress and the President established Epsilon Corporation as an independent 4 
government corporation to insure consumer funds placed in trust with certain types of 5 
institutions. Federal legislation established provisions that govern Epsilon’s activities. 6 
Epsilon is led governed by a seven member board of directors and each board member is 7 
appointed by the President and confirmed by the Senate. The Congress monitors 8 
Epsilon’s activities by conducting hearings on Epsilon’s programs and requesting 9 
Government Accountability Office (GAO) and Office of Inspector General (OIG) audits. 10 


Epsilon is listed in the Budget and receives its funding based on legislation permitting it to 11 
receive and spend premiums from the institutions it insures. Legislation limits how Epsilon 12 
can invest proceeds from premiums and, to help ensure that Epsilon remains financially 13 
viable, legislation requires Epsilon to have a reserve fund. The board of directors 14 
determines the level of the reserve fund. If Epsilon encounters a shortfall, the entity may 15 
borrow a limited amount from the U.S. Department of the Treasury, but any additional 16 
funding requirements must be obtained from premium assessments.  17 


Epsilon is required to periodically report to the Congress and the President on matters 18 
such as: 19 


 Program performance results 20 


 Financial position, results of operations, and cash flows 21 


 Adequacy of internal controls and systems 22 


Furthermore, Epsilon is not considered to be a non-federal organization receiving federal 23 
financial assistance. 24 


Tentative Conclusions 25 


Based on the assumed facts and circumstances, management determined and the auditor 26 
concurred that Epsilon Corporation should be included in the government-wide GPFFR 27 
because it meets the first of the three inclusion principles (being listed in the budget) and 28 
is not a non-federal organization receiving federal financial assistance.  29 


Classification as Core or Non-core 30 


Further, because it is listed in the budget, Epsilon is presumed to qualify as a core entity 31 
assuming no information to the contrary. In this example, management determined and 32 
the auditor concurred that there were no facts rebutting or contradicting the assumption 33 
that Epsilon is a core entity. As a core entity, Epsilon should be consolidated in the 34 
government-wide GPFFR  35 


Administrative Assignments 36 


There is no information included in the assumed facts and circumstances indicating that 37 
Epsilon should be consolidated with another component reporting entity. Further 38 
consideration of Epsilon’s relationships with other core entities would be needed to 39 
determine if Epsilon has been administratively assigned to another component reporting 40 
entity or has had core entities administratively assigned to it. Also, further consideration 41 
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would be needed to identify any non-core entities administratively assigned to Epsilon for 1 
which disclosures are needed.  2 


3 
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Sigma Association  1 


(Control based on Persuasive Indicator - Non-core Entity (financially independent)) 2 


Assumed Facts and Circumstances 3 


The Congress and the President established Sigma Association (Sigma) as a not-for-4 
profit, non-taxpayer funded organization to market innovative U.S. agricultural technology 5 
worldwide and to respond to any claims of damage arising from new technology. The 6 
fundamental purpose of the corporation is specified in legislation and its mission statement 7 
is “to open new markets for U.S. agricultural technology through a cooperative marketing 8 
strategy and risk-sharing approach for market participants.” 9 


Sigma is ledgoverned by a ten-member board of directors. Five members are appointed 10 
by the President and confirmed by the Senate. Four members are elected by industry 11 
members. The Secretary of Agriculture (or his/her designee) serves as a voting ex-officio 12 
member of the board. No more than three of the appointed members may be from the 13 
same political party. Board members serve seven-year terms and can only be removed for 14 
cause (meaning they may not be removed for policy decisions). Also, Congress monitors 15 
Sigma’s activities by conducting hearings on Sigma’s programs and requesting GAO 16 
audits. 17 


Sigma is financed by fees imposed on industry members. Sigma’s board of directors must 18 
establish an annual budget and legislation limits how Sigma can invest proceeds from fees 19 
and, to help ensure that Sigma remains financially viable, legislation requires Sigma to 20 
have a reserve fund. The board of directors determines the level of the reserve fund after 21 
considering input from industry members. If Sigma encounters a shortfall, it may borrow a 22 
limited amount from the U.S. Department of the Treasury (Treasury), but any additional 23 
funding requirements must be obtained from future fee assessments on industry 24 
members.  25 


Tentative Conclusions 26 


Based on the assumed facts and circumstances, and other considerations, management 27 
determined and the auditor concurred that Sigma should be included in the government-28 
wide GPFFR because Sigma meets the third inclusion principle (control with expected 29 
benefits or risk of loss). Indicators that the federal government can control Sigma are that 30 
the Congress and the President (1) established its fundamental purpose and mission 31 
through legislation and (2) appoint a majority of the members of its board of directors (its 32 
governing body). Each of these facts individually would be sufficient to indicate control 33 
such that Sigma would be included.  34 


Classification as Core or Non-core  35 


For this illustration, management determined and the auditor concurred that, based on the 36 
assumed facts and circumstances as well as other considerations not described in the 37 
illustrations, Sigma should be included as a non-core entity because it is a financially 38 
independent entity. Management and the auditor considered the assumed facts and 39 
circumstances presented below in the aggregate, weighed them against other 40 
considerations, and used professional judgment. 41 


Evidence suggesting that it is non-core includes: 42 


1. Taxpayer support is not provided for ongoing operations.  43 
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2. The corporation is relatively financially independent because it is primarily funded 1 
from a source other than appropriations. Its budget and fees are not subject to 2 
Congressional or Presidential approval.  3 


3. Seven-year terms for directors and their not being subject to removal for policy 4 
decisions indicate a higher degree of autonomy than executive branch appointees. 5 
This governance structure vests greater decision making authority with the board 6 
while insulating it from political influence. As a result, Congressional and 7 
Presidential oversight is less direct since they are not involved in decisions such as 8 
the level of reserves needed.  9 


4. While Sigma is permitted to borrow from the Treasury, such borrowing is limited. 10 
This means risks to the taxpayer are limited. Instead, Sigma is expected to 11 
maintain its operations and meet its liabilities with revenues received from sources 12 
outside of the federal government.  13 


Evidence suggesting that Sigma may be core includes: 14 


1. Accountability rests with the President and the Senate who appoint and confirm, 15 
respectively, members of the board of directors as well as establish organizational 16 
authorities in legislation.  17 


2. Sigma provides a service that is not available from market participants. Its fees are 18 
adjusted to recover losses rather to respond to market influences. Hence, its fees 19 
are not market based. 20 


Administrative Assignment 21 


Because each non-core entity must be reported by at least one core entity, management 22 
considered whether Sigma has been administratively assigned to the Department of 23 
Agriculture. Evidence suggesting administrative assignment to the Department of 24 
Agriculture includes that the secretary serves as an ex-officio member of the board. 25 


As a result, management determined and the auditor concurred that the Department of 26 
Agriculture should disclose information regarding Sigma in its GPFFR. If Sigma is also 27 
administratively assigned to other component reporting entities, then those entities should 28 
also consider the need to disclose information in their GPFFRs. 29 


 30 


31 
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Scholars University 1 


(Not Included) 2 


Assumed Facts and Circumstances 3 


The Congress and the President chartered Scholars University as a small, private, 4 
independent, not-for-profit educational institution and legislation describes the mission of 5 
the university. The legislation also indicates that the university is not an instrumentality of 6 
the federal government and that the federal government does not assume any liabilities of 7 
the university. 8 


Scholars University is governed by a 29-member board of trustees. The Secretary of 9 
Education is an ex-officio member of the board and the remaining members are elected by 10 
the board for three-year terms. The board controls and directs the university’s affairs such 11 
as determining the university’s tuition and fee structure, adding or removing colleges within 12 
the university, and establishing new research institutions.  13 


To support its mission, Scholars University receives most of its revenue from student 14 
tuitions and fees, and private contributions. The university receives appropriations to 15 
support some of its academic programs. The university is listed in the Budget under a 16 
Department of Education program because an amount is appropriated for Scholars 17 
University each year. Although the appropriations discuss limitations on how the funds 18 
may be used, the university generally has discretion over how it chooses to allocate funds 19 
for its academic programs and construction activities.  20 


Tentative Conclusions 21 


Based on the assumed facts and circumstances and other information, management 22 
determined and the auditor concurred that Scholars University should not be included in 23 
the government-wide GPFFR. Although listed in the Budget, management asserts that 24 
Scholars University is a non-federal organization receiving federal financial assistance in 25 
the form of a grant. Any non-federal organization listed in the budget should be assessed 26 
against the other two principles. So, management must determine if the other inclusion 27 
principles are met or if it would be misleading to exclude the university.  28 


The initial analysis is summarized below:  29 


 Ownership – The Congress and the President chartered Scholars 30 
University as a private, independent entity. There is no evidence that the 31 
federal government has an ownership interest in the university. 32 


 Control - Based on the assumptions presented, the persuasive indicators of 33 
control have not been met. While the federal government chartered 34 
Scholars University, the standards provide that further indicators of control 35 
must be present to conclude that the entity is controlled. The remaining 36 
persuasive indicators—appointing or removing a majority of the governing 37 
board members, establishing financial and operating policies, and 38 
dissolving the university and having access to its assets—are not met. The 39 
available facts and circumstances suggest that Scholars is not controlled. 40 
[Note, however, for brevity this illustration does not present an analysis of 41 
indicators of control that in the aggregate may reveal that Scholars is 42 
controlled. Such an analysis may be needed in practice.]   43 
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 Misleading to exclude - Scholars University is a small not-for-profit that is 1 
listed in the Budget solely as a program within the Department of 2 
Education. Management determined and the auditors concurred that it is 3 
both quantitatively and qualitatively immaterial. Also, there were no other 4 
facts and circumstances that would suggest that Scholars University should 5 
be included in the GPFFR. As a result, it would not be misleading to 6 
exclude. 7 


Based on the assumed facts and circumstances and other considerations, management 8 
determined and the auditor concurred that Scholars University should not be included in 9 
the government-wide GPFFR.10 
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 1 


Education Research Institute (ERI) 2 


(Control Based on Persuasive Indicator – Core Entity) 3 


Assumed Facts and Circumstances 4 


The purpose of the ERI is to assist state and local officials in making informed decisions 5 
regarding effective education methods. ERI was established by the Congress and the 6 
President through a public law specifying the organization’s: 7 


 status as a tax exempt not-for-profit, 8 


 purpose and duties, 9 


 governance structure,  10 


 sources of financing, and  11 


 reporting requirements. 12 


The public law establishing ERI requires reauthorization of its operations every five years. 13 
If the Congress and the President do not authorize continued operation, ERI must cease 14 
operations and distribute its net assets to a successor organization designated by the 15 
federal government. If ERI is unable to satisfy its liabilities prior to dissolution, the federal 16 
government will assume its liabilities.  17 


ERI is governed by a seven-member board of directors; five of whom are voting. Two 18 
members are specific federal officials within the Department of Education who serve part-19 
time and do not having voting rights. The remaining five serve full-time and are appointed 20 
by the Association of Local School Boards and serve six-year terms. One of these five 21 
members is elected by the board to serve as chairperson.  22 


The legislation creating ERI designates funding of $1 per elementary school student per 23 
year to be made available from the general fund of the U.S. Treasury to the ERI trust fund. 24 
An annual transfer to ERI is not listed in the Budget but is included in the Department of 25 
Education’s Congressional Budget Justification. The board of directors is authorized to 26 
establish an annual budget not to exceed the amounts available in the trust fund. ERI may 27 
fund up to 25% of its annual budget through donations but may not use federal funds to 28 
solicit donations.   29 


The Department of Education approves the ERI annual budget. The department also 30 
reports information related to ERI activities in its annual performance report and 31 
Congressional Budget Justification. 32 


ERI must provide annually an audited financial report to the Department of Education and 33 
relevant Congressional committees.  34 


Tentative Conclusions 35 


Based on the assumed facts and circumstances and other considerations, management 36 
determined and the auditor concurred that ERI should be included in the government-wide 37 
GPFFR because the third inclusion principle (control) is met. A persuasive indicator of 38 
control exists because the federal government can unilaterally dissolve the organization 39 
and have access to its assets and responsibility for its liabilities.  40 


 41 
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Classification as Core or Non-core  1 


For this illustration, management determined and the auditor concurred that, based on the 2 
assumed facts and circumstances as well as other considerations not described in the 3 
illustrations, ERI should be included as a core entity. In arriving at this conclusion, 4 
management and the auditor considered the assumed facts and circumstances presented 5 
below in the aggregate and, finding no other facts that in the aggregate contradict these, 6 
used professional judgment to determine that ERI is a core entity. 7 


Evidence suggesting that ERI is a core entity includes: 8 


1. It is primarily financed by taxpayers. 9 


2. Taxpayers have assumed the risks associated with ERI’s liabilities.  10 


3. The purpose of ERI is to assist state and local officials by providing consultation 11 
services on a non-market basis.  12 


4. ERI’s annual budget is approved by the Department of Education and the 13 
Department also provides information related to ERI activities in its annual 14 
performance report and Congressional Budget Justification. These activities show 15 
that elected officials, acting with and through politically appointed officials, make 16 
decisions regarding ERI’s budget.  17 


Evidence suggesting that ERI is a non-core entity includes: 18 


1. A majority of the members of the board of directors is appointed by non-federal 19 
officials. 20 


2. ERI is able to access donations to sustain some of its operations. 21 


Administrative Assignment 22 


The Department of Education should consider whether or not ERI is administratively 23 
assigned to it. Evidence that indicates ERI is administratively assigned includes 24 
Education’s participation in ERI’s budgetary process and inclusion of information regarding 25 
ERI in its own Congressional Budget Justification. Having considered the above 26 
information and other available evidence, the Department of Education determined and its 27 
auditor concurred that it should consolidate ERI, which is a core entity, in its GPFFR.  28 


29 
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 1 


Mediation Corporation 2 


(Control based on Indicators in the Aggregate – Non-core Entity) 3 


Assumed Facts and Circumstances 4 


Mediation was established as a 501(c)(3) non-member not-for-profit organization through 5 
a public law specifying the organization’s: 6 


 status and operating location, 7 


 purpose and duties, 8 


 governance structure,  9 


 sources of financing, and 10 


 reporting requirements. 11 


The purpose of Mediation is to ensure that low-income individuals have access to 12 
mediation services to resolve non-criminal legal disputes. An assigned duty is to develop 13 
and maintain a network of state and local government organizations to deliver services 14 
financed by grants. Network members may raise funds to finance delivery of services 15 
through taxes, donations, and other grants without limitation. 16 


The governing board comprises 13 members including Mediation’s executive secretary. 17 
The President nominates candidates to fill vacancies the board member positions. A panel 18 
of local government officials participating in the network selects new members of the 19 
governing board from among the nominees. No more than seven members may be 20 
affiliated with the same political party. The members elect their chairperson from among 21 
the members. The President appoints the executive secretary and the Senate confirms 22 
appointment. The executive secretary’s term is fifteen years during which the President 23 
may only remove the appointee for cause.  24 


Mediation is financed by an annual appropriation, interest earnings, and grants from any 25 
public or private grant making organization. Grants must not finance more than 20% of its 26 
annual budget. The U.S. Attorney General approves the annual budget. Any liabilities 27 
incurred by Mediation must be settled from its assets and are not backed by the full faith 28 
and credit of the U. S. Government.  29 


An annual appropriation is provided in the federal budget for “Grants to the Mediation 30 
Corporation.” The appropriation is made to the Department of Justice which transfers 31 
budget authority to Mediation. Mediation manages its cash balances similar to other not-32 
for-profits and may retain any interest earned on unspent funds. In addition, it may apply 33 
for and receive grants from any grant making organization—public or private—subject to 34 
the 20% limitation.  35 


The public law creating Mediation requires it to make annual audited financial reports 36 
publicly available. Mediation also files annual tax returns with the Internal Revenue 37 
Service. Furthermore, Mediation is considered to be a non-federal organization receiving 38 
federal financial assistance.  39 


Tentative Conclusions 40 
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Although Mediation is listed in the Budget, it is a non-federal organization receiving federal 1 
financial assistance. To determine if Mediation should be included in the government-wide 2 
GPFFR, management considered the remaining inclusion principles—ownership and 3 
control. It is unclear, based on the assumed facts and circumstances, whether Mediation is 4 
owned by the federal government. Therefore, management must consider the control 5 
indicators to determine if the third inclusion principle is met. None of the persuasive 6 
indicators of control are present based on the assumed facts and circumstances so 7 
considerable professional judgment is required to determine whether – in the aggregate – 8 
the indicators provide evidence of control. The indicators suggesting federal government 9 
control over Mediation include: 10 


1. The federal government provides significant input regarding selection of the entity’s 11 
governing board members since a selection can only be made from among 12 
candidates identified by the President.  13 


2. The President appoints a key executive – the executive secretary – and may 14 
remove him or her for cause. 15 


3. Federal law restricts Mediation’s capacity to generate revenues since only 16 
appropriations, interest earned, and grants may be used. In addition, only 20% of 17 
its annual needs may be met through grants. 18 


4. The U.S. Attorney General approves the annual budget. 19 


5. Federal law requires annual audited financial reports. 20 


6. Federal law directs Mediation to work through a network of government agencies 21 
to provide services. 22 


Based on the assumed facts and circumstances and other considerations, and using 23 
professional judgment, management determined and the auditor concurred that Mediation 24 
should be included in the government-wide GPFFR.  25 


Classification as Core or Non-core 26 


For this illustration, management determined and the auditor concurred that, based on the 27 
assumed facts and circumstances as well as other considerations not described in the 28 
illustrations, Mediation should be included as a non-core entity. In arriving at this 29 
conclusion, management and the auditor considered the assumed facts and 30 
circumstances presented below in the aggregate and, finding no other facts that in the 31 
aggregate contradict these, used professional judgment to determine that Mediation is a 32 
non-core entity. 33 


Evidence suggesting that Mediation is a core entity includes: 34 


1. It is primarily funded by taxpayers.  35 


2. Elected officials determine Mediation’s budget, because at least 80% of its funding 36 
is appropriated to Justice. In addition, an appointed federal official, the U.S. 37 
Attorney General, approves Mediation’s annual budget.  38 


Evidence suggesting that Mediation is a non-core entity includes: 39 


1. Members of its governing body are selected by non-federal officials, serve longer 40 
terms than political appointees, must include members from different political 41 
parties, and may only be removed for cause. These conditions insulate the 42 
governing body from political influence. 43 
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2. Mediation has some access to non-federal funding through grants and its network 1 
of service providers is free to access non-federal funding for service delivery 2 
(subject to the 20% limitation). 3 


3. Taxpayers have not assumed risks related to Mediation’s liabilities. 4 


 5 


Administrative Assignments 6 


The Department of Justice should consider whether or not Mediation is administratively 7 
assigned to it. Evidence that indicates it is administratively assigned includes the 8 
Department of Justice’s participation in Mediation’s budgetary process. After considering 9 
the above and other factors, and using professional judgment, management at the 10 
Department of Justice determined and the auditor concurred that disclosures regarding 11 
Mediation should be included in its GPFFR. 12 


13 
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Bicycle America, Inc. (Scenario A) 1 


(Not Included) 2 


Assumed Facts and Circumstances 3 


Individual bicycle shop owners determined that a nation-wide network of shops and trails 4 
was needed to encourage greater reliance on bicycles for transportation and invested in a 5 
new corporation, Bicycle America. BA’s mission was to create a coast-to-coast network 6 
and ensure wide access to bicycling. Shares in the venture are held by local bicycle shops 7 
in all major cities. 8 


BA is governed by a board of directors. The board controls and directs the organization’s 9 
affairs and interests. Board members are elected by the shareholders to serve three-year 10 
terms.  11 


Until recently, BA was able to finance its operations from user fees. A recent lawsuit led to 12 
serious financial challenges and cash was unavailable to meet pressing needs. Absent a 13 
cash inflow, BA was considering closing the trails. Due to exceptional citizen reliance on 14 
the trails for transportation and recreation, the federal government intervened and enacted 15 
legislation to provide funding.  16 


The federal government provided a short-term loan to BA. The federal financial 17 
intervention to preserve BA was not separately identified in the Budget, but wais part of a 18 
larger federal program within the Department of Transportation.   19 


The funding legislation also established a temporary advisory committee to monitor BA’s 20 
financial condition and inform Congress of potential issues that may warrant additional 21 
actions. In addition, the advisory committee will develop a plan to aid BA in returning to 22 
financial solvency and refinancing the short-term loan.  23 


Tentative Conclusions 24 


Based on the assumed facts and circumstances and other considerations, management 25 
determined and the auditor concurred that BA should not be included in the government-26 
wide GPFFR. Specifically, BA is not listed in the Budget. Further, based on the available 27 
information and other considerations, management determined and the auditor concurred 28 
BA does not meet either the remaining ownership or control inclusion principle because 29 
BA continues to be owned by common shareholders and governed by the existing board 30 
of directors. The advisory committee offers advice to the Congress and does not have 31 
authority to direct BA to act. 32 


 33 


 34 


35 
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 1 


Bicycle America, Inc. (Scenario B) 2 


(Owned – Non-core entity (Intervention)) 3 


Assumed Facts and Circumstances 4 


Same as above except that in addition to the actions in Scenario A above, the federal 5 
government received shares that carry 51% of the voting rights of BA common stock and 6 
the advisory committee will develop a plan to sell the shares.  7 


Tentative Conclusions 8 


Based on the changed assumptions and no information to the contrary, and using 9 
professional judgment, management determined and the auditor concurred that BA should 10 
be included in the government-wide GPFFR. When the federal government holds a 11 
majority ownership interest, albeit temporary, the owned entity should be included in the 12 
government-wide GPFFR.   13 


Classification as Core or Non-core 14 


The available facts and circumstances indicate that the federal government’s involvement 15 
with BA is an intervention not expected to be permanent. Based on the assumed facts and 16 
circumstances and other considerations, management determined and the auditor 17 
concurred that BA should be included as a non-core entity because ownership resulted 18 
from an intervention. The initial determination would need to be evaluated periodically to 19 
determine if the intervention continues to be intended to be temporary. 20 


Administrative Assignments 21 


Department of Transportation was assigned responsibility for transferring funds to BA 22 
which indicates an administrative assignment. As a result, management determined and 23 
their auditor concurred that the department should disclose information regarding BA in its 24 
GPFFR. If BA is also administratively assigned to other component reporting entities, then 25 
those entities should also disclose information in their GPFFRs. 26 


27 
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 1 


Chatham Laboratory 2 


(Control Based on Persuasive Indicator – Core Entity (FFRDC)) 3 


Assumed Facts and Circumstances 4 


Federal Department of ABC (ABC) organized Chatham Laboratory as a federally funded 5 
research and development center (FFRDC) to conduct specialized engineering research 6 
that supports ABC’s mission related to infrastructure and leads to improved services. As 7 
specified in the agreement, ABC provides the physical capital and ongoing funding for the 8 
FFRDC and sets research goals for Chatham.  9 


ABC selects a contractor to operate Chatham and conduct research consistent with the 10 
established goals. ABC is not involved in the day-to-day operations of Chatham. ABC 11 
routinely evaluates Chatham’s performance and maintains a research office to review 12 
strategic plans, consider progress, and serve as a liaison to other federal institutions. ABC 13 
reports on Chatham’s efforts in its own performance reports. 14 


Chatham operations are funded entirely through appropriations provided to ABC. ABC 15 
identifies Chatham in its Congressional Budget Justification but Chatham is not specifically 16 
identified in the President’s Budget. Instead, amounts for Chatham are included in a larger 17 
research program which makes payments to the contractor consistent with the terms of 18 
the contract. Chatham’s contract operator must submit financial and performance reports 19 
to ABC periodically. All Chatham assets belong to the federal government and the results 20 
of Chatham research are the property of the federal government. In addition, ABC would 21 
be responsible for liabilities arising from use of the facilities to conduct research such as 22 
environmental cleanup liabilities. ABC is also responsible for employee benefits in the 23 
event Chatham operations are terminated. 24 


Tentative Conclusions 25 


Based on the assumptions and other considerations, management determined and the 26 
auditor concurred that Chatham should be included in the government-wide GPFFR. While 27 
the federal government contractings for the operation of Chatham, officials at ABC also act 28 
as the governing body by establishing the purpose and mission of Chatham. Further, ABC 29 
continues in this role through its involvement in Chatham’s strategic planning and 30 
monitoring of performance. Establishing the purpose and mission of an organization is a 31 
persuasive indicator that control exists. 32 


Classification as Core or Non-core  33 


For this illustration, management determined and the auditor concurred that, based on the 34 
assumed facts and circumstances as well as other considerations not described in the 35 
illustrations, Chatham should be included as a core entity. In arriving at this conclusion, 36 
management and the auditor considered the assumed facts and circumstances presented 37 
below in the aggregate and, finding no other facts that in the aggregate contradict these, 38 
used professional judgment to determine that Chatham is a core entity. 39 


Evidence suggesting that Chatham is a core entity includes: 40 


1. It is primarily financed by taxpayers. 41 


2. Taxpayers have assumed the risks associated with Chatham’s liabilities.  42 
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3. Chatham’s annual budget is developed by ABC officials and information related to 1 
Chatham activities is provided in its ABC’s performance report and Congressional 2 
Budget Justification. This indicates that decision making regarding the budget is 3 
exercised byleads to elected officials through politically appointed officials and the 4 
budget process.  5 


Evidence suggesting that Chatham is a non-core entity includes: 6 


1. Day-to-day operating decisions are made by a contractor. 7 


After considering the above analysis and other factors, management determined and the 8 
auditor concurred that Chatham is a core entity. 9 


Administrative Assignment 10 


ABC should consider whether or not Chatham is administratively assigned to it. In the 11 
example, evidence suggesting Chatham is administratively assigned includes ABC’s role 12 
in Chatham’s strategic planning, budgeting, and administration. Having considered the 13 
assumed facts and circumstances and other available evidence, the Department of ABC 14 
determined and its auditor concurred that it should consolidate Chatham, which is a core 15 
entity, in its GPFFR.  16 


17 
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Gotham Laboratory  1 


(Not included – Economic Dependency Insufficient to Show Control) 2 


Assumed Facts and Circumstances 3 


The Department of XYZ (XYZ), a department within the executive branch of the federal 4 
government, contracted with Gotham Laboratory (Gotham) to conduct specialized 5 
engineering research that fulfills a federal mission related to infrastructure and leads to 6 
improved services of XYZ.  As specified in the agreement, XYZ provides funding to 7 
Gotham and Gotham’s management team plans, manages, and executes the assigned 8 
research program.  9 


XYZ serves on a panel providing input on the appointment of the board of directors for 10 
Gotham. However, the board of directors elects new members and the board manages 11 
Gotham’s research. Gotham also may engage in any outside research activities approved 12 
by its board of directors.  13 


Gotham performs services for various federal and non-federal organizations but receives 14 
90 percent of its funding from XYZ. XYZ receives appropriated funds to support the 15 
Gotham research program. The remaining 10 percent of Gotham funding is derived from 16 
contracts with other federal agencies and private industry as well as donations. Gotham’s 17 
budget is not reviewed or approved by any federal officials. Gotham is subject to the usual 18 
federal contract oversight and reporting requirements.      19 


Tentative Conclusions 20 


Based on the assumptions and other considerations, management determined and the 21 
auditor concurred that Gotham should not be included in the government-wide GPFFR. 22 
Gotham is not listed in the Budget. Further, based on the assumed facts and 23 
circumstances and other considerations, Gotham does not meet the inclusion principles of 24 
either ownership or control with expected benefits or risk of loss. Although Gotham 25 
appears to be economically dependent on the federal government, it ultimately retains 26 
discretion as to whether to accept funding or do business with the federal government. 27 
Despite the influence resulting from this dependency, the federal government does not 28 
govern Gotham’s financial and operating policies. 29 


30 
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Andromeda Prime Power Systems 1 


(Not Included – GSE (potential -related party)) 2 


Assumed Facts and Circumstances 3 


The federal government created Andromeda Prime Power Systems (APPS) as a 4 
government sponsored enterprise (GSE) to facilitate commercial space travel. APPS 5 
controls interplanetary travel among a network of commercial space stations and is subject 6 
to federal regulations regarding safety and technology transfers to other nations.     7 


APPS is governed by a nine-member board of directors elected by common stock 8 
shareholders. Board members serve three-year terms.  9 


APPS issued common stock and received a federal government grant to finance its initial 10 
capital and startup costs. The APPS is under no obligation to return the grant funds but is 11 
expected to promote U. S. competitive interests in the emerging space travel industry.  12 


Also, dDuring the reporting period, APPS’ board approved a strategic plan to expand its 13 
systems to accommodate increased commercial demands and . APPS issued bonds to 14 
finance the initiative. The interest rate required by lenders indicates that the market 15 
assumes the federal government has implicitly guaranteed the payment of principal and 16 
interest. In its regulatory capacity, the federal government required APPS to establish a 17 
capital reserve and created a five-member APPS Advisory Board to monitor and advise 18 
Congress on APPS’ fiscal operations.  19 


APPS derives its revenues from fees charged to commercial entities and receives no 20 
ongoing federal support through the Budget. 21 


Tentative Conclusions 22 


Based on the assumptions and other considerations, management determined and the 23 
auditor concurred that APPS should not be included in the government-wide GPFFR as a 24 
core or non-core entity. APPS is not listed in the Budget and the federal government does 25 
not have a majority ownership interest in the company.  26 


Further, Mmanagement does a thorough assessment of control indicators and 27 
determineds that the federal government does not exercise control of APPS. Regulation of 28 
APPS does not, by itself, establish control.  29 


Management further considers whether APPS should be reported as a Related Party ---- 30 


 [This example will be developed further when draft related party standards are 31 
available.]However, based on the assumptions and other considerations, management 32 
determined and the auditor concurred that APPS should be disclosed as a related party. 33 
Related parties generally include GSEs not meeting the inclusion principles, especially 34 
those organizations created by the federal government wherein there is an implied 35 
guarantee.    36 


 37 


 38 


39 
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U.S. Museum (Scenario A) 1 


(In the Budget - Core) 2 


Assumed Facts and Circumstances 3 


The U.S. Museum (the Museum) was organized to bring history and lessons about the 4 
United States to individuals through educational outreach, teacher training, traveling 5 
exhibitions, and scholarship.  6 


The Museum is an independent establishment of the federal government and is governed 7 
by a board of trustees, known as the Museum Council. The Council has 130 voting 8 
members and 20 nonvoting members. Of the voting members, 110 are appointed by the 9 
President and serve 10-year terms (appointments are staggered) and the other 20 are 10 
appointed from among members of Congress to serve during their term. The non-voting 11 
members are selected by the Council.     12 


The Museum receives an annual appropriation as well as private donations. Annual 13 
appropriations account for approximately 90% of operations and activities, with the 14 
remaining 10% coming from donor activities and museum sales. The museum is listed in 15 
the Budget of the United States Government: Analytical Perspectives –Federal Programs 16 
by Agency and Account (Budget). All donations are considered to be available for use 17 
unless specifically restricted by the donor or by time. Furthermore, the Museum is not 18 
considered to be a non-federal organization receiving federal financial assistance. 19 


Tentative Conclusions 20 


Based on the assumptions and other considerations, management determined and the 21 
auditor concurred that the Museum should be included in the government-wide GPFFR 22 
because the Museum is listed in the Budget (the first inclusion principle). Further, the 23 
President and the Congress appoint the Museum Council which indicates the federal 24 
government controls the Museum (the third inclusion principle).  25 


Classification as Core or Non-core 26 


Because it is listed in the budget, the Museum is presumed to qualify as a core entity 27 
assuming no information to the contrary. In this example, management determined and 28 
the auditor concurred that there were no facts rebutting or contradicting the assumption 29 
that the Museum is a core entity. As a core entity, it should be consolidated in the 30 
government-wide GPFFR.  31 


Administrative Assignment 32 


Based on a review by management, no other component reporting entity has been 33 
assigned administrative responsibilities for the Museum. Therefore, the Museum is 34 
consolidated only directly into the government-wide GPFFR. 35 


 36 


37 
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 1 


U.S. Museum (Scenario B) 2 


(Control based on Appointment of a Majority of Governing Body - Non-core (Financially 3 
Independent Entity)) 4 


Assumed Facts and Circumstances 5 


The U.S. Museum (the Museum) was organized by volunteers to bring history and lessons 6 
about the United States to individuals through educational outreach, teacher training, 7 
traveling exhibitions, and scholarship. The Museum is intended to be a self supporting 8 
operation. Shortly after its founding, it entered into a cooperative relationship with the 9 
Department of Federal Museums, a department within the executive branch.  10 


The Museum is incorporated as a not-for-profit entity governed by the Museum Council. 11 
The Council has 15 voting members referred to as trustees. The presidentially-appointed 12 
head of the Department of Federal Museums serves as the Council chairperson. Of the 13 
remaining voting trustees, nine are appointed by the President and five are selected and 14 
approved by the Council. Except for the chairperson, all trustees serve ten-year terms 15 
which are staggered. The Council selects a Board of Directors for the Museum and 16 
appoints the Chief Executive Officer.      17 


The Museum is a public-private partnership which receives an annual appropriation as 18 
well as private donations, rental income, and sales revenue. No fees are charged for 19 
educational events or museum tours. Rental income from the Museum facilities is derived 20 
from rates competitive with other venues for similar events. Rental of the facilities is 21 
intended to support museum activities such that the museum can eventually be self 22 
supporting. Presently, annual appropriations account for approximately 15% of operations 23 
and activities, with the remaining 85% coming from donor activities, rental income, and 24 
museum sales. The museum is listed the Budget of the United States Government: 25 
Analytical Perspectives –Federal Programs by Agency and Account (Budget). The funding 26 
received from donations is restricted to use by the Museum and the trustees approve the 27 
annual budget including rental income and fundraising goals. 28 


The Museum’s employees are not federal employees. The Museum is required to fully 29 
fund any deferred compensation programs and to advise its employees that the federal 30 
government has not guaranteed their deferred compensation. 31 


Tentative Conclusions 32 


Based on the assumed facts and circumstances and other consideration, management 33 
determined and the auditor concurred the Museum should be included in the government-34 
wide GPFFR because it is controlled by the federal government. Although the Museum is 35 
listed in the Budget, it is a non-federal organization receiving federal financial assistance. 36 
An assessment of the remaining inclusion principles shows that the Museum is controlled 37 
by the federal government since a majority of the trustees are appointed by the President; 38 
a persuasive indicator of control.  39 


Classification as Core or Non-core 40 


For this illustration, management determined and the auditor concurred that, based on the 41 
assumed facts and circumstances as well as other considerations not described in the 42 
illustrations, Museum should be included as a non-core entity. In arriving at this 43 
conclusion, management and the auditor considered the assumed facts and 44 
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circumstances presented below in the aggregate and, finding no other facts that in the 1 
aggregate contradict these, used professional judgment to determine that Mediation  2 
Museum is a non-core entity. 3 


Evidence suggesting that U. S. Museum is a core entity includes: 4 


1. Appointments to the Council are made by elected officials. 5 


2. Museum services are provided on a non-market basis to the general public. 6 


Evidence suggesting that U.S. Museum is a non-core entity includes: 7 


1. The Museum is a separate legal entity – a not-for-profit – and terms for a 8 
majority of Council members are ten-years. This insulates the organization from 9 
political influence. Further, day-to-day operations are governed by a board of 10 
directors whose members are not directly appointed by elected officials. 11 


2. The Museum is intended to receive limited taxpayer support and market rates 12 
are charged for facility rentals. 13 


3. The Museum is required to make explicit that any liability for deferred 14 
compensation of its employees is not guaranteed by the federal government. 15 
This indicates that limited risks are imposed on the taxpayer. 16 


Non-core entities should be disclosed by the component reporting entity to which they are 17 
administratively assigned and, if material, by the government-wide entity.  18 


Administrative Assignment 19 


Management determined and the auditor concurred the Department should include the 20 
Museum as a non-core entity in its GPFFR because the Department is assigned 21 
administrative responsibility for the Museum based on appointment of its head to serve as 22 
chairperson of the Council.  23 


 24 


25 
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Firefighters’ Housing Limited Partnership  1 


(Owned and Controlled - Core Entity) 2 


Assumed Facts and Circumstances 3 


Agency 123 has been authorized to establish pre-positioned housing and equipment 4 
storage facilities on federal land to ensure immediate and efficient deployment of fire 5 
fighting resources in response to wildfires in remote areas. The enabling legislation 6 
specifically allows Agency 123 to enter into a wide range of financial agreements with 7 
private-sector participants to provide housing and equipment storage for the fire fighters.  8 


The agency and a private developer formed a limited partnership—Firefighters’ Housing 9 
Limited Partnership (FHLP)—to develop, operate, maintain, and own, all housing and 10 
storage units and facilities within a designated area for 25 years. Agency 123 leased land 11 
to FHLP under a 25-year ground lease. At the end of the 25-year ground lease, the 12 
agency has the option to renew the partnership for another 25 years. If it does not renew, 13 
via the agency’s residual ownership interest, all structures and land revert back to Agency 14 
123, in accordance with  the agency’s residual ownership interest. During the 25-year 15 
ground lease, Agency 123 will provide an annual payment to FHLP from its appropriated 16 
funds for management services, use of the housing by Agency 123 employees during the 17 
fire season, and equipment storage year-round. 18 


The private sector partner is guaranteed a minimum payment from FHLP and has no 19 
ownership interest in FHLP properties. The private sector partner also is entitled to a share 20 
of profits from non-fire season vacation rentals of the housing so long as the facilities meet 21 
established condition requirements. Profits not distributed to the private sector partner are 22 
retained by FHLP and can be used for capital improvements including development of new 23 
housing in adjacent parks under similar terms. 24 


As part of the partnership agreement, Agency 123 has significant authority to determine 25 
the policies governing FHLP’s activities and to affect day-to-day decisions such as design 26 
and construction. Any debt incurred by FHLP must be authorized by the agency. 27 
Furthermore, capital and operating budgets require agency approval and financial 28 
transactions are monitored on a monthly basis by the agency’s contract administration 29 
office. The partnership is required to produce audited financial statements annually. 30 


Tentative Conclusions 31 


Based on the assumed facts and circumstances and other considerations, management 32 
determined and the auditor concurred that FHLP should be included in the government-33 
wide GPFFR. A substantial ownership interest is present via the agency’s continuing 34 
ownership interest. In addition, several control indicators are met as summarized in the 35 
following analysis of available information.  36 


1. Agency 123 may be able to direct the partnership regarding the establishment 37 
and subsequent revision of financial and operating policies through its review 38 
and approval of operating budgets, designs, and condition of the facilities. If so, 39 
this would be a persuasive indicator of control. Management should weigh the 40 
impact of its role in directing the FHLP’s financial and operating policies and 41 
consider how much discretion falls to the private sector partner. 42 
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2. If the persuasive control indicator is not met, management should consider 1 
oOther indicators that in the aggregate may indicate control. Agency 123 has 2 
significant authority to: 3 


a. direct the ongoing use of assets. 4 


b. approve the budgets and business plans for FHLP. 5 


c. require audits. 6 


d. limit borrowing and investment by FHLP. 7 


Classification as Core or Non-core 8 


For this illustration, management determined and the auditor concurred that, based on the 9 
assumed facts and circumstances as well as other considerations not described in the 10 
illustrations, FHLP should be included as a core entity. In arriving at this conclusion, 11 
management and the auditor considered the assumed facts and circumstances presented 12 
below in the aggregate and, finding no other facts that in the aggregate contradict these, 13 
used professional judgment to determine that FHLP is a core entity. 14 


Evidence suggesting that FHLP is core includes the following: 15 


1. FHLP provides housing to firefighters as its primary function on a non-market 16 
basis.  17 


2. It is financed by taxpayer funds supplemented by any retained profits from non-18 
fire season rentals.  19 


3. Decisions are made by organizational leaders at Agency 123 who are 20 
appointed by the President and confirmed by the Senate. 21 


4. Funds transferred to FHLB will be approved through the usual budgetary 22 
process so that FHLB funding will be included in the budget approved by the 23 
Congress and the President. 24 


Evidence suggesting that FHLP is non-core includes the following: 25 


1. FHLP has a legal identity separate from Agency 123. 26 


2. FHLP is authorized to provide vacation housing services to customers on a 27 
market basis and use the proceeds to first compensate the private sector 28 
partner and then reduce the cost of firefighter housing borne by the taxpayer. 29 


As a core entity, FHLP should be consolidated by the component reporting entity to which 30 
it is administratively assigned.  31 


Administrative Assignment 32 


Management determined and the auditor concurred Agency 123 should consolidate FHLB 33 
because it is assigned administrative responsibility for FHLB based on its inclusion of 34 
FHLB funding in its budget request and its coordination and monitoring of FHLB’s plans 35 
and performance. 36 


37 
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The Blue Mountain Observatory 1 


(Controlled – Non-core Entity (FFRDC)) 2 


Assumed Facts and Circumstances 3 


Agency XYZ created a federally funded research and development center (FFRDC), the 4 
Blue Mountain Observatory (BMO), to provide facilities and leadership needed to conduct 5 
scientific research in a wide range of fields, including the study of black holes. Agency 6 
XYZ is BMO's primary sponsor. University Cooperative (UC) is a non-profit membership 7 
corporation created by 50 universities conducting research that would benefit from use of 8 
BMO facilities. UC was created to seek the role of managing, operating, and maintaining 9 
BMO under a cooperative agreement with Agency XYZ. UC subsequently entered into a 10 
cooperative agreement with Agency XYZ.  11 


UC is governed by a board of trustees appointed to represent each of the 50 member 12 
universities. UC trustees appoint an individual to serve as president of BMO. The trustees 13 
also oversee BMO operations including providing input on strategic plans, approving the 14 
annual program plan before its submission to Agency XYZ for approval, responding to 15 
Agency XYZ input, and monitoring financial activities including establishing investment 16 
policies. UC employs staff to perform all BMO activities and these individuals are referred 17 
to as ‘BMO employees.’ Member universities fund any non-BMO activities of UC.  18 


The cooperative agreement between UC and Agency XYZ ensures close coordination 19 
between Agency XYZ and BMO employees. The agreement contains requirements 20 
necessary for Agency XYZ’s oversight of both BMO’s programs and UC’s management 21 
activities, including the following provisions: 22 


1. Provide input to a strategic plan developed by BMO employees in collaboration 23 
with UC trustees. The strategic plan sets the overall direction and priorities for 24 
BMO.  25 


2. Agency XYZ must approve the annual program plan and budget for use of 26 
resources. 27 


3. UC must provide to Agency XYZ an annual scientific report and audited 28 
financial statements.  29 


4. Agency XYZ participates in developing a five-year strategic plan.  30 


5. BMO and Agency XYZ must meet annually to review progress and ensure that 31 
scientific and facility priorities remain consistent with those of Agency XYZ.. 32 


UC works cooperatively with Agency XYZ to ensure the effective implementation of the 33 
strategic mission of BMO to the benefit of the research community. Mid-way through the 34 
current cooperative agreement, Agency XYZ will conduct comprehensive reviews of 35 
science, facilities, and management to inform future decisions regarding recompetition of 36 
the cooperative agreement for the facility. UC is under no obligation to continue in its role 37 
in managing, operating, and maintaining BMO. 38 


In the most recent fiscal year, BMO received $100 million in funding from Agency XYZ 39 
through its cooperative agreement with UC. Agency XYZ proposed the $100 million in 40 
funding in its Congressional Budget Justification and described how the funds would be 41 
used to support the research programs at BMO. In administering the funds provided by 42 
Agency XYZ for BMO programs, UC may: 43 
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1. expend funds to meet ongoing operational needs. 1 


2. make annual cash contributions to employee benefits programs (accrued leave 2 
and pension plans). 3 


3. make annual payments due under long term leases.  4 


4. construct or purchase new assets so long as all resulting property is titled to BMO. 5 


In the event the cooperative agreement with UC is terminated, Agency XYZ would assume 6 
management responsibility for the facility. Further, Agency XYZ would seek appropriations 7 
for termination expenses such as post-retirement benefit liabilities for BMO employees. 8 
However, Agency XYZ would be obligated to pay termination benefits only if funds were 9 
appropriated for that purpose. 10 


Tentative Conclusions 11 


Based on the assumed facts and circumstances and other considerations, management 12 
determined and the auditor concurred that BMO should be included in the government-13 
wide GPFFR. BMO is not listed in the Budget so other inclusion principles must be 14 
considered. BMO facilities are owned by the federal government and new assets are titled 15 
to the federal government. With respect to the control inclusion principle, Agency XYZ 16 
establishes the fundamental purpose and mission of BMO through its participation in 17 
strategic planning and the overall effort to ensure BMO goals are consistent with Agency 18 
XYZ research goals. This effort includes annual actions to approve BMO’s annual program 19 
plan and operating budget. These actions are persuasive indicators of control.  20 


Classification as Core or Non-core 21 


Evidence suggesting that BMO is core includes the following: 22 


1. BMO provides, as its primary function, research facilities and leadership to 23 
university members of UC on a non-market basis. It is financed by taxpayer 24 
funds supplemented by non-government donors.  25 


2. Key operational decisions are made by organizational leaders at Agency XYZ 26 
who are appointed by the President and confirmed by the Senate. 27 


3. Funds transferred to BMO will be approved through the usual budgetary 28 
process so that use of taxpayer funds to support BMO is ultimately decided by 29 
the Congress and the President. 30 


Evidence suggesting that BMO is non-core includes the following: 31 


1. BMO has a legal identity separate from Agency XYZ. 32 


2. The governance structure ensures that universities have substantial input 33 
regarding BMO’s strategic plans and annual program plan. The significant 34 
involvement of non-governmental entities lessens political influence. 35 


3. BMO’s liabilities are not obligations of the U.S. government. 36 


4. BMO is authorized to accept donations from non-government entities. 37 


Based on the assumed facts and circumstances and other information, management 38 
determined and the auditor concurred that BMO is a non-core entity. As a non-core entity, 39 
BMO should be disclosed by the component reporting entity to which it is administratively 40 
assigned.  41 


Administrative Assignment 42 
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Management determined and the auditor concurred that Agency XYZ should disclose 1 
information about BMO because it is assigned administrative responsibility for BMO based 2 
on its inclusion of BMO funding in its budget request and its coordination and monitoring of 3 
BMO’s plans and performance. 4 


5 
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Summary Application of Proposed Standard  1 


Table 1: Summary Application of Proposed Standard 2 


 


 


 


 


 


NAME 


P
A


G
E


 


IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR? CORE OR NON-CORE ENTITY 


IN THE 
BUDGET 


OWNED CONTROL 
MISLEADING 
TO EXCLUDE 


 


IS THE ENTITY 
INCLUDED? 


A CORE ENTITY 


(CONSOLIDATED) 


A NON-CORE 
ENTITY 


(DISCLOSED) 


ABC 
Department 


3 Yes    Yes 
Entities listed in the 
Budget are presumed 
to be core. 


 


Epsilon 
Corporation 


5 Yes    Yes 
Entities listed in the 
Budget are presumed 
to be core. 


 


Sigma 
Association 


6 No  


Yes. A majority of the governing 
board members is appointed by 
the President and confirmed by 
the Senate. 


 Yes  
Financially 
independent entity 


Scholars 
University 


8 


Yes but as a 
non-federal 
organization 
receiving 
federal 
financial 
assistance. 


No 


No. Scholars’ board of trustees 
elects its respective board 
members. Scholars’ board of 
trustees primarily directs the 
university’s affairs and the 
university seeks sources of 
revenue to operate virtually in a 
self-sustaining manner.  


No No   


Education 
Research 
Institute 


10 No  


Yes, the federal government can 
unilaterally dissolve ERI and 
access to its assets and 
responsibility for its liabilities. 


. Yes 


The ERI Trust Fund is 
ultimately funded 
through taxes, elected 
officials establish ERI’s 
budget, services are 
provided on a non-
market basis, and 
taxpayers assume risk. 
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NAME 


P
A


G
E


 


IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR? CORE OR NON-CORE ENTITY 


IN THE 
BUDGET 


OWNED CONTROL 
MISLEADING 
TO EXCLUDE 


 


IS THE ENTITY 
INCLUDED? 


A CORE ENTITY 


(CONSOLIDATED) 


A NON-CORE 
ENTITY 


(DISCLOSED) 


Mediation, 
Inc. 


12 


Yes but as a 
non-federal 
organization 
receiving 
federal 
financial 
assistance. 


 


Yes. Considering the control 
indicators in the aggregate, the 
federal government controls 
Mediation. It provides significant 
input on the selection of 
governing board members, 
appoints a key executive, limits 
Mediation’s capacity to generate 
revenue, approves the annual 
budget, requires audited financial 
statements, and directs Mediation 
to work with other governments. 


  Yes 


 


 


 


 


 


 


 


Mediation’s 
governing body is 
insulated from 
political influence 
and risks are not 
assumed by the 
taxpayer.  


Bicycle 
America, 
Inc. 
(Scenario A) 


15 No 
No. BA is 
owned by 
shareholders. 


No, governing board members 
are elected by shareholders 
rather than subject to political 
appointment 


. 


No. BA 
generally 
provides 
market-based 
services and 
primarily 
operates 
independently 
of the federal 
government.  


    


Bicycle 
America, 
Inc. 
(Scenario B) 


16 No 


Yes, the federal 
government 
acquired 51% 
of the voting 
rights in BA. 


    Yes  
Intervention 
intended to be 
temporary 


Chatham 


Laboratory  
(FFRDC) 


17 No 


The assets and 
research 
results are 
owned. 


Yes. The federal government 
establishes the purpose and 
mission of Chatham.  


 


 Yes 


Yes, Chatham is 
primarily funded by 
taxpayers, and 
governance and 
accountability rests 
with the President and 


Congress. 
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NAME 


P
A


G
E


 


IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR? CORE OR NON-CORE ENTITY 


IN THE 
BUDGET 


OWNED CONTROL 
MISLEADING 
TO EXCLUDE 


 


IS THE ENTITY 
INCLUDED? 


A CORE ENTITY 


(CONSOLIDATED) 


A NON-CORE 
ENTITY 


(DISCLOSED) 


Gotham 
Laboratory 


19 No No No No 


No.  Although it 
may be 
economically 
dependent, 
Gotham has 
discretion as to 
whether to 
accept funding 
from the 
government. 


  


Andromeda 
Prime Power 
Systems 


(GSE) 


20 No No 


No, APPS’ governing body is 
elected by common 
shareholders. The APPS 
Advisory Board advises 
Congress and does not direct 
APPS’ operations. 


 


No –But, but 
should consider  
Yes for related 
party  
provisionsdisclo
sures. 


    


US Museum 


(Scenario A) 
21 Yes  


 Yes. The Museum Council voting 
members, 110 are appointed by 
the President and 20 are 
appointed from among members 
of Congress 


  Yes 


Yes. The Museum is in 
the budget and 
primarily funded by 
taxpayers and 
governance and 
accountability rests 
with the President and 


Congress.  


  


US Museum 


(Scenario B) 
22 


Yes but as a 
non-federal 
organization 
receiving 
federal 
financial 
assistance 


 
 Yes. The President appoints a 
majority of the governing body’s 
members.      


  Yes  


The museum is a 
financially 
independent 
entity.  


Firefighters’ 
Housing 
Limited 


24 No 
Ownership of 
property is 
retained. 


Yes. Agency 123 has significant 
authority to direct the limited 
partnership’s activities and to 
affect day-to-day activities such 


  Yes 
Yes. Taxpayers fund 
the housing and risks 
have been assumed 
through guarantee of 
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NAME 


P
A


G
E


 


IS THE ORGANIZATION INCLUDED IN THE GOVERNMENT-WIDE GPFFR? CORE OR NON-CORE ENTITY 


IN THE 
BUDGET 


OWNED CONTROL 
MISLEADING 
TO EXCLUDE 


 


IS THE ENTITY 
INCLUDED? 


A CORE ENTITY 


(CONSOLIDATED) 


A NON-CORE 
ENTITY 


(DISCLOSED) 


Partnership as in design and construction and 
the partnership’s purpose is to 
carryout federal missions and 
objectives. 


partnership debts 


Blue 
Mountain 
Observatory 


(FFRDC) 


26 No Property is 
owned by the 
federal 
government. 


Yes. The federal government 
establishes the purpose and 
mission of BMO. 


 Yes    BMO is a 
separate legal 
entity and UC 
plays a significant 
role in its 
governance 
without political 
influence.  


 1 
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Proposed Standards 


Scope and Applicability 


5. This Statement applies to federal entities that prepare general purpose federal 
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.   


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 includedto report in the GPFFR of entities 
applying SFFAS 34, 


c. the manner in which information should be presented for organizations 
includedreported in the GPFFR, and 


d. what, disclosures, if any, are needed regarding related parties. 


 


 


Definitions 


Definitions in paragraphs 7 through 10 are presented first because of their importance in 
understanding the Statement.  Other terms shown in boldface type the first time they 
appear in this document are presented in the Glossary at Appendix D.  Respondents to 
this proposal may want to examine all definitions before reviewing the Statement and 
Basis for Conclusions. 


 


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). 
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Statement of Federal Financial Accounting Concepts (SFFAC) 2 provides criteria 
for an entity to be a reporting entity.1 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 includesreports 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.2  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 includedreported in the GPFFR of a larger reporting entity) 
that may themselves prepare GPFFRs.  One example is a bureau ofthat is within 
a larger department thatbut prepares aits own standalone GPFFR.      


10. Control with expectedpossible benefits or risk of loss Control with 
expectedpossible benefits or risk of loss is 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 benefits3 or be obligated to 
provide financial support or assume financial obligations. 


11. Sovereign Powers Sovereign powers are the powers enumerated in the 
Constitution, which includes the power to lay and collect taxes, duties, imposts, 
and excises; pay the debts and provide for the common defense and general 
welfare of the United States; borrow money on the credit of the United States; 
regulate commerce with foreign nations and among the several states; establish 


                                             
1 SFFAC 2, par. 29-37, provides a discussion on Identifying the Reporting Entity for General Purpose 
Financial Reporting. 
 
2 The larger reporting entity could be the government-wide reporting entity or another component 
reporting entity. 
3 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. 
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uniform rules of naturalization and bankruptcy; coin money and regulate the 
value thereof; fix the standards of weights and measures; provide for the 
punishment of counterfeiting; establish post offices and post roads; secure for 
authors and inventors the exclusive rights to their writings and discoveries; 
constitute tribunals; define and punish piracies and felonies committed on the 
high seas; declare war; raise and support armed forces; make treaties.   


Organizational Approach to Defining Boundaries  


 
11.12. The SFFAC 2 described how 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 common defense and general welfare of the Nation.  Although 
there are othercomposed of many different components.  It also described how, 
for accounting and reporting purposes, it may be viewed from at least three 
different perspectives,4 such as : an organization perspective, a budget 
perspective, and a program perspective, an organizational approach was 
established in.   SFFAC 25 asconcluded that the most appropriate perspective for 
understanding the composition and reporting the financial position of the federal 
government.  SFFAC 2 established that GPFFRs should include the aggregation 
of 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. would 
be the organization perspective. .  


12.13. Accountability demands comprehensive reporting. To provide comprehensive 
reporting, the federal government must report on organizations thatFurthermore, 
the component organizations serve varied purposes and have complex 
governance structures and finances.  For example, certain distinctions must be 
maintained for financial reports to meetIn some instances, the reporting 
objectives established in SFFAC 1. In such cases, disclosures about can best be 
met by consolidating the organization rather than financial information 
consolidated across allof several organizations may better meet these 
objectives..  In other instances, a more useful approach would be to separately 
disclose the information for some of the organizations. 


13.14. This Statement first establishes the principles for includingdetermining which  
organizations to report in the government-wide GPFFR (see Principles for 
InclusionDetermining which Organizations to Report in the Government-wide 
GPFFR) It then distinguishes between core entities (consolidated)Entities to be 
Consolidated and non-core entities (disclosed)Entities to be Disclosed  (see 


                                             
4 SFFAC 2, par. 13-28 discusses the budget and program perspectives of the federal government, as well 
as the intertwining of the perspectives. 
5 SFFAC 2, par. 31-38. 
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section ‘Organizations - Core Entities and Non-core Entities’ which describes 
these types of entities).  (see Reporting on Organizations—Consolidation or 
Disclosure). 


14.15. This Statement also establishes that component reporting entities must identify 
and includereport in their GPFFRs all coreEntities to be Consolidated and non-
core entitiesEntities to be Disclosed for which they are accountable so that both 
the component reporting entity and government-wide GPFFRs are complete. 


15.16. Lastly, the Statement addresses presentation of financial information based on 
those decisions (see GPFFR- Consolidation and Disclosure). 


16.17. ADD RELATED PARTY (Tab C) 


 


 


Principles for InclusionDetermining which Organizations to Report in the 
Government-wide GPFFR 


17.18. To determineThis Statement provides three principles for determining which 
organizations should be included6reported in the government-wide GPFFR, this 
Statement provides three principles for inclusion and. It also requires 
inclusionreporting of organizations if it would be misleading to exclude them (see 
par. 3433). 


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


a. In the Budget 


b. Majority Ownership Interest   


c. Control with ExpectedPossible Benefits or Risk of Loss 


 


In the Budget 


19.20. An organization with an account or accounts listed in the Budget of the United 
States Government: Analytical Perspectives- Supplemental Materials schedule 
titled Federal Programs by Agency and Account should be includedreported in 
the government-wide GPFFR unless it is a non-federal organization receiving 


                                             
6 ‘Included’ means an organization’s information is either consolidated or disclosed. 
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federal financial assistance.7  Any listed non-federal organizations receiving 
federal financial assistance should be assessed against the next two principles 
(Majority Ownership Interest and Control with ExpectedPossible Benefits or Risk 
of Loss) to determine whether they should be includedreported in the 
government-wide GPFFR. 


 


Majority Ownership Interest 


20.21. The federal government (directly or through its components) may have an 
ownership interest8 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.    


21.22. Majority ownership interest exists with over 50% of the voting rights or net 
residual assets9 of an organization.  When the federal government (directly or 
through its components) holds a majority ownership interest in an organization it 
should be includedreported in the government-wide GPFFR.10 


 


Control with ExpectedPossible Benefits or Risk of Loss   


22.23. An organization that is controlled by the federal government with the 
expectationpossibility of benefits or risk of loss should be includedreported in the 
government-wide GPFFR.  For these purposes, control with the 
expectationpossibility of benefits or risk of loss is defined as follows:  


Control with expectedpossible benefits or risk of loss is 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-financial11 
benefits or be obligated to provide financial support or assume financial 
obligations.  Both the power and either the expectedpossible benefit or risk of 


                                             
7 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. 
8 ‘Ownership interest’ is the possession of substantially all of the benefits and risks incident to ownership.   
FASAB Glossary FASAB Pronouncements as Amended as of June 30, 2011.  
9 For example, the federal government may hold more equity in preferred stock than all other 
stockholders but the preferred stock may be non-voting. 
10 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 
against the control inclusion principle and the misleading to exclude principle.   
11 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. 
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loss aspects of the definition should be met to justify inclusion of an organization. 
Hereafter, control with expectedpossible benefits or risk of loss is referred to as 
“control.” 


23.24. Control refers to the ability to control, whether or not that ability is actively 
exercised, and should be assessed at the reporting date regardless of the federal 
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. 


24.25. 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.   


25.26. 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 
is clear that it does not have control—such as another sovereign government.     


 


Indicators of Control 
26.27. 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. 


27.28. 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,12 which may include authorizing the organization to exercise 


                                             
12 Congressionally chartered nonprofit organizations identified under Title 36, Subtitle II and III, 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 2928 or another indicator in this paragraph. 
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sovereign power of the federal government and requiring the organization 
to carry out federal missions and objectives; 


b. appoint or remove a majority of the governing board members; 


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


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


28.29. 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; 


b. direct the ongoing use of the organization’s assets; 


c. direct investment decisions including to liquidate investments; 


d. appoint or remove key executives or personnel; 


e. approve the budgets or business plans for the organization; 


f. require audits; 


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


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


i. 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; 


j. establish, rescind, or amend the organization’s governance framework ; 


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


l. restrict the capacity to generate revenue of the organization, especially 
the sources of revenue.  


 







 Attachment 2 – Alternative Draft with Tracked Changes Formatted: Right


Situations Where Control Does Not Exist 
29.30. 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. 


30.31. 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. 


31.32. 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 


32.33. There may be instances when an organization does not meet the inclusion 
principles for determining which organizations to report in the GPFFR 
(paragraphs 1918 through 2928) yet the government-wide GPFFR would be 
misleading or incomplete if the organization were excluded.13   


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


 


 


Reporting on Organizations--Core Entities and Non-core EntitiesConsolidation 
or Disclosure 


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


Comment [HS5]: Since Misleading to Exclude 
has become a term of art, I do not think Include 
or Exclude need to be replaced with Report and 
Not Report. 







 Attachment 2 – Alternative Draft with Tracked Changes Formatted: Right


34.35. The above principles above should be used to assess which organizations to 
includereport in GPFFRs.  Next, a distinctionAll entities reported in the GPFFRs 
(based on paragraphs 18-34) should be made between core entities 
(entitiesassessed against the criteria in paragraphs 37-47 to determine whether 
they should be consolidated) and non-core entities (entities to be or disclosed)..  
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 core federal government goods and services on a 
non-market basis.  Note, howeverHowever, not all characteristics are required to 
be met to the same degree; classification is based on the assessment as a 
whole.   


Core entities 


36. Entities that meet the definition of receiverships and conservatorships, and of 
interventions, as defined below, are also considered disclosed entities. 


Entities to be Consolidated 


35.37. Generally, 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 “consolidated entities.”  Entities listed in 
the budget, except for non-federal organizations receiving federal assistance 
(see par 2019), are presumed to qualify as coreconsolidated entities while 
greater judgment will be needed to classify other organizations.    


36. Core entities are financed primarily through taxes, fees, and other non-exchange 
revenues.  Significant risks and rewards fall to the taxpayer for core entities. Core 
entities generally provide goods and services on a non-market basis.14 


37.38. Accountability for core entities rests withGoverned by the Congress and/or the 
President.  Their  means that the governance structure is vertically integrated, 
such that the chain of command and manner of decision making leads directly to 
elected officials.  Vertical integration may include the establishment of 
organizational authorities, development and approval of budgets, and the 
appointment of organizational leaders by the Congress and/or the President. 
Hence, accountability for consolidated entities rests with the Congress and/or the 
President and there is more direct involvement in decision making than for 
entities to be disclosed. 


Non-core entities 
                                             
14 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.  


Formatted: Font color: Auto


Formatted: Font color: Auto


Comment [HS6]: Since this basically  
duplicates the prior paragraph, I blended it with 
the prior paragraph and struck this one. 


Formatted: Font color: Auto


Formatted: Font color: Auto


Comment [HS7]: This provides a transition 
from paragraph 35 


Formatted: Font color: Auto


Formatted: Font color: Auto







 Attachment 2 – Alternative Draft with Tracked Changes Formatted: Right


Entities to be Disclosed 


38.39. The federal government may have relationships with organizations afforded a 
greater degree of autonomy than core entities. Some non-core entities, maythat 
exercise powers that are reserved to the federal government as sovereign.  
Other non-core entities may not , but that have a greater degree of autonomy 
than entities that are consolidated. It also may have relationships with entities 
that, by themselves, may not carry out missions of the federal government but, 
instead, are owned or controlled by the federal government as a result of 
regulatory actions, such as entities in receivership. To avoid obscuring 
information about these more autonomous organizations, such or for other 
reasons, the federal government has an ownership interest and/or  the ability to 
control. Such entities are reported in GPFFR’s for accountability purposes but 
are to be disclosed rather than consolidated in GPFFRs . These organizations . 
Hereafter, these entities are referred to as  “non-core“disclosed entities.”  


39.40. Non-coreDisclosed 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.  


40.41. Non-coreDisclosed 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 coreconsolidated entities.  Limited risks 
and rewards fall to the taxpayers. Non-coreDisclosed entities may provide the 
same or similar goods and services that coreconsolidated entities do, but are 
more likely to provide them on a market basis.15   


41.42. Non-coreDisclosed entities may include but are not limited to: governmental, 
quasi governmental and/or financially independent entities meeting the criteria for 
disclosed entities, entities in receiverships and conservatorships, and entities 
owned or controlled through federalin which the Federal government intervention 
actions. Inprovides some cases, the relationship with the federal government is 
not expected to be permanent. type of financial support or assumes some level 
of financial risk because failure of the entity could have an adverse impact on the 
nation’s economy, commerce, national security, etc.   The following non-
coredisclosed entity types are presented to assist in identifying entities that are 
non-coredisclosed entities. The accompanying Appendix C—Illustrations offers 
non-authoritative hypothetical examples that may be useful in understanding the 
application of the standards. 


                                             
15 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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Disclosed Governmental, Quasi Governmental and/or Financially Independent Entities  
42.43. Disclosed Governmental, Quasi Governmental and/or Financially Independent 


Entities are hybrid organizations that differ from coreconsolidated entities with 
regard to governance and/or financial arrangements.    Such disclosed 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  


43.44. 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 


44.45. 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 


45.46. While not all entities of a given type will meet the characteristics above, 
examples of the For some types of entities, there are differences among the 
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entities within the types such that may bethe application of the above 
characteristics will result in some individual entities within a type being classified 
as consolidated and other individual entities of that type being classified as quasi 
governmental and/or financially independent entities include certain.  Examples 
of these types of entities are Federally Funded Research and 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 amongagainst the entities within these example types 
such that some should be core entitiescharacteristics and others non-core 
entities. categorized based on the characteristics.  


Receiverships and Conservatorships16 
46.47. CertainThe federal entitiesgovernment may take control or ownership of failing or 


failed financial institutions, such as banks, with no goal to maintain permanent 
control or ownership.  Receiverships orand conservatorships may beare 
established to liquidate failingthese financial institutions or to guide such 
institutions back to safe and sound conditions.17  Entities controlled or owned 
through Since such receiverships orand conservatorships are likely to be non-
core controlled or owned by the federal government, they  would be disclosed 
entities. 


Federal Government Intervention Actions Resulting in Control or Ownership 
47.48. 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 interventionIntervention actions are not expected 
to be permanent, but they may not include a specific time limit.       


48.49. 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 or 
aided through interventionsintervention actions.   


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


                                             
16 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. .  
17   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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a. Temporary control with expectedpossible benefits or risk of loss-- the 
federal government seizesassumes control of an established organization 
but expects to relinquish or cede control. 


b. Temporary assistance-- the federal government obtains possible benefits 
or assumes risk of loss, such as through extending loans or debt 
guarantees 


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


50.51. Intervention actions that exist at fiscal year-end must be assessed to confirm the 
resulting control or ownershipthat any involvement is not expected to be 
permanent.  If the intervention activities are not expectedappear to be permanent 
or other characteristics of non-core entities existthan temporary, organizations 
controlled or owned as a result offor which an intervention actions wouldaction 
has been taken may have to be non-core entities.consolidated or disclosed as a 
Governmental, Quasi Governmental and/or Financially Independent Entity. 


    


 
Component Reporting Entities 


51.52. The government-wide reporting entity is the only federal reporting entity that is an 
independent economic entity18 and the inclusion principles to determine which 
organization to report in the GPFFR 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 includereport in their GPFFRs all 
coreconsolidated and non-coredisclosed entities for which they are accountable 
so that both the component reporting entity and government-wide GPFFRs are 
complete. 


52.53. A component reporting entity’s GPFFR should includereport 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. InclusionReporting on organizations 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 
coreconsolidated and non-coredislcosed entities administratively assigned to it.    


53.54. Administrative assignments to component reporting entities are typically made in 
policy documents such as laws, budget documents, regulations, or strategic 


                                             
18 SFFAC 2, par. 38. 
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plans.  Administrative assignments can be identified by evaluating one or more of 
the following areas:19 


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 


 


54.55. CoreConsolidated and non-coredisclosed entities subject to the budget 
approval and oversight process of the component reporting entity head should be 
includedreported in the component reporting entity GPFFR. Each component 
reporting entity should includereport: 


a. all coreconsolidated entities listed within its section of the Budget of the 
United States Government: Analytical Perspectives- Supplemental 
Materials schedule titled Federal Programs by Agency and Account 
unless they are non-federal organizations receiving federal financial 
assistance20 and   


b. all non-coredisclosed entities included within its Congressional Budget 
Justification.21 


 
Accountability Established Within a Component Entity 


 


55.56. CoreConsolidated and non-coredisclosed entities for which a component 
reporting entity has been assigned accountability responsibilities should be 
includedreported 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.  Indicators22 that 
accountability has been established in the component reporting entity include: 


                                             
19 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. 
20 See par. 19. 
21 The Congressional Budget Justification is the document submitted annually to Congress to justify an 
organizations budget request.  
22 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.   
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a. Statutes or regulations establishing an organization state that it is 
assigned to or part of a larger federal organization.23   


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


c. The component reporting entity acquires and/or monitors24 ownership 
interests in organizations where there are ongoing responsibilities25 such 
as: 


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


(2) monitoring the value of the ownership interest, 


(3)(2) coordinating and/or conveying input on strategic plans,  


(4)(3) providing appropriated funds to the organization and 
receiving requests for funding in future years, or 


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


(6)(5) monitoring activities and/or reporting on outcomes,    


(6) monitoring the value of the ownership interest,26 


d. A controlled organization27 was established by statute or 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), 


(3) appointing members of the governing board, 


(4) coordinating and/or conveying input on strategic plans, 


(5) monitoring organizational performance,      


(6) approving budgets, operating plans, or contracts with 
others, 


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


                                             
23 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.   
24 Such responsibilities may be assigned to a program office. 
25 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. 
26 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. 
27 Where control exists at the government-wide level based on paragraphs 22-31. 
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(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. 


 
 


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


a. Non-coreDisclosed entities should be includedreported in the GPFFR of 
each component reporting entity assigned such responsibilities. 


b. CoreConsolidated entities should be administratively assigned to only one 
component reporting entity.28 The component reporting entity assigned the 
largest share of  responsibilities described in paragraph 5655 generally 
should include the coreconsolidated entity..     


 


57.58. If a non-coredisclosed entity has not been administratively assigned to a 
coreconsolidated entity, the non-coredisclosed entity should be reported by a 
component reporting entity (a) assigned responsibility for transferring funds to the 
non-coredisclosed entity or (b) with which its mission most closely aligns. The Office 
of Management and Budget should assist in determining which component reporting 
entity or entities should includereport the non-coredisclosed entity. 


 
Misleading to Exclude and / or Misleading to Include 


  


58.59. There may be instances where an organization is not administratively assigned 
to the component reporting entity based on the principles in paragraphs 54-57,6-
8, 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.29  


  


59.60. There may be instances where administrative assignments of coreconsolidated 
entities based on the principles in paragraphs 54-57,6-8, would result in 
misleading presentation. For example, an organization may have been legally 
established within a larger entity while being authorized to operate 


                                             
28 Note that the component reporting entity to which a coreconsolidated entity is administratively assigned 
may also be administratively assigned to a higher level component reporting entity.  
29 Although such situations would be rare, this Statement provides for situations that may arise. 







 Attachment 2 – Alternative Draft with Tracked Changes Formatted: Right


independently. While such conditions are expected to be rare, if it would be 
misleading to include thethe organization in the component reporting entity 
GPFFR, the organization may be excluded so long as it prepares its own GPFFR 
which is consolidated in a larger reporting entity (which could be the government-
wide reporting entity or another component reporting entity). 


60.61. Determining whether it would be misleading to include a coreconsolidated entity 
administratively assigned to a component reporting entity requires the application of 
professional judgment.  Examples30 of indicators that it may be misleading to include 
an organization are: 


a. 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. 


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


organization. 
 


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


 
d. InclusionReporting of the organization’s financial information in the 


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


 
e. The organization has established itself as a stand-alone organization 


since its inception and has routinely prepared audited financial statements 
since that time.   


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


 
 
GPFFR Consolidation and Disclosure   


CoreConsolidated entities 


                                             
30 The indicators listed in 6061 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 
misleading to include.  This determination is based on the assessment as a whole after considering all 
facts and often requires professional judgment in making such decisions. 
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61.62. Core entities’ The financial statements information for all entities determined to 
be consolidated entities’ should be consolidated to facilitate an assessment ofin 
the financial position of the federal government and the cost of operations 
financed by taxpayers.statements.31 A component reporting entity should provide 
consolidated financial statements for all coreconsolidated entities administratively 
assigned to it. Consolidation32 aggregates the individual financial balances of 
entities comprising a reporting entity and results in presentation of information for 
a single economic entity representing core taxpayer supported activities, 
resources, and obligations where accountability rests with the Congress and/or 
the President. Such a presentation would facilitate an assessment of the financial 
position of the federal government and the cost of operations financed by 
taxpayers. 


62.63. CoreConsolidated 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.   


63.64. 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.  Consolidated 
reporting entities (i.e. the consolidated government-wide entity or a consolidated 
component reporting entity) should consolidate component reporting entity or 
sub-component financial statements for coreconsolidated 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, whichwith 
disclosures should be measured in accordance with federal financial accounting 
standards to facilitate elimination entries in preparation of the government-wide 
financial statements. 


 


Non-coreDisclosed entities 


                                             
31 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 
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. 
32 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 
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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64.65. Maintaining a distinction between the finances of coreconsolidated entities and 
non-coredisclosed entities will more effectively meet federal financial reporting 
objectives.  However, federal financial reporting objectives cannot be fully met 
without information regarding non-coredisclosed entities. 


65.66. For those organizations classified as non-coredisclosed entities, this Statement 
provides for judgment by the preparer in determining the appropriate disclosures 
based on the factors and principles provided herein.  Disclosures regarding non-
coredisclosed entities should be provided in accordance with Disclosures for 
Non-coreDisclosed Entities as detailed in par. 6867 to 7170 below after 
considering the factors listed in par. 6766.    


 


 


Factors in Determining Non-CoreDisclosed Entity Disclosures 
66.67. Materiality is an overarching consideration in financial reporting. Preparers 


should consider both qualitative and quantitative materiality in determining non-
coredisclosed entity disclosures.  Beyond materiality, the following factors33 
should be considered in making judgments about the extent of appropriate non-
coredisclosed entity disclosures:  


a. Relevance to reporting objectives - Significance of the non-
coredisclosed entity to meeting the reporting objectives established in 
SFFAC 1, Objectives of Federal Financial Reporting, with regard to the 
coreconsolidated 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 benefits or risks/exposures 


associated with the relationship- Information is needed to provide an 
understanding of the potential operational or financial impact, including 
financial-related exposures to potential gain and risk of loss, to the 
coreconsolidated entity resulting from the non-coredisclosed entity’s 
operations. 


 
c. Non-coreDisclosed entity views/perspective- (Entities determined 


to be non-coredisclosed in accordance with paragraphs 38 -- 41.)39 -- 
2.)  Information about how the non-core entities determined to be 
disclosed account for or report on their relationship with the federal 
government is a factor.  For example, whether the non-coredisclosed 


                                             
33 The factors are presented in a list for consideration in the aggregate; no individual weights should be 
assigned or interpreted. 
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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, 
materiality of the transactions, media attention, or other reasons, 
interested parties may expect disclosure regarding the non-
coredisclosed entity or its relationship with the federal government. 


 
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. 


 


Disclosures for Non-coreDisclosed Entities  
 
67.68. In addition to the factors presented in par. 667 regarding the extent of 


disclosures, both qualitative and quantitative factors should be considered in 
determining whether the disclosures for a non-coredisclosed entity should be 
presented separately due to theirthe significance or size of the entity or 
aggregated with the disclosure of other non-coredisclosed entities.  If disclosures 
are aggregated, aggregation may be based on non-coredisclosed entity type, 
class, investment type, or a particular event deemed significant to the reporting 
entityentities.   


68.69. Disclosures should be integrated so that concise, meaningful and transparent 
information is provided.  Integration is accomplished by providing a single 
comprehensive disclosure regarding the non-coredisclosed entity and related 
balances or by incorporating references to relevant disclosures elsewhere in the 
GPFFR but relatingthat are related to the non-coredisclosed entity. For example, 
a reference may be made to a disclosure regarding investments in the non-
coredisclosed entity.   


69.70. For each significant non-coredisclosed entity and aggregation of non-
coredisclosed entities, information should be disclosed to meet the following 
objectives34: 


                                             
34 The objectives are not listed in any order of preference.  
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a. Organization.  The nature of the disclosed entity’s(ies’) organization and 
governance that differentiate it from the consolidated entities.  


a.b. Relationship:  The nature of the federal government’s and/or component 
entity’s relationship with the non-coredisclosed entity or entities   


b.c. Relevant Activity:  Nature and magnitude of the disclosed entity’s(ies’) 
significant relevant activity during the period and balances at the end of the 
period 


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


70.71. Examples of information that may meet the above objectives and provide the 
necessary understanding of the non-coredisclosed entity’s organization and 
governance, relationship, activities, and future exposures specific to the federal 
government are provided below.35 In determining what information is needed to 
meet the objectives in paragraph 69,70, the factors in paragraph 66,7, 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 non-coredisclosed entity,36 including 
information about its mission and organization and any significant 
involvements with outside parties 


 
b. The nature of the relationship between the federal government and the 


non-coredisclosed entity including relevant information regarding: 


(1) How any control or influence over the non-coredisclosed entity is 
exercised 


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


(3) The percentage of ownership interest and/or voting rights held by 
the Federal government or any of its components  


                                             
35 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, athe disclosure that 
meetsshould meet the objectives in paragraph 69 should be provided70.  
36 For simplicity, information is described in relation to a single non-coredisclosed entity. Nonetheless, the 
information may be presented for an aggregation of similar non-coredisclosed entities. 
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c.     Significant activities undertaken during the period related to the 
sovereign powers of the Federal government and/or component 
entities. 


c.d.  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 non-coredisclosed entity and/or a 
statement that the intervention is not expected to be permanent 


d.e. 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 non-coredisclosed entity and the basis for determining the amounts 
reported (or a reference to other disclosures where such information is 
provided) 


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


f.g. Information regarding the availability of  the non-coredisclosed entity’s 
annual financial report and how it can be obtained  


g.h. In the event that contractual agreements, statues, or other legal 
authorities obligate the coreconsolidated entity to provide financial 
support to the non-coredisclosed 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) 


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


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


j.k. 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 non-
coredisclosed entity’s operations including important existing, 
currently-known demands, risks, uncertainties, events, conditions and 
trends—both favorable and unfavorable.  
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71. If the non-core entity exercises powers reserved to the federal government as 
sovereign, disclosures37 about such entities should include, at a minimum, 
information regarding: 


a. Its mission 
b. The relationship of its mission to federal policy objectives 
c. Its organizational structure 
d. Nature and magnitude of relevant activity during the period and 


balances at the end of the period 
e. A description of financial and non-financial risks and potential 


benefits 
f. If possible, the amount of the federal government’s exposure to gains 


and losses from the past or future operations 
g. The availability of its annual financial report and how it can be 


obtained  


Non-core 


72. Disclosed entity information disclosed in the GPFFR should be based on accrual 
basis standards provided in generally accepted accounting principles for its 
specific type of entity.38 This includes generally accepted accounting principles 
for the relevant domain (FASAB, Governmental Accounting Standards Board, or 
FASB).  


73. When information is derived from the non-coredisclosed 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 non-coredisclosed 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 non-coredisclosed entity’s financial report should be for a reporting period 
ending within the government-wide reporting entity’s reporting period.   


74. Significant changes in information occurring from the end of the non-
coredisclosed 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. 


 


                                             
37 As discussed in par. 68  disclosures should be integrated so that concise, meaningful and transparent 
information is provided.   
38 CoreConsolidated government entities should apply the GAAP hierarchy established in SFFAS 34, The 
Hierarchy of Generally Accepted Accounting Principles, Including the Application of Standards Issued by 
the Financial Accounting Standards Board.   
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Related Party  


75. In addition, the federal government may be able to exercise influence over 
certain organizations that were not includedreported in the GPFFR but the 
relationship should also be disclosed.  NOTE:  The issue of related parties is 
addressed in an issue paper at Tab C. 


76.  
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Proposed Standards 


Scope and Applicability 


5. This Statement applies to federal entities that prepare general purpose federal 
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.   


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 to report in the GPFFR of entities applying SFFAS 34, 


c. the manner in which information should be presented for organizations 
reported in the GPFFR, and 


d. what, disclosures, if any, are needed regarding related parties. 


 


 


Definitions 


Definitions in paragraphs 7 through 10 are presented first because of their importance in 
understanding the Statement.  Other terms shown in boldface type the first time they 
appear in this document are presented in the Glossary at Appendix D.  Respondents to 
this proposal may want to examine all definitions before reviewing the Statement and 
Basis for Conclusions. 


 


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). 
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Statement of Federal Financial Accounting Concepts (SFFAC) 2 provides criteria 
for an entity to be a reporting entity.1 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 reports 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.2  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 reported in the GPFFR of a larger reporting entity) that may 
themselves prepare GPFFRs.  One example is a bureau that is within a larger 
department but prepares its own standalone GPFFR.      


10. Control with possible benefits or risk of loss Control with possible benefits or 
risk of loss is 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 benefits3 or be obligated to provide financial support or 
assume financial obligations. 


11. Sovereign Powers Sovereign powers are the powers enumerated in the 
Constitution, which includes the power to lay and collect taxes, duties, imposts, 
and excises; pay the debts and provide for the common defense and general 
welfare of the United States; borrow money on the credit of the United States; 
regulate commerce with foreign nations and among the several states; establish 


                                            
1 SFFAC 2, par. 29-37, provides a discussion on Identifying the Reporting Entity for General Purpose 
Financial Reporting. 
The larger reporting entity could be the government-wide reporting entity or another component reporting 
entity. 
3 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. 
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uniform rules of naturalization and bankruptcy; coin money and regulate the 
value thereof; fix the standards of weights and measures; provide for the 
punishment of counterfeiting; establish post offices and post roads; secure for 
authors and inventors the exclusive rights to their writings and discoveries; 
constitute tribunals; define and punish piracies and felonies committed on the 
high seas; declare war; raise and support armed forces; make treaties.   


Organizational Approach to Defining Boundaries  


 
12. SFFAC 2 described how the federal government is an extremely complex 


organization composed of many different components.  It also described how, for 
accounting and reporting purposes, it may be viewed from at least three different 
perspectives: an organization perspective, a budget perspective, and a program 
perspective.   SFFAC 24 concluded that the most appropriate perspective for 
understanding the composition and reporting the financial position of the federal 
government would be the organization perspective. .  


13. Furthermore, the component organizations serve varied purposes and have 
complex governance structures and finances.  In some instances, the reporting 
objectives established in SFFAC 1 can best be met by consolidating the financial 
information of several organizations.  In other instances, a more useful approach 
would be to separately disclose the information for some of the organizations. 


14. This Statement first establishes the principles for determining which  
organizations to report in the government-wide GPFFR (see Principles for 
Determining which Organizations to Report in the Government-wide GPFFR) It 
then distinguishes between Entities to be Consolidated and Entities to be 
Disclosed  (see section (see Reporting on Organizations—Consolidation or 
Disclosure). 


15. This Statement also establishes that component reporting entities must identify 
and report in their GPFFRs all Entities to be Consolidated and Entities to be 
Disclosed for which they are accountable so that both the component reporting 
entity and government-wide GPFFRs are complete. 


16. Lastly, the Statement addresses presentation of financial information based on 
those decisions (see GPFFR- Consolidation and Disclosure). 


17. ADD RELATED PARTY (Tab C) 


 


Principles for Determining which Organizations to Report in the Government-
wide GPFFR 


                                            
4 SFFAC 2, par. 31-38. 







 Attachment 2 – Alternative Draft – Clean Version 


18. This Statement provides three principles for determining which organizations 
should be reported in the government-wide GPFFR. It also requires reporting of 
organizations if it would be misleading to exclude them (see par. 34). 


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


a. In the Budget 


b. Majority Ownership Interest   


c. Control with Possible Benefits or Risk of Loss 


In the Budget 


20. An organization with an account or accounts listed in the Budget of the United 
States Government: Analytical Perspectives- Supplemental Materials schedule 
titled Federal Programs by Agency and Account should be reported in the 
government-wide GPFFR unless it is a non-federal organization receiving federal 
financial assistance.5  Any listed non-federal organizations receiving federal 
financial assistance should be assessed against the next two principles (Majority 
Ownership Interest and Control with Possible Benefits or Risk of Loss) to 
determine whether they should be reported in the government-wide GPFFR. 


Majority Ownership Interest 


21. The federal government (directly or through its components) may have an 
ownership interest6 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.    


22. Majority ownership interest exists with over 50% of the voting rights or net 
residual assets7 of an organization.  When the federal government (directly or 
through its components) holds a majority ownership interest in an organization it 
should be reported in the government-wide GPFFR.8 


                                            
5 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. 
6 ‘Ownership interest’ is the possession of substantially all of the benefits and risks incident to ownership.   
FASAB Glossary FASAB Pronouncements as Amended as of June 30, 2011.  
7 For example, the federal government may hold more equity in preferred stock than all other 
stockholders but the preferred stock may be non-voting. 
8 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 against the 
control inclusion principle and the misleading to exclude principle.   
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Control with Possible Benefits or Risk of Loss   


23. An organization that is controlled by the federal government with the possibility of 
benefits or risk of loss should be reported in the government-wide GPFFR.  For 
these purposes, control with the possibility of benefits or risk of loss is defined as 
follows:  


Control with possible benefits or risk of loss is 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-financial9 benefits or be 
obligated to provide financial support or assume financial obligations.  Both the 
power and either the possible benefit or risk of loss aspects of the definition 
should be met to justify inclusion of an organization. Hereafter, control with 
possible benefits or risk of loss is referred to as “control.” 


24. Control refers to the ability to control, whether or not that ability is actively 
exercised, and should be assessed at the reporting date regardless of the federal 
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. 


25. 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.   


26. 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 
is clear that it does not have control—such as another sovereign government.     


 


Indicators of Control 
27. 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 


                                            
9 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. 
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the relationship between the federal government and the organization and 
judgment applied to determine whether control exists. 


28. 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,10 which may include authorizing the organization to exercise 
sovereign power of the federal government and requiring the organization 
to carry out federal missions and objectives; 


b. appoint or remove a majority of the governing board members; 


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


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


29. 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; 


b. direct the ongoing use of the organization’s assets; 


c. direct investment decisions including to liquidate investments; 


d. appoint or remove key executives or personnel; 


e. approve the budgets or business plans for the organization; 


f. require audits; 


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


                                            
10 Congressionally chartered nonprofit organizations identified under Title 36, Subtitle II and III, 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 29 or another indicator in this paragraph. 
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h. finance the deficits of, provide financial support to, or settle liabilities of the 
organization; 


i. 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; 


j. establish, rescind, or amend the organization’s governance framework ; 


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


l. restrict the capacity to generate revenue of the organization, especially 
the sources of revenue.  


Situations Where Control Does Not Exist 
30. 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. 


31. 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. 


32. 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 


33. There may be instances when an organization does not meet the principles for 
determining which organizations to report in the GPFFR (paragraphs 19 through 
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29) yet the government-wide GPFFR would be misleading or incomplete if the 
organization were excluded.11   


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


 


Reporting on Organizations--Consolidation or Disclosure 


35. The above principles should be used to assess which organizations to report in 
GPFFRs.  All entities reported in the GPFFRs (based on paragraphs 18-34) 
should be assessed against the criteria in paragraphs 37-47 to determine 
whether they should be consolidated or disclosed.  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.  However, not all 
characteristics are required to be met to the same degree; classification is based 
on the assessment as a whole. 


36. Entities that meet the definition of receiverships and conservatorships, and of 
interventions, as defined below, are also considered disclosed entities. 


Entities to be Consolidated 


37. Generally, 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 “consolidated entities.”  Entities listed in 
the budget, except for non-federal organizations receiving federal assistance 
(see par 20), are presumed to qualify as consolidated entities while greater 
judgment will be needed to classify other organizations.    


38. Governed by the Congress and/or the President means that the governance 
structure is vertically integrated, such that the chain of command and manner of 
decision making leads directly to elected officials. Vertical integration may include 
the establishment of organizational authorities, development and approval of 
budgets, and the appointment of organizational leaders by the Congress and/or 
the President. Hence, accountability for consolidated entities rests with the 
Congress and/or the President and there is more direct involvement in decision 
making than for entities to be disclosed. 


Entities to be Disclosed 


                                            
11 Although such situations would be rare, this Statement provides for situations that may arise. 
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39. The federal government may have relationships with organizations that exercise 
powers that are reserved to the federal government as sovereign, but that have a 
greater degree of autonomy than entities that are consolidated. It also may have 
relationships with entities that, by themselves, may not carry out missions of the 
federal government but, as a result of regulatory actions or for other reasons, the 
federal government has an ownership interest and/or  the ability to control. Such 
entities are reported in GPFFR’s for accountability purposes but are to be 
disclosed rather than consolidated. Hereafter, these entities are referred to as 
“disclosed entities.”  


40. Disclosed 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.  


41. Disclosed 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 consolidated entities.  Limited risks and rewards fall to 
the taxpayers. Disclosed entities may provide the same or similar goods and 
services that consolidated entities do, but are more likely to provide them on a 
market basis.12   


42. Disclosed entities may include but are not limited to: governmental, quasi 
governmental and/or financially independent entities meeting the criteria for 
disclosed entities, entities in receiverships and conservatorships, and entities in 
which the Federal government provides some type of financial support or 
assumes some level of financial risk because failure of the entity could have an 
adverse impact on the nation’s economy, commerce, national security, etc.   The 
following disclosed entity types are presented to assist in identifying entities that 
are disclosed entities. The accompanying Appendix C—Illustrations offers non-
authoritative hypothetical examples that may be useful in understanding the 
application of the standards. 


Disclosed Governmental, Quasi Governmental and/or Financially Independent Entities  
43. Disclosed Governmental, Quasi Governmental and/or Financially Independent 


Entities differ from consolidated entities with regard to governance and/or 
financial arrangements.  Such disclosed 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  


                                            
12 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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44. 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 


45. 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 


46. For some types of entities, there are differences among the entities within the 
types such that the application of the above characteristics will result in some 
individual entities within a type being classified as consolidated and other 
individual entities of that type being classified as quasi governmental and/or 
financially independent entities.  Examples of these types of entities are 
Federally Funded Research and Development Centers, museums, performing 
arts organizations, universities, and venture capital funds. Each individual entity 
should be assessed objectively against the characteristics and categorized 
based on the characteristics.  
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Receiverships and Conservatorships13 
47. The federal government may take control or ownership of failing or failed 


financial institutions, such as banks, with no goal to maintain permanent control 
or ownership. Receiverships and conservatorships are established to liquidate 
these financial institutions or to guide such institutions back to safe and sound 
conditions.14 Since such receiverships and conservatorships are  controlled or 
owned by the federal government, they  would be disclosed entities. 


Federal Government Intervention Actions 
48. 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.  Intervention actions are not expected to be permanent, but 
they may not include a specific time limit.       


49. 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 or 
aided through intervention actions.   


50. Examples of intervention actions include: 


a. Temporary control with possible benefits or risk of loss-- the federal 
government assumes control of an established organization but expects to 
relinquish or cede control. 


b. Temporary assistance-- the federal government obtains possible benefits 
or assumes risk of loss, such as through extending loans or debt 
guarantees 


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


51. Intervention actions that exist at fiscal year-end must be assessed to confirm that 
any involvement is not expected to be permanent.  If the intervention activities 
appear to be other than temporary, organizations for which an intervention action 
has been taken may have to be consolidated or disclosed as a Governmental, 
Quasi Governmental and/or Financially Independent Entity. 


                                            
13 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.  
14  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 


52. The government-wide reporting entity is the only federal reporting entity that is an 
independent economic entity15 and the principles to determine which organization 
to report in the GPFFR 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 report in their GPFFRs all 
consolidated and disclosed entities for which they are accountable so that both 
the component reporting entity and government-wide GPFFRs are complete. 


53. A component reporting entity’s GPFFR should report 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. Reporting on organizations 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 consolidated and 
dislcosed entities administratively assigned to it.    


54. 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:16 


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 


 


55. Consolidated and disclosed entities subject to the budget approval and oversight 
process of the component reporting entity head should be reported in the component 
reporting entity GPFFR. Each component reporting entity should report: 


                                            
15 SFFAC 2, par. 38. 
16 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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a. all consolidated entities listed within its section of the Budget of the United 
States Government: Analytical Perspectives- Supplemental Materials 
schedule titled Federal Programs by Agency and Account unless they are 
non-federal organizations receiving federal financial assistance17 and   


b. all disclosed entities included within its Congressional Budget 
Justification.18 


 
Accountability Established Within a Component Entity 


 


56. Consolidated and disclosed entities for which a component reporting entity has been 
assigned accountability responsibilities should be reported 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.  Indicators19 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.20   


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


c. The component reporting entity acquires and/or monitors21 ownership 
interests in organizations where there are ongoing responsibilities such 
as: 


(1) coordinating and/or conveying input on strategic plans,  


(2) providing appropriated funds to the organization and 
receiving requests for funding, 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,22 


                                            
17 See par. 19. 
18 The Congressional Budget Justification is the document submitted annually to Congress to justify an 
organizations budget request.  
19 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.   
20 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.   
21 Such responsibilities may be assigned to a program office. 
22 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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d. A controlled organization23 was established by statute or 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), 


(3) appointing members of the governing board, 


(4) coordinating and/or conveying input on strategic plans, 


(5) monitoring organizational performance,      


(6) 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. 


 
 


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


a. Disclosed entities should be reported in the GPFFR of each component 
reporting entity assigned such responsibilities. 


b. Consolidated entities should be administratively assigned to only one 
component reporting entity.24 The component reporting entity assigned the 
largest share of responsibilities described in paragraph 56 generally 
should include the consolidated entity..     


 


58. If a disclosed entity has not been administratively assigned to a consolidated entity, 
the disclosed entity should be reported by a component reporting entity (a) assigned 
responsibility for transferring funds to the disclosed entity or (b) with which its 
mission most closely aligns. The Office of Management and Budget should assist in 


                                            
23 Where control exists at the government-wide level based on paragraphs 22-31. 
24 Note that the component reporting entity to which a consolidated entity is administratively assigned 
may also be administratively assigned to a higher level component reporting entity.  
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determining which component reporting entity or entities should report the disclosed 
entity. 


 
Misleading to Exclude and / or Misleading to Include 


  


59. There may be instances where an organization is not administratively assigned 
to the component reporting entity based on the principles in paragraphs 6-8, 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.25  


  


60. There may be instances where administrative assignments of consolidated 
entities based on the principles in paragraphs 6-8, would result in misleading 
presentation. For example, an organization may have been legally established 
within a larger entity while being authorized to operate independently. While such 
conditions are expected to be rare, if it would be misleading to include the 
organization in the component reporting entity GPFFR, the organization may be 
excluded so long as it prepares its own GPFFR which is consolidated in a larger 
reporting entity (which could be the government-wide reporting entity or another 
component reporting entity). 


61. Determining whether it would be misleading to include a consolidated entity 
administratively assigned to a component reporting entity requires the application of 
professional judgment.  Examples26 of indicators that it may be misleading to include 
an organization are: 


a. 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. 


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


organization. 
 


                                            
25 Although such situations would be rare, this Statement provides for situations that may arise. 
26 The indicators listed in 61 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 
misleading to include.  This determination is based on the assessment as a whole after considering all 
facts and often requires professional judgment in making such decisions. 
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c. The organization’s funding is separate from the component reporting 
entity’s funding. 


 
d. Reporting of the organization’s financial information in the component 


reporting entity’s financial statement could be misleading as to the entity’s 
responsibilities for the organization’s liabilities and other obligations. 


 
e. The organization has established itself as a stand-alone organization 


since its inception and has routinely prepared audited financial statements 
since that time.   


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


 
GPFFR Consolidation and Disclosure   


Consolidated entities 


62. The financial information for all entities determined to be consolidated entities’ 
should be consolidated in the financial statements.27 A component reporting 
entity should provide consolidated financial statements for all consolidated 
entities administratively assigned to it. Consolidation aggregates the individual 
financial balances of entities comprising a reporting entity and results in 
presentation of information for a single economic entity representing taxpayer 
supported activities, resources, and obligations where accountability rests with 
the Congress and/or the President. Such a presentation would facilitate an 
assessment of the financial position of the federal government and the cost of 
operations financed by taxpayers. 


63. Consolidated 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.   


64. 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.  Consolidated 
reporting entities (i.e. the consolidated government-wide entity or a consolidated 
component reporting entity) should consolidate component reporting entity or 
sub-component financial statements for consolidated entities prepared in 


                                            
27 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 
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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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, with disclosures 
measured in accordance with federal financial accounting standards to facilitate 
elimination entries in preparation of the government-wide financial statements. 


 


Disclosed entities 


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


66. For those organizations classified as disclosed entities, this Statement provides 
for judgment by the preparer in determining the appropriate disclosures based on 
the factors and principles provided herein.  Disclosures regarding disclosed 
entities should be provided in accordance with Disclosures for Disclosed Entities 
as detailed in par. 68 to 71 below after considering the factors listed in par. 67.    


 


 


Factors in Determining Disclosed Entity Disclosures 
67. Materiality is an overarching consideration in financial reporting. Preparers 


should consider both qualitative and quantitative materiality in determining 
disclosed entity disclosures.  Beyond materiality, the following factors28 should be 
considered in making judgments about the extent of appropriate disclosed entity 
disclosures:  


a. Relevance to reporting objectives - Significance of the disclosed 
entity to meeting the reporting objectives established in SFFAC 1, 
Objectives of Federal Financial Reporting, with regard to the 
consolidated 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 benefits or risks/exposures 


associated with the relationship- Information is needed to provide an 


                                            
28 The factors are presented in a list for consideration in the aggregate; no individual weights should be 
assigned or interpreted. 
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understanding of the potential operational or financial impact, including 
financial-related exposures to potential gain and risk of loss, to the 
consolidated entity resulting from the disclosed entity’s operations. 


 
c. Disclosed entity views/perspective- (Entities disclosed in 


accordance with paragraphs 39 -- 2.)  Information about how the 
entities determined to be disclosed account for or report on their 
relationship with the federal government is a factor.  For example, 
whether the disclosed 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, 
materiality of the transactions, media attention, or other reasons, 
interested parties may expect disclosure regarding the disclosed entity 
or its relationship with the federal government. 


 
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. 


 


Disclosures for Disclosed Entities  
 
68. In addition to the factors presented in par. 7 regarding the extent of disclosures, 


both qualitative and quantitative factors should be considered in determining 
whether the disclosures for a disclosed entity should be presented separately 
due to the significance or size of the entity or aggregated with the disclosure of 
other disclosed entities.  If disclosures are aggregated, aggregation may be 
based on disclosed entity type, class, investment type, or a particular event 
deemed significant to the reporting entities.   


69. Disclosures should be integrated so that concise, meaningful and transparent 
information is provided.  Integration is accomplished by providing a single 
comprehensive disclosure regarding the disclosed entity and related balances or 
by incorporating references to relevant disclosures elsewhere in the GPFFR that 
are related to the disclosed entity. For example, a reference may be made to a 
disclosure regarding investments in the disclosed entity.   
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70. For each significant disclosed entity and aggregation of disclosed entities, 
information should be disclosed to meet the following objectives29: 


a. Organization.  The nature of the disclosed entity’s(ies’) organization and 
governance that differentiate it from the consolidated entities.  


b. Relationship:  The nature of the federal government’s and/or component 
entity’s relationship with the disclosed entity or entities   


c. Relevant Activity:  Nature and magnitude of the disclosed entity’s(ies’) 
significant relevant activity during the period and balances at the end of the 
period 


d. Future exposures:  A description of financial and non-financial risks and 
potential benefits and, if possible, the amount of the federal government’s 
and/or component entity’s exposure to gains and losses from the past or 
future operations of the disclosed entity(ies).        


71. Examples of information that may meet the above objectives and provide the 
necessary understanding of the disclosed entity’s organization and governance, 
relationship, activities, and future exposures specific to the federal government 
are provided below.30 In determining what information is needed to meet the 
objectives in paragraph 70, the factors in paragraph 7, 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 disclosed entity,31 including information 
about its mission and organization and any significant involvements with 
outside parties 


 
b. The nature of the relationship between the federal government and the 


disclosed entity including relevant information regarding: 


(1) How any control or influence over the disclosed entity is exercised 


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


                                            
29 The objectives are not listed in any order of preference.  
30 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, the disclosure should 
meet the objectives in paragraph 70.  
31 For simplicity, information is described in relation to a single disclosed entity. Nonetheless, the 
information may be presented for an aggregation of similar disclosed entities. 
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(3) The percentage of ownership interest and/or voting rights held by 
the Federal government or any of its components  


c.     Significant activities undertaken during the period related to the 
sovereign powers of the Federal government and/or component 
entities. 


d.  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 disclosed entity and/or a statement 
that the intervention is not expected to be permanent 


e. 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 disclosed entity and the basis for determining the amounts reported 
(or a reference to other disclosures where such information is 
provided) 


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


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


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


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


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


k. 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 disclosed 
entity’s operations including important existing, currently-known 
demands, risks, uncertainties, events, conditions and trends—both 
favorable and unfavorable.  
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72. Disclosed entity information disclosed in the GPFFR should be based on accrual 
basis standards provided in generally accepted accounting principles for its 
specific type of entity.32 This includes generally accepted accounting principles 
for the relevant domain (FASAB, Governmental Accounting Standards Board, or 
FASB).  


73. When information is derived from the disclosed 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 disclosed 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 disclosed 
entity’s financial report should be for a reporting period ending within the 
government-wide reporting entity’s reporting period.   


74. Significant changes in information occurring from the end of the disclosed 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  


75. In addition, the federal government may be able to exercise influence over 
certain organizations that were not reported in the GPFFR but the relationship 
should also be disclosed.  NOTE:  The issue of related parties is addressed in an 
issue paper at Tab C. 


 


 


                                            
32 Consolidated government entities should apply the GAAP hierarchy established in SFFAS 34, The 
Hierarchy of Generally Accepted Accounting Principles, Including the Application of Standards Issued by 
the Financial Accounting Standards Board.   
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Statement of Federal Financial Accounting Concepts 2: 
Entity and Display


Status


Summary


This concepts statement describes the basis for defining a reporting entity for the general purpose financial 
reporting performed by the Federal government and/or entities thereof. For any entity to be a reporting entity 
it should meet all of the following criteria:


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


• The entity’s scope is such that its financial statements would provide a meaningful representation of 
operations and financial condition.


• There are likely to be users of the financial statements who are interested in and could use the 
information in the statements to help them make resource allocation and other decisions and hold the 
entity accountable for its deployment and use of resources.


Criteria for including components in a reporting entity are also provided. A conclusive criterion establishes 
that any organization, program, or budget account (including off-budget accounts and government 
corporations) appearing in the Federal budget section currently titled “Federal Programs by Agency and 
Account” should be considered part of the Federal Government as well as part of the organization with which 
it appears. Indicative criteria are presented that should be considered when an organization is not listed in the 
“Federal Programs by Agency and Account” yet the general purpose financial statements might be misleading 
or incomplete if the organization where not included therein.


This concepts statement also describes the items that should be included in Federal financial reports and 
presents illustrative statements depicting desirable displays of financial information. The items include:


• management discussion and analysis;
• balance sheet;


Issued April 20, 1995


Interpretations and Technical Releases


Affects No other statement.


Affected by • Paragraphs 90-102, SFFAS 7, which affect paragraphs 64, 74, 105 of this statement, 
and add Appendix I-G.


• SFFAS 27, paragraph 38, amends footnote 3.
• SFFAS 31, paragraph 35, amends paragraphs 84 and 102.
• SFFAS 6, paragraphs 6 through 22, amend par. 2, 3, 55, 69, 72-74, 76-79, 81, and 


108 as well as footnotes 11, 12, 12a, 14, and 17.
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• statement of net costs;
• statement of changes in net position;
• statement of custodial activities, when appropriate;
• statement of budgetary resources;
• statement of program performance measures;
• accompanying footnotes;
• required supplemental information pertaining to physical, human, and research and development capital 


and selected claims on future resources, when appropriate; and
• other supplemental financial and management information, when appropriate.


SFFAS 7, Accounting for Revenue and Other Financing Sources, amends the above list to include “statement 
of financing.” SFFAS 7 also presents an illustrative statement of financing to amend the displays shown in 
Appendix A of SFFAC 2.
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Introduction 1. A basic postulate of accounting is that accounting information 
pertains to entities, i.e., circumscribed legal, administrative, fiduciary, 
or other organizational structures. Another basic postulate is that 
entities use financial reports to communicate financial and related 
information about the entity to persons concerned with the entity. 


2. The purpose of this statement of accounting concepts is to provide 
guidance as to what would be encompassed by a Federal Government 
entity’s financial report. The statement specifies the types of entities 
for which there ought to be financial reports (hereinafter called 
reporting entities), establishes guidelines for defining 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 (OAI).


3. A statement of financial accounting concepts is intended to guide the 
members of the Federal Accounting Standards Advisory Board 
(FASAB) as they deliberate accounting standards for the federal 
government. The concepts in this Statement are consistent with those 
established in SFFAC 1 which are not superseded or modified by this 
Statement.  The concepts in this Statement also are generally 
consistent with current practice and do not imply radical change.  
However, they are expected to guide the Board's future deliberations.  
In addition, concepts statements constitute "other literature" and may 
only be relied upon by financial statement preparers and auditors to 
resolve specific accounting issues in the absence of GAAP literature.  
This Statement also would be useful to the Office of Management and 
Budget (OMB), when it carries out its statutory responsibilities for 
specifying who should prepare financial statements and the form and 
content of those statements.1 


1OMB specifies the form and content of agency and governmentwide financial statements, 
pursuant to authority assigned in the Chief Financial Officers Act of 1990, as amended (title 
31, U.S. Code, section 3515(d) and section 331(e)(1)) through periodic issuance of OMB 
Bulletins. OMB intends to base the form and content on the concepts contained in this 
statement.
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4. This statement does not try to define which reporting entities must 
prepare and issue financial statements. That authority and 
responsibility resides with the Congress, OMB, and other oversight 
organizations and resource providers.


5. The specification of reporting entities intends to be suitable for all 
organizations within the Executive branch of the Federal Government, 
including the Departments, independent agencies,2 commissions, and 
corporations. FASAB does not propose to recommend accounting 
concepts and standards for the Legislative and Judicial branches. 
However, the concepts recommended in this statement would be 
appropriate for those branches.


6. The concepts, as defined in this statement, are intended primarily for 
the general purpose financial reporting performed by Federal entities. 
This is the financial reporting that these entities would undertake to 
help meet the objectives defined in Statement of Federal Financial 
Accounting Concepts (SFFAC) No. 1, “Objectives of Federal Financial 
Reporting.” These objectives are as follows:


• Budgetary integrity. Federal financial reporting should assist in 
fulfilling the government’s duty to be publicly accountable for 
monies raised through taxes and other means and for their 
expenditure in accordance with the appropriations laws that 
establish the government’s budget for a particular fiscal year and 
related laws and regulations. 


• Operating performance. Federal financial reporting should 
assist report users in evaluating the service efforts, costs, and 
accomplishments of the reporting entity; the manner in which 
these efforts and accomplishments have been financed; and the 
management of the entity’s assets and liabilities. 


• Stewardship. Federal financial reporting should assist report 
users in assessing the impact on the country of the government’s 
operations and investments for the period and how, as a result, 
the government’s and the nation’s financial conditions have 
changed and may change in the future.


2“Independent agencies” is a term used to distinguish agencies that are independent of a 
Cabinet department from the agencies that are part of the Cabinet departments. 
Independent agencies report directly to the President and are part of the U.S. Government.
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• Systems and control. Federal financial reporting should assist 
report users in understanding whether financial management 
systems and internal accounting and administrative controls are 
adequate to ensure proper execution of transactions, safeguard 
assets, and support performance measurement.


7. The concepts are also intended, as FASAB’s mission statement 
requires, to help in meeting the financial and budgetary information 
needs of executive agencies and Congressional oversight groups, and 
to strengthen the conceptual basis and consistency of Federal 
accounting data.


8. The entity and display concepts presented in this statement do not 
preclude the specification of ad hoc or temporary reporting entities to 
meet special reporting needs of users of Federal agencies’ financial 
information. Nor do they preclude a reporting entity from preparing 
special purpose financial reports to meet the specific needs of persons 
in the reporting entity or in response to requests from persons outside 
the entity for certain financial information; or from preparing a so-
called “popular report,” which provides a simplified, highly readable, 
easily understandable description of a reporting entity’s finances. 
These statements would not necessarily purport to be presented in 
accordance with generally accepted accounting principles.


Reasons For 
Defining Reporting 
Entities


9. The most basic reason for having an explicit understanding of what 
the reporting entity entails is to ensure that the users of the entity’s 
financial reports are provided with all the information that is relevant 
to the reporting entity, subject to cost and time constraints. Clearly 
defining the boundaries of the reporting entity provides the users with 
a clear understanding of what the reporting entity encompasses. It 
helps to establish what information is relevant to the financial 
statements and what information is not. 


10. Other reasons for having an explicit understanding of what the 
reporting entity entails are to:


• ensure that for the aggregation of information at each reporting 
level, no entity is omitted, and to provide for consolidations 
and/or combinations of information from reporting units at the 
same level, as appropriate;
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• assist in making comparisons among comparable reporting 
entities by reducing the possibility of unintended or arbitrary 
exclusions or inclusions of entities;


• assist in making comparisons among alternative ways to provide 
similar services or products;


• be able to distribute costs properly and fully and to properly 
attribute the responsibility for assets and liabilities; and


• facilitate evaluating performance, responsibility, and control, 
especially where one agency is the provider or recipient of 
services attributable to or financed by another agency.


Structure Of The 
Federal 
Government


11. The Federal Government is an extremely complex organization 
composed of many different components. For accounting and 
reporting purposes, it may be viewed from at least three perspectives. 
However, the nature of each type of component and the relationships 
among the components and perspectives are not always consistent.


Organization 
Perspective


12. The first type of perspective is the organization perspective. The 
Federal Government is composed of organizations that manage 
resources and are responsible for operations, i.e., delivering services. 
These include the major Departments and independent agencies, 
which are generally divided into suborganizations, i.e., smaller 
organizational units with a wide variety of titles, including bureaus, 
administrations, agencies, services, and corporations. Many of these 
are further divided into even smaller suborganizations. On the other 
hand, there are small agencies for which division into smaller units is 
generally not considered appropriate. 


Budget Perspective 13. From another perspective, the government is composed of accounts 
presented in the budget, hereinafter referred to as budget accounts. 
Budget accounts are composed of expenditure (appropriations or 
fund) accounts and receipt (including offsetting receipt) accounts. 
The size and scope of these accounts varies according to 
Congressional preference. They can vary from very small accounts, 
which are useful for constraining management, to very large accounts, 
which can be used to finance many activities.
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14. Budget accounts are not the same as Treasury accounts. The latter are 
accounts established in the Treasury to, among other purposes, record 
the appropriations and other budgetary resources provided by statutes 
and the transactions affecting those accounts. For the most part, 
budget accounts are aggregations of Treasury accounts. Also, Treasury 
accounts include deposit accounts as well as budget accounts.


15. Nor are budget accounts the same as the uniform ledger accounts 
established by the U.S. Government Standard General Ledger (SGL). 
SGL accounts record specific homogeneous types of transactions and 
balances that aggregate to specific classifications on the financial 
statements. They have been established so that agencies can establish 
control over their financial transactions and balances, meet the basic 
financial reporting requirements, and integrate budgetary and 
financial accounting in the same general ledger.


16. A budget account may coincide with an organization or one or more of 
its suborganizations. Other times, several budget accounts need to be 
aggregated to constitute an organization or sub-organization.


17. Budget accounts are classified as federal funds or trust funds. Any 
account that is designated by the laws governing the federal budget as 
being a trust fund is so classified. Federal funds comprise the larger 
group and include all transactions not classified by law as trust funds. 
Three components make up federal funds: the general fund, special 
funds, and revolving funds. The definition of each of these categories 
can be found in the OMB circular A-11 and the GAO Glossary of Terms 
Used in the Federal Budget Process.


18. Care must be taken in determining the nature of all trust funds and 
their relationship to the entity responsible for them. A few trust funds 
are truly fiduciary in nature. Most trust funds included in the budget 
are not of a fiduciary nature and are used in federal financing in a way 
that differs from the common understanding of trust funds outside the 
federal government. In many ways, these trust funds can be similar to 
revolving or special funds in that their spending is financed by 
earmarked collections.


19. In customary usage, the term “trust fund” refers to money belonging to 
one party held “in trust” by another party operating as a fiduciary. The 
money in a trust fund must be used in accordance with the trust’s 
terms, which the trustee cannot unilaterally modify, and is maintained 
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separately and not commingled with the trustee’s own funds. This is 
not the case for most federal trust funds that are included in the 
budget--the fiduciary relationship usually does not exist. The 
beneficiaries do not own the funds and the terms in the law that 
created the trust fund can be unilaterally altered by Congress.


20. Special funds and trust funds, except trust revolving funds, are 
aggregates of budget accounts. They normally consist of one or more 
receipt accounts and one or more expenditure accounts. Among the 
trust funds, social insurance programs (such as social security and 
unemployment compensation) have the largest amount of funds and 
federal employee programs (such as retirement and health benefits) 
the second largest. Together they make up about 90 percent of all trust 
fund receipts. Other trust funds include excise tax financed programs 
for highway construction, airports and airway operations, and other 
public works. Like other budget accounts, trust funds are usually the 
responsibility of a single organization, although sometimes they are 
the responsibility of more than one organization. 


21. Budget accounts are also categorized, as mandated by law and defined 
by OMB, into functions and subfunctions that represent national needs 
of continuing national importance and substantial expenditures of 
resources. Examples of functions are national defense and health.


Program Perspective 22. From a third perspective, the government is composed of programs 


and activities, i.e., the services the organizations provide and the 
specific lines of work they perform. Each program and activity is 
responsible for producing certain outputs in order to achieve desired 
outcomes.


23. There is no firm definition for the term “program;” it varies in the eye 
of the beholder. For example, the Highway program could relate to the 
entire Federal highway program, the program to build interstate 
highways (in contrast to city streets, secondary roads, etc.), or a 
program to build a highway between two specific points. Moreover, in 
accordance with the sequester provisions of the Balanced Budget and 
Emergency Deficit Control Act of 1985, as amended, the House and 
Senate Appropriations Subcommittees annually define, in the 
Committee Reports, the meaning of “Programs, Projects, and 
Activities” as they relate to each of the Appropriations Acts.
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24. The term “program” is also often used interchangeably with the terms 
“function” and “sub-function” (see paragraph 21). Generally, however, 
the term “function” would be used only for the functions defined in the 
budget. Otherwise, the term “program” would be used.


Intertwining Of The 
Perspectives


25. The programs are administered by the organizations and financed by 
the budget accounts. In a few instances, there is a one-to-one 
relationship among the three perspectives. A single budget account 
finances a single program and organization. Thus, the program is 
carried out only by the single organization and the organization 
performs only one program.


26. However, most programs are financed by more than one budget 
account, some of which might not be under the control of the 
organizational unit administering the program. Some programs are 
even administered by more than one organization. Likewise, a single 
organization or budget account could be responsible for several 
programs. In some instances, a program could also be considered an 
organizational unit, e.g., the Center for Disease Control and 
Prevention.


27. Furthermore, some of the support necessary to perform a program is 
frequently provided by other organizations and/or financed by other 
budget accounts. Examples are the computer support for a program 
that is obtained from a central unit within the department, or 
retirement health costs for a program’s current and former employees. 


28. This complex situation is the result of the evolution of Federal 
organizations, programs, and budgetary structures over many years. 
As Federal missions and programs have expanded and changed, new 
departments have been created, new organizations have been added to 
existing departments, and new duties have been assigned to existing 
organizations on the basis of various considerations. Similarly, the 
budget structure has evolved in response to the needs of the Congress; 
its committees and subcommittees; and various initiatives by the 
President, program managers, and interest groups.
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Identifying The 
Reporting Entities 
For General 
Purpose Financial 
Reporting


29. As stated, reporting entities are entities that issue general purpose 
financial statements to communicate financial and related information 
about the entity. For any entity to be a reporting entity, as defined by 
this Statement of Federal Financial Accounting Concepts, it would 
need to meet all of the following criteria.


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


• The entity’s scope is such that its financial statements would 
provide a meaningful representation of operations and financial 
condition.


• There are likely to be users of the financial statements who are 
interested in and could use the information in the statements to 
help them make resource allocation and other decisions and hold 
the entity accountable for its deployment and use of resources.


30. Budget accounts, in and of themselves, do not meet the criteria in the 
preceding paragraph and, therefore, would not be considered a 
reporting entity for the purposes of issuing general purpose financial 
statements. Also, the size and scope of the budget accounts across all 
government agencies lack sufficient consistency for them to be 
universally considered as the reporting entity. Similarly, programs 
generally do not meet the criteria in paragraph 29 and, therefore, 
would not be a considered a reporting entity that prepares general 
purpose financial statements. 


31. On the other hand, organizations, and particularly larger 
organizations, meet the criteria in paragraph 29. While the occasional 
overlap of programs and budget accounts among more than one 
organizational unit could complicate financial reporting, the 
association of data with the responsibility centers, revenue centers, 
profit centers, cost centers, etc. which managers typically use for 
organizing and operating permit the following:


• aggregating information for not only the organization (and 
suborganizations), but also for one or more of the programs 
performed by the organization, and one or more of the budget 
accounts for which the organization is responsible, and
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• the subsequent arraying of the information not only by 
organization, but also by sub-organization, program, and/or 
budget accounts. 


32. This approach to defining the appropriate reporting entities in the 
Federal Government supports establishment of accountability in the 
organizations (and suborganizations) while still enabling them to 
provide information pertaining to their programs.


33. Although a reporting entity might not control all the budget accounts 
used to finance one or more of the programs it administers, any 
revenues attributable to or costs incurred on behalf of the programs it 
administers should be associated with that reporting entity. This 
notion holds true regardless of whether the reporting entity maintains 
personnel on a payroll.


34. The departments and major independent agencies are organizational 
units and therefore would be the primary reporting entities. However, 
in many instances, financial statements that present aggregations of 
information into suborganization entities, i.e., bureaus, 
administrations, or agencies, may be more useful than statements that 
present only aggregations into organizational entities. The former can 
provide a better understanding of the financial results and status of the 
many individual suborganizations and programs constituting a 
department or major independent agency. They can reveal instances 
where programs are carried out by several suborganizations within the 
department or major independent agency.


35. Similar to other budget accounts, trust funds, special funds, and 
revolving funds are usually administered by a single organization. For 
financial reporting purposes, the organization would be the reporting 
entity; the trust fund or revolving fund would be a component of the 
organization that administers the fund in the same manner that a 
suborganization or other type of budget account is a component of the 
organization. This would not preclude separate reporting for the trust 
fund, special fund, or revolving fund by the managing organization, nor 
would it preclude disclosure of trust fund, special fund, or revolving
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fund information within the organization’s report when there is 
sufficient interest.3


36. Likewise, some programs are coterminous, i.e., share the same 
boundaries, with an organization or sub-organization, while other 
programs—such as student loan programs—are the component for 
which resources are deployed, are responsible for achieving 
objectives, and/or are of great interest to outsiders. In both instances, 
the financial operations and results of the program might warrant 
highlighting or even separate reporting by the organization or 
suborganization which manages the program. 


37. Financial statements for organizationally-based reporting entities may 
be audited and issued to external parties, unaudited and used for 
internal management purposes, or, perhaps to be more relevant and 
meaningful, combined with financial statements from other 
organizationally-based reporting entities.


38. The ultimate aggregation of entities is into the entire Federal 
Government which, in reality, is the only independent economic 
entity—although some would say the entire country is the ultimate 
economic entity. The Federal Government entity would encompass all 
of the resources and responsibilities existing within the component 
entities, whether they are part of the Executive, Legislative, or Judicial 
branches (although, as noted in paragraph 5, FASAB’s 
recommendations pertain only to the Executive Branch). 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 (see paragraphs 39 through 50) are such that their 


3For some trust funds, the collection of the revenues is performed by an organizational entity 
acting in a custodial capacity that differs from the organizational entity that administers the 
trust fund. In those instances, the organizational entity that collects the revenues would be 
responsible for reporting only the collection and subsequent disposition of the funds. The 
organizational entity responsible for carrying out the program(s) financed by a trust fund 
will report all assets, liabilities, revenues, and expense of the fund, notwithstanding the fact 
that another entity has custodial responsibility for the assets. In the case of multiple 
responsible entities, if the separate portions of the program can be clearly identified with a 
responsible component entity, then each component entity should report its portion in 
accordance with the requirements of SFFAS 27, Identifying and Reporting Earmarked 


Funds. If separate portions cannot be identified, the component entity with program 
management responsibility should report the fund.
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exclusion would cause the Federal Government’s financial statements 
to be misleading or incomplete. 


Criteria For 
Including 
Components In A 
Reporting Entity


39. Regardless of whether a reporting entity is the U.S. Federal 
Government, or an organization, suborganization, or program, there 
can be uncertainty as to what should be included and inconsistency as 
to what is included in the reporting entity. The identification and 
application of specified criteria can reduce this uncertainty and 
inconsistency.


40. The Governmental Accounting Standards Board (GASB) has 
established criteria for what would be included in a state or local 
government reporting entity. These criteria relate to financial 
accountability, which includes appointment of a voting majority of the 
organization’s governing board, together with imposition of will, and 
financial benefit to or burden on a primary government. These criteria, 
while in part relevant, must be tailored to the Federal Government 
environment. First, there are not as many different types of entities in 
the Federal Government as there are in state and local governments. 
Second, the Congress and others with oversight authority frequently 
establish explicit rules for what to include as part of a Federal 
reporting entity. Finally, as indicated, with the exception of the Federal 
Government as a whole, all the reporting units are components of a 
larger entity, namely the Federal Government, rather than independent 
economic entities. 


Conclusive Criterion 41. There are two types of criteria that should be considered when 
deciding what to include as part of a financial reporting entity. The 
first is a conclusive criterion, i.e., an inherent conclusion that for 
financial reporting purposes, any organization meeting this criterion is 
part of a specified larger entity. 


42. Appearance in the Federal budget section currently entitled “Federal 
Programs by Agency and Account” is a conclusive criterion. Any 
organization, program, or budget account, including off-budget 
accounts and government corporations, included in that section 
should be considered part of the U.S. Federal Government, as well as 
part of the organization with which it appears. 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 
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the financial statements of the organization or program that expends 
the appropriation.


Indicative Criteria 43. There are instances when, for political or other reasons, an 
organization (including a government corporation), program, or 
account is not listed in the “Federal Programs by Agency and 
Account,” yet the general purpose financial statements would be 
misleading or incomplete—in regard to the objectives for Federal 
financial reporting—if the organization, program, or account were not 
included therein. These organizations, programs, or accounts would 
normally be considered to be operating at the “margin” of what would 
be considered a governmental function in contrast to providing a more 
basic governmental function. Thus, in addition to the conclusive 
criterion, there are several indicative criteria that should be 
considered in the aggregate for defining a financial reporting entity in 
the Federal Government. No single indicative criterion is a conclusive 
criterion in the manner that appearance in the “Federal Programs by 
Agency and Account” section of the budget is. Nor can weights be 
assigned to the indicative criteria. Thus, while the indicative criteria 
are presented in descending order of importance, judgment must be 
based on a consideration of all of the indicative criteria.


44. The indicative criteria for determining whether an organization not 
listed in the “Federal Programs by Agency and Account” section of the 
budget is nevertheless part of a financial reporting entity are as 
follows:


• It exercises any sovereign power of the government to carry out 
Federal functions. Evidence of sovereign powers are the power 
to collect compulsory payments, e.g., taxes, fines, or other 
compulsory assessments; use police powers; conduct 
negotiations involving the interests of the United States with 
other nations; or borrow funds for Government use.


• It is owned by the Federal Government, particularly if the 
ownership is of the organization and not just the property. 
Ownership is also established by considering who is at risk if the 
organization fails, or identifying for whom the organization’s 
employees work.


• It is subject to the direct or continuing administrative control of 
the reporting entity, as revealed by such features as (1) the ability 
to select or remove the governing authority or the ability to 
designate management, particularly if there is to be a significant 
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continuing relationship with the governing authority or 
management with respect to carrying out important public 
functions (in contrast to selections and designations in which 
there is little continuing communication with, or accountability 
to, the appointing official); (2) authority to review and modify or 
approve budget requests, budgetary adjustments, or amendments 
or rate or fee changes; (3) ability to veto, overrule, or modify 
governing body decisions or otherwise significantly influence 
normal operations; (4) authority to sign contracts as the 
contracting authority; (5) approval of hiring, reassignment, and 
removal of key personnel; (6) title to, ability to transfer title to, 
and/or exercise control over facilities and property; and (7) right 
to require audits that do more than just support the granting of 
contracts. (While many of these criteria exist in a client-
contractor relationship, it is not necessarily intended that an 
entity’s contractor be considered as part of the reporting entity.)


• It carries out Federal missions and objectives.
• It determines the outcome or disposition of matters affecting the 


recipients of services that the Federal Government provides.
• It has a fiduciary relationship with a reporting entity, as indicated 


by such factors as the ability of a reporting entity to commit the 
other entity financially or control the collection and 
disbursement of funds; and other manifestations of financial 
interdependency, such as a reporting entity’s responsibility for 
financing deficits, entitlement to surpluses (although not 
necessarily the assets acquired from failed units), or the 
guarantee of or “moral responsibility” for debt or other 
obligations.


45. 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 is more than fleeting.


46. In applying the indicative criteria, the materiality of the entities and 
their relationship with one another should be considered. Materiality 
should not be measured solely in dollars. Potential embarrassment to 
any of the entities’ stakeholders should also be considered. Thus, a 
bias toward expansiveness and comprehensiveness would be justified, 
particularly if it could contribute to maintenance of fiscal control.4


4Any uncertainty as to what to consider as a reporting entity would be resolved by OMB in 
consultation with the appropriate Congressional committees.
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Federal Reserve System 47. In establishing and monitoring monetary policy, the Federal Reserve 
System, i.e., the Board of Governors of the Federal Reserve System 
and the Federal Reserve Banks, could be considered as functioning 
consistent with the indicative criteria presented in paragraph 44. 
However, in the United States, the organization and functions 
pertaining to monetary policy are traditionally separated from and 
independent of the other central government organizations and 
functions in order to achieve more effective monetary and fiscal 
policies and economic results. Therefore, the Federal Reserve System 
would not be considered part of the government-wide reporting entity. 
Payments made to or collections received from the Federal Reserve 
System would be reported in the financial statements of the Federal 
Government. Certain other disclosures might also be appropriate in 
the financial statement for the entire government. 


Government Sponsored 
Enterprises


48. There are also several Federally chartered but privately owned and 
operated financial institutions that have been established as financial 
intermediaries to facilitate the flow of investment funds to specific 
segments of the private sector. These entities are called government 
sponsored enterprises (GSE). Examples are the Federal National 
Mortgage Association, the Farm Credit Banks, and the Federal Home 
Loan Banks. By law, each of these GSEs is subject to oversight from a 
specific Federal agency. However, they are not included in the Federal 
budget section entitled “Federal Programs by Agency and Account.” 
Nor, as currently constituted, do they function in a manner consistent 
with the indicative criteria presented in paragraph 44. Thus they would 
not be considered part of the government-wide reporting entity nor the 
reporting entity to which they have been assigned for oversight. 


49. On the other hand, there are “political expectations” associated with 
the GSEs, the most significant of which is an expectation that 
legislation would be enacted to support a GSE experiencing severe 
financial difficulties. (Political expectations are different than “moral 
obligations” established by many states. There is no statutory 
authority that defines whether and how a political expectation would 
be met. With a moral obligation, the manner in which it may be met is 
usually explicitly defined in statute.) Therefore, agencies assigned 
oversight responsibility for a GSE(s) would need to consider making 
disclosures of the government’s relationship with the GSE(s) and
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other information that would provide an understanding of the 
possibility of a contingent liability.5


Bailout Entities 50. The Federal Government occasionally bails out, i.e., guarantees or 
pays debt, for a privately owned entity whose failure could have an 
adverse impact on the nation’s economy, commerce, national security, 
etc. As a condition of the bail out, the Federal Government frequently 
obtains rights similar to the authorities associated with the indicative 
criteria presented in paragraph 44. The existence of these rights does 
not make the bailed out entity part of the Federal Government 
reporting entity or any of the other reporting entities that are part of 
the Federal Government. Disclosure of the relationship(s) with the 
bailed out entity(ies) and any actual or potential material costs or 
liabilities would be appropriate.


Other Aspects 
Concerning The 
Completeness Of 
The Entity


51. The application of specified criteria to delineate 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 the parameters explained in 
paragraphs 52 and 53, 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 


5The term government sponsored enterprise is also sometimes used in a broader manner to 
encompass other entities established by the Federal Government to further a public policy 
and that are also not included in the budget section “Federal Programs by Agency and 
Account.” Examples are the Financing Corporation, Resolution Funding Corporation, 
Amtrak, and even, on occasion, the American National Red Cross. These entities have varied 
characteristics and different types of relationships to the Federal Government, and 
therefore, in some cases, may be included with the above mentioned GSEs in sections or 
tables of Federal budget documents. These entities need to be judged individually with 
respect to the indicative criteria presented in paragraph 39 in order to determine whether 
they should be considered part of a Federal reporting entity.
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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. 


52. A process in which the reporting entity is billed and pays for the 
amounts attributable to its activities is normally the most desirable 
approach for recording and reporting these amounts. However, when 
this type of direct debiting or crediting is not done, the decision as to 
whether to capture and report attributable amounts would be based 
on such criteria as the magnitude of the attributable amounts, the 
decision usefulness of the information to its likely users, the costs of 
capturing the data, whether a decision would be made differently as a 
result of having the information, and whether the information would 
have a policy impact.6


53. It might be appropriate to consider the interest expense inherent in 
devoting a sum of capital to an organization or program as part of the 
total costs incurred in operating the organization or performing the 
program. This principle has already been adopted for the accounting 
for loans and loan guarantees, whereby a loan program is charged for 
the cost of capital provided by the U.S. Treasury.7


Displaying Financial 
Information


54. Financial information is typically provided by or for a reporting entity 
through financial statements. Financial statements represent the 
principal means of communicating accounting information about an 
entity’s resources, obligations, revenues, costs, etc. to those outside 
the entity. However, financial statements, and particularly those 
prepared for governmental and other not-for-profit organizations, may 
also contain information from sources other than accounting records. 
Also, management may communicate information to those outside the 
entity by means of financial reporting other than financial statements, 


6The Board is developing a Statement of Managerial Cost Accounting Concepts and 
Standards. This document, when finalized, will address recognition of these amounts.


7The Board has decided to undertake a project addressing the types of capital for which it 
might be appropriate for a reporting entity to disclose the costs, the reasons thereof, and the 
manner in which to determine and report these costs. A determination of the 
appropriateness of considering interest expense as part of the costs incurred by an 
organization or program will be made by that project.
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either because the information is required to be disclosed by statute, 
regulation, or custom; or because management believes the 
information would be useful to those outside the entity and discloses it 
voluntarily.


55a. To enhance confidence in the reliability of information presented in 
financial statements, the statements are often, but not always audited 
by Inspectors General, independent accounting firms, or the 
Government Accountability Office. In developing accounting 
standards, the Board considers whether information should be 
categorized as basic information, required supplementary information 
(RSI), or other accompanying information (OAI).  Distinguishing these 
categories is important because each category is subject to different 
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 fair presentation in conformity with GAAP.  
However, RSI and OAI are unaudited, but subject to certain 
procedures specified by GAGAS for RSI and OAI, respectively.  To 
assist users in analyzing the different types of information within 
financial reports, these differences must be conveyed and can be 
accomplished in a variety of ways. The traditional approach is to 
separate the categories of information.  However, the categories may 
be commingled if the RSI and OAI are clearly labeled as "unaudited" or 
distinguished in a manner that informs the reader of the level of 
assurance provided.   


55b. Classification of the information as basic information, RSI, or OAI 
does not constrain the form of presentation.  For example, financial 
statements may be presented as basic financial statements, RSI, or 
OAI.  Information can be required or encouraged to be in the form of 
financial statements, narrative, graphs, or tables.  To clearly 
communicate the intended status, the Board must specify whether the 
information is to be considered basic information, RSI, or OAI.  
Selecting a category may involve a process which is described in 
paragraphs 73A to73G. 


56. In the Federal Government, there are several types of reporting 
entities (organizations, suborganizations, programs, and the 
government as a whole) and several financial reporting objectives 
(budgetary integrity, operating performance, stewardship, and systems 
and control). Each of the reporting objectives can be met to a certain 
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degree by the statements prepared by or for one type of reporting 
entity and to a greater or lesser degree by the statements prepared by 
or for the other types of reporting entities. For example, the objective 
of budgetary integrity can be best met with the program and financing 
schedules prepared for individual budget accounts. The objective of 
operating performance can be best met with financial statements from 
organizations/suborganizations and programs (although financial 
statements at this level can also help readers evaluate the reporting 
entity’s budgetary integrity). The objective of stewardship can be best 
met with a financial statement for the entire government. Meeting the 
financial reporting objectives in their totality requires financial 
statements from all of the types of reporting entities.


Stock Statements 57. The financial reporting objectives are also met with different types of 
financial statements. A financial statement that presents financial 
information for an entity as of a particular point in time, however the 
information is measured, i.e., budgetary, cash, or accrual, is often 
characterized as a stock statement. An example of a stock statement is 
a balance sheet. It presents the total balances of assets, liabilities, 
and net position of an organization as of a specific time.


Flow Statements 58. Another type of financial statement provides information on an entity’s 
flows of revenues, receipts, expenditures, expenses, gains, losses, 
and/or other changes of the entity’s net resources during a period, 
however they are measured, i.e., budgetary, cash, or accrual. This type 
of financial statement is frequently characterized as a flow statement. 
The traditional flow statement is a statement of operations and 
changes in net position issued by private sector, profit seeking 
organizations. It presents the results of an entity’s operations for a 
reporting period, including the changes in the entity’s net position 
from the end of the prior reporting period. This type of statement is 
particularly useful for private sector, profit seeking organizations 
since their objective is to generate earnings and returns on investment. 
The statement of operations and changes in net position presents the 
revenues the entity receives, the expenses incurred to generate the 
revenues, the amount left for the entity’s owners, and the resulting 
effect on the owners’ equity.


59. The Federal Government and most of the other reporting entities in 
the Federal Government are spending entities whose objective is to 
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provide services, some of which are financed by revenues received 
from the recipients of the service, and some of which, if not all or most 
of which, are financed by taxes and other unearned revenues.8 Thus, 
the most useful information a flow statement could present is the total 
and net costs of the services, i.e., how much of the services provided 
by the entity was financed by the taxpayers. This type of statement, 
which would be a statement of net costs, would support the 
achievement of Federal financial reporting objective 2A. Objective 2A 
states that “Federal financial reporting should provide information 
that helps the reader to determine the costs of providing specific 
programs and activities and the composition of, and changes, in these 
costs.”


60. As indicated, revenues provided in exchange for the services, i.e., 
earned revenues, are not the only manner in which a Federal 
Government entity finances the services it provides. Other sources of 
financing are the appropriations received from the Congress, and such 
various non-exchange revenues as fines, donations, and transfers from 
other agencies. Therefore, another useful flow statement would be a 
statement of changes in net position that presents the manner in 
which the entity’s net costs were financed and the resulting effect on 
the entity’s net position. This also would be consistent with Federal 
financial reporting objective 2: “Federal financial reporting should 
assist report users in evaluating. . .the manner in which these efforts 
and accomplishments have been financed....”


61. The collection of the major sources of funds for the appropriations, 
e.g., taxes, royalty payments, and fines, is the responsibility of just a 
few reporting entities, especially the Internal Revenue Service, the 
Customs Service, and the Minerals Management Service. These 
entities are functioning in a custodial capacity and are required to turn 
the taxes or other monies they collect over to the Treasury or other 
organizations. The results of these entities’ custodial activities could 
be reported in a flow statement that provides an understanding of 
from whom the taxes or other monies were collected and to whom 
they were distributed. This would be called a statement of custodial 


activities.


8The Board is currently developing an Exposure Draft entitled “Revenue and Other 


Financing Sources” which addresses more fully the types of revenues (i.e., exchange versus 
non-exchange and earned versus unearned revenues) discussed here. 
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62. For many reporting entities, and particularly those engaged in 
reimbursable activities, it is useful to have an understanding of the 
sources and amounts of cash provided to the entity for operating, 
investing, and financing purposes and the major purposes for which 
the cash was used. This type of information can be displayed with a 
statement of cash flows, in accompanying footnotes, or as 
supplemental financial and management information.


Budget Statement 63. Meeting the first objective of SFFAC No. 1, “Objectives of Federal 
Financial Reporting,” namely the budgetary integrity objective, 
necessitates that the reader receive assurance that


• the amounts obligated or spent did not exceed the available 
budget authority,


• obligations and outlays were for the purposes intended in the 
appropriations and authorizing legislation,


• other legal requirements pertaining to the account have been met, 
and


• the amounts are properly classified and accurately reported. 


64. This information is provided in other reports, but there needs to be 
auditor involvement to provide assurance as to the reliability of the 
information. The assurance as to reliability of the information could be 
accomplished by including a statement of budgetary resources in 
the reporting entity’s financial statements, recognizing that the 
statement will likely be subject to audit. The presentation of data 
could be for the reporting entity as a whole, for the major 
suborganization units (assuming there is congruity among the major 
suborganization units and the budget accounts), or for the 
aggregations of the major budget accounts, rather than for the 
individual budget accounts of the entity or other types of entities. 
Violations of budgetary integrity at the account level occurring during 
the current year could be disclosed on an exception basis. (Many 
violations of budgetary integrity would also be violations of the Anti-
Deficiency Act. Disclosure in the financial statements 
notwithstanding, these violations would also have to be reported as 
required by the Act.)
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Reconciliation 
Statement--Budgetary 
And Financial 
Accounting


64A. Subobjective 1C of the budgetary integrity objective states that 
information is needed to help the reader to determine “how 
information on the use of budgetary resources relates to information 
on the costs of program operations and whether information on the 
status of budgetary resources is consistent with other accounting 
information on assets and liabilities.” This objective arises because 
accrual-based expense measures used in financial statements differ 
from the obligation-based measures used in the budgetary reports.


64B. To satisfy this objective, information is needed about the differences 
between budgetary and financial (i.e., proprietary) accounting that 
arise as a result of the different measures. This could be accomplished 
through a Statement of Financing that reconciles the budgetary 
resources obligated for a federal entity’s programs and operations to 
the net cost of operating that entity. The data presented could be for 
the reporting entity as a whole, for the major suborganization units, for 
major budget accounts, or for aggregations of budget accounts, rather 
than for each individual budget account of the entity.


Performance Measures 
Statement


65. The second objective of Federal financial reporting states, in part, that 
Federal financial reporting should provide information that helps 
readers of the financial reports determine the efforts and 
accomplishments associated with Federal programs and the changes 
over time and in relation to costs. This suggests that a statement of 


program performance measures,9 i.e., one or more statements 
presenting service efforts and accomplishments measures for each of 
a reporting entity’s significant programs, is necessary. 


66. The Federal Government is increasing its interest in measuring and 
reporting program performance, as evidenced by the enactment of the 
Government Performance and Results Act and increasing emphasis 
during budget reviews on program performance. Moreover, the ability 
to seek and obtain maximum return from increasingly limited 
resources can be enhanced by an understanding of the results of the 
programs for which budget resources have been expended. In the final 
analysis, the objective of the Federal Government is to provide 


9The Board does not consider the Statement of Program Performance Measures to be a basic 
financial statement.
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services, in contrast to the objective of private sector organizations, 
which is to earn profits and enhance the return on investment, both of 
which are monetary objectives. All of these factors suggest that the 
statement of program performance measures is not only an 
appropriate statement, but likely to be the most important statement 
for those persons interested in how a Federal entity is using its 
resources.


67. For a statement of program performance measures prepared by an 
organization-level reporting entity, the outputs and outcomes would be 
related to the performance of the entity itself and its own programs, 
e.g., clients vaccinated, illnesses prevented. For the government-wide 
report, broader measures of outcomes and impacts that depended on 
the joint efforts of several reporting entities would be appropriate, e.g., 
state of the economy, national security, environment, personal health, 
social welfare, although some narrower outcome measures might also 
be included. 


Other Information 68. Financial information is also conveyed with accompanying 


footnotes, which are an integral part of the financial statements. 
Footnotes typically provide additional disclosures that are necessary 
to make the financial statements more informative and not misleading.


69. It is also necessary to convey more general information about the 
reporting entity. This could entail such matters as a brief description of 
the reporting entity; its missions, goals, and objectives; the programs it 
provides and the major recipients for the program; its major sources of 
funding; the manner in which the reporting entity is organized; its 
personnel resources; highlights of the entity’s accomplishments during 
the reporting period; selected measures of program performance 
abstracted from the statement of program performance; problems 
encountered or targets missed and the reasons why; financial 
highlights and trends; expected problems and challenges; future 
targets the entity is setting for itself; and any other information the 
agency head or CFO considers necessary to fully and fairly provide an 
understanding of the entity’s financial affairs. This type of information 
is typically presented in what has come to be known as a 
management’s discussion and analysis or overview of the 
reporting entity. 


70. The third objective of Federal financial reporting is that it “should 
assist report users in assessing the impact on the country of the 
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government’s operations and investments for the period and how, as a 
result, the government’s and the nation’s financial conditions have 
changed and may change in the future.10 This objective requires a 
reporting of information concerning investments in education, 
training, research, and development and certain types of property, 
plant, and equipment that can affect the nation’s future wealth, and to 
the claims on future budgetary resources resulting from prior 
decisions and actions.


71. The information pertaining to the aforementioned investments, certain 
types of property, plant, and equipment,11 and claims on future 
budgetary resources is maintained in part in the entities’ general 
ledgers and, in part, external to the general ledgers. Some of the 
information is recorded in units other than dollars, e.g., acres, millions 
of square feet. Finally, some of the information is not subject to the 
types of controls present in a system of double entry recordkeeping. 
Accordingly, a more suitable way to fulfill the third reporting objective 
would be to display the appropriate information as required 


supplemental information rather than attempting to include it in 
financial statements.12


72. [Rescinded per SFFAC 6.]


73. The fourth objective, systems and controls, is fulfilled, in part, by the 
act of preparing the financial statements. Other ways the fourth 
objective could be fulfilled through the audited financial reporting 
process is by a management assertion that would accompany the 
financial statements and/or an auditor’s attestation on the financial 
statements. The management assertion would be an acknowledgment 
of its responsibility for the accuracy of the information in the financial 
statements, the completeness and fairness of the presentation of the 
information, the accuracy of the information in all material respects, 
and the reporting of the information in a manner designed to fairly 
present financial position and results of operations. The assertion 


10A complete discussion of the third objective for Federal financial reporting, which is called 
the “stewardship objective,” is contained in paragraphs 134 to 145 of Statement of Federal 
Financial Accounting Concepts No. 1, “Objectives of Federal Financial Reporting.”


11[Text rescinded per SFFAC 6.]


12[Text rescinded per SFFAC 6.]
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could also include a statement regarding the adequacy of the entity’s 
systems and controls, accompanied by the auditor’s concurrence with 
the assertion.


Distinguishing Basic 
Information, RSI, 
and OAI 


Determining Required 
Information


73A. Selecting a category for communicating information may involve a 
process that begins with determining what information should be 
required.  Required information is information that consists of basic 
information and RSI.  An item of information is a candidate for 
required information if it is consistent with the objectives of federal 
financial reporting and meets certain qualitative characteristics and 
cost-benefit considerations.  The Board developed these factors 
earlier in the conceptual framework.  SFFAC 1 identifies the reporting 
objectives (paragraphs 112 to 150) and the qualitative characteristics 
(paragraphs 157 to 164). It also discusses cost versus benefit 
considerations (paragraphs 151 to 155).  


Determining Basic 
Information versus RSI


73B. Information that meets the criteria for required information is a 
candidate for basic information or RSI.   Basic information is 
information which is essential for the financial statements and notes 
to be presented in conformity with GAAP.  The FASAB standards are 
the core12.1 of GAAP and auditors may be engaged to express an 
opinion as to whether basic financial statements and notes are 
presented in conformity with those criteria.  


73C. RSI is information that a body that establishes GAAP requires to 
accompany basic information.  It may be experimental in nature to 
permit the communication of information that is relevant and 
important to the reporting objectives while more experience is gained 
through resolution of accounting issues.  Also, the information may be 
expressed in other than financial measures or may not be subject to 
reliable estimation.   As issues are resolved, the information may be 
considered basic at some point in the future.  


12.1The first and highest level of the GAAP hierarchy comprises standards and 
interpretations.  Lower level GAAP may not conflict with standards or interpretations.
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73D. The Board specifies what information should be presented as basic 
information and what information should be presented as RSI.   
Assessing whether required information is a candidate for basic 
information or RSI may involve the Board's consideration of a range of 
factors which are listed in Table 1: Factors to Consider in 
Distinguishing Basic Information from RSI on page 107. The factors 
are not listed in a particular order and some may convey similar ideas.  
In addition, different Board members may assign different weight to 
each factor.  Thus, the factors provide a general framework for each 
Board member's judgment and are not considered to present a 
decision tree, hierarchy, or precise algorithm for classifying items.  


73E. For example, members may consider the relevance of the information 
to fair presentation.  If the information has a high relevance to fair 
presentation, it may be a candidate for basic information 
communicated by financial statements and notes to the financial 
statements.  The financial statements and notes could not be 
considered fairly presented if the information is missing or materially 
misstated.  The rationales for some of the other factors that members 
may consider are:


a. Use of various types of financial data or financial transaction data.  
Members may deliberate the nature of the data used or the type of 
system used to process the information.  Financial data used or 
data derived from a system for processing financial transactions, 
may be more likely to be considered basic information. 


b. Level of importance the Board wishes to be communicated in the 
financial report or the auditor's report.  In addition to the nature of 
the information, the Board may take into account the effect of 
categorizing an item as basic information or RSI in the financial 
report and what the auditor's report would communicate if the 
item is missing or materially misstated.  By designating an item as 
basic information rather than RSI, the Board can have some 
bearing on the level of importance conveyed in the financial report 
and auditor's report.  In other words, users may pay less attention 
to items categorized as "supplementary" in the financial report.  
Conversely, they may be more concerned with the auditor's 
conclusions regarding the fair presentation of the financial 
statements.  Hence, the more important the item, the more likely it 
would be a part of the financial statements and notes prepared in 
conformity with GAAP, such that if the item is missing or 
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materially misstated, the matter would be conveyed in the 
auditor's report on the fair presentation of the financial 
statements.


c. The extent to which the information interests a wide audience 
(rather than specialists).  If an item of information is of great 
interest to users, the information may be a candidate for basic 
information.  Conversely, if the item is primarily of interest to 
subject matter specialists, the information may accompany the 
basic information as RSI.


d. Extent to which there are not alternative sources of reliable 
information.  If organizations routinely publish an item of 
information that is scrutinized by independent advisors, it may be 
more likely to be considered RSI than basic information.  


e. Agreement on criteria that permit comparable and consistent 
reporting.  If there is a lack of specific criteria for measuring an 
item, preparers may have great discretion in developing their 
calculations and auditors may lack criteria necessary for the 
expression of an opinion.  The item of information may be a 
candidate for RSI. 


f. Experience among users, preparers, and auditors with the 
information.  The Board may consider the views of expert users, 
preparers, and auditors in developing measurement criteria for 
basic information.  If the level of experience regarding an item is 
low, input on specific criteria may not be available.  Also, when 
there is not sufficient experience to develop measurement criteria, 
auditors may have concerns about expressing an opinion on the 
information.  They may express qualifications or include 
explanations in their report.  Categorizing the information as RSI 
may encourage reporting while more experience is gained and 
criteria developed.   


g. Benefit/cost ratio of using resources to compile the information as 
well as ensure accuracy.  The Board may consider the benefit and 
cost associated with producing and auditing the item of 
information.   
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OAI 73F. If an item of information does not meet the criteria for basic 
information or RSI, it becomes a candidate for OAI.  OAI is 
information that accompanies basic information and RSI, but is not 
required by a body that establishes GAAP.  Some entities may desire to 
report information to supplement required information and enhance a 
user's understanding of the entity's operations or financial condition.  
This may include, but is not limited to, information on delivery times, 
turnover, and wastage of inventories; expected replacement of 
physical capital; and delinquency, aging, and default rates for loan 
portfolios.  In addition, entities report information not required by a 
body that establishes GAAP, but required by laws or administrative 
directives.  The laws or administrative directives may require the 
information to be audited and may require it to accompany basic 
information and RSI.   However, this information is also considered 
OAI.  


73G. Although the FASAB does not require OAI to be presented, the FASAB 
may at times encourage voluntary reporting of items to help in the 
development of information that may enhance overall federal financial 
reporting.  For example, the FASAB may consider an item to be 
relevant to entity operations but, for the moment, does not meet other 
criteria for required information.
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*As noted in paragraph 73D, the factors are not listed in a particular order and do not represent a 
hierarchy of factors.


Financial Reporting For 
An Organizational Entity


74. Meeting the four objectives of Federal financial reporting in the most 
efficient manner suggests that reporting entities issue a financial 
report that would include the following:


• management’s discussion and analysis;
• statement of financial position (commonly referred to as balance 


sheet);
• statement of net costs;
• statement of changes in net position;
• statement of custodial activities, when appropriate;
• statement of budgetary resources;


Table 1: Factors to Consider in Distinguishing Basic Information from RSI*


FACTORS TO CONSIDER IN DISTINGUISHING BASIC INFORMATION FROM RSI


Low 
(implies 


RSI)


Factor High 
(implies 
Basic)


<Relevance to fair presentation>
<Connection with elements of financial reporting>


<Use of various types of financial data or financial transaction data>
<Level of importance the Board wishes to be communicated in the financial report>


<Significance, relevance, or importance of the item in light of Objectives>
< Level of importance the Board wishes to be communicated in the auditor's report>


<Relevance to measuring financial condition or changes in financial condition>
<Extent to which the information interests a wide audience (rather than specialists)>


<Extent to which there are not alternative sources of reliable information>
<Agreement on criteria that permit comparable and consistent reporting>
<Experience among users, preparers, and auditors with the information>


<Benefit/cost ratio of using resources to compile the information as well as ensure 
accuracy>


<Connection with basic financial statements>
<Reliability and/or precision possible>
<Reliability and/or precision needed>
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• statement of financing;12.2


• statement of program performance measures;13


• accompanying footnotes;
• required supplementary information ; and
• other accompanying information.


75. With some organizations, and even suborganizations, the activities of 
one or more programs or other components are as important to the 
readers of the financial statements as are the activities of the entity as 
a whole. This would be particularly true for a Department composed 
of many bureaus, administrations, agencies, services, etc., and 
particularly if their programs are dissimilar. In those instances, 
consideration should be given to the preferability of reporting the 
assets, liabilities, revenues, expenses, etc. of both the significant 
components individually and of the entity in its entirety. Hence, larger 
organizations, and particularly those composed of many bureaus, 
administrations, agencies, etc., would prepare not only consolidated 
financial statements for the organizational entity, but also provide
information pertaining to their individual significant components.14 
The information for the individual components could be provided with
separate columns in consolidating financial statements15 (with the 
information for the less significant components, and possibly the 
entity’s management component, aggregated into a single separate 


13The statement of program performance measures is not a basic financial statement. 
Nevertheless, it is an important component of the financial reports.


14Such components are similar to responsibility segments as referred to in SFFAS 4, 
Managerial Cost Accounting Concepts and Standards, par. 78-81. Responsibility segments 
are used to accumulate costs and outputs for major lines of activity.


15A consolidated financial statement presents the transactions and balances for a 
reporting entity’s components in a single column. In arriving at the consolidated amounts, 
the transactions and balances among the entities are eliminated. A consolidating financial 


statement presents the information for the reporting entity’s components as well as the 
consolidated amounts in individual columns. The elimination of the inter-entity transactions 
and balances needed to arrive at the consolidated amounts might or might not be presented 
in a separate column.


12.2The Statement of Financing may be presented as a financial statement or as a schedule in 
the notes to the financial statements. The OMB will provide guidance regarding details of 
how the information will be displayed.
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column), in separate financial statements for each significant 
component, or in the accompanying footnotes. The significant 
components can be suborganizations or programs. If they are 
suborganizations, information regarding programs should be provided 
in some manner.


76. Furthermore, there are frequently instances when one or more of the 
suborganizations conduct a very visible or critical activity and there is 
a high level of public interest, e.g., tax collection activity; maintains 
large and complex fund flow activity; has earmarked tax activity; or its 
financial viability is of special concern to the Executive Branch or the 
Congress, e.g., deposit insurance funds. In those situations, it may be 
desirable for the sub-organization to prepare and issue a separate 
financial statement that is consistent with the concepts presented in 
this concepts statement.16 In doing so, it would need to identify the 
parent entity and describe the sub-organization’s relationship to the 
parent.


77. The components of any reporting entity are likely to conduct 
transactions with other components in the reporting entity, other 
Federal entities, and persons and organizations outside the Federal 
Government. Likewise, they are likely to have assets due from and 
liabilities due to other Federal components and entities and to non-
Federal persons and organizations. In reporting the transactions and 
balances of a Federal reporting entity in its entirety, it is conceptually 
desirable, although not always practicable, to eliminate the intra-entity 
transactions and balances.17


78. Some of a reporting entity’s components are likely to be required by 
law or policy to prepare and issue financial statements in accordance 
with accounting standards other than FASAB’s, e.g., accounting 
standards issued by the Financial Accounting Standards Board or 
accounting standards established by a regulatory agency. Those 
components should continue to issue the required reports. The 
reporting entities of which the components are a part can issue 
consolidated, consolidating, or combining statements that include the 


16Sub-organizations required by statute to prepare and issue a separate financial statement 
would, by definition, also need to do so.


17[Rescinded by SFFAC 6.]
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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 issued by 
FASAB should be applied. The components would need to provide any 
additional disclosures required by FASAB and included in the OMB-
issued guidance that would not be required by the other standards. 


Financial Reporting For 
The Entire Government


79. In addition to budgetary integrity, operating performance, and systems 
and control information, readers of the financial statements for the 
entire government are likely to be concerned primarily with whether 
the government has been a proper steward. This can best be achieved 
with the preparation and issuance of the following:


• management’s discussion and analysis;
• statement of financial position (commonly referred to as balance 


sheet);
• statement of net costs;
• statement of operations and changes in net position;
• reconciliation of net operating revenue (or cost) and unified 


budget surplus (or deficit);
• statement of changes in cash balance from unified budget and 


other activities;
• comparison of budgeted and actual use of resources;
• statement of program performance measures;
• accompanying footnotes;
• required supplementary information; and
• other accompanying information.


80. The readers should be made aware of whether the financial statements 
for the entire government exclude any significant entities that are 
included in the budget or include significant entities that are not 
included in the budget. 


81. [Rescinded by SFFAC 6.]


82. The financial statements for the entire government could also be used 
to provide information on Presidential initiatives or crosscutting 
programs that is not available in financial statements for individual 
organizations or programs. 
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83. Because the government is a complete and integral economic entity, in 
contrast to the departments and major agencies whose components 
frequently have nothing in common other than belonging to the same 
department, it would be appropriate that the financial statement for 
the entire government be a consolidated financial statement. However, 
it might also be appropriate to display selected information for the 
components, funds, etc., either within the consolidated financial 
statement, in accompanying footnotes, and/or as supplemental 
information.


Recommended 
Contents For The 
Recommended 
Displays


Balance Sheet 84. The elements most likely to be presented in the balance sheet of a 
Federal suborganization/organization, program, or the entire 
government would be as follows:


• Fund Balance with Treasury. This represents the amount in the 
entity’s accounts with the U.S. Treasury that is available only for 
the purposes for which the funds were appropriated. It may also 
include balances held by the entity in the capacity of a banker or 
agent for others. However, Fund Balance with Treasury (FBWT) 
meeting the definition of fiduciary FBWT should not be 
recognized on the balance sheet, but should be disclosed in 
accordance with the provisions of SFFAS 31, Accounting for 


Fiduciary Activities.
• Cash and other monetary assets. Cash consists of coins, paper 


currency and readily negotiable instruments, such as money 
orders, checks, and bank drafts on hand or in transit for deposit, 
amounts on demand deposit with banks or other financial 
institutions, cash held in imprest funds, and foreign currencies. 


• Investments. While Federal agencies have the authority to 
invest, they are typically limited to investing in securities issued 
by the Department of the Treasury or other Federal entities. 
There could be instances, however, when an agency owns 
property or securities issued by state or local governments, 
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private corporations, or government sponsored enterprises, 
primarily for the purpose of obtaining a monetary return.


• Receivables. These are the amounts that the entity claims for 
payment from others. Receivables can result from such activities 
as the sales of goods or services, the non-payment of taxes, the 
making of loans or loans assumed from defaults on previously 
made loan guarantees, the earning of interest, the advance or 
prepayment of monies, etc.


• Inventories and related properties. Inventories consist of 
tangible personal property held for sale, in the process of 
production for sale, or to be consumed in the production of goods 
for sale or in the provision of services for a fee. Related 
properties that could be owned by a Federal program, 
suborganization or organization, or the entire government 
include operating materials and supplies, stockpile materials, 
seized property, forfeited property, and goods held under price 
support and stabilization programs.


• Property, plant, and equipment. Property, plant, and 
equipment (PP&E) have been defined in the Federal Government 
as tangible items owned by the Federal Government and having 
an expected useful life of greater than two years. Some PP&E are 
held by the Federal Government but not used to provide a 
service. They are in themselves a service. Examples are heritage 
assets such as monuments and museum collections; the service is 
the sense of tradition, understanding, and pride visitors receive 
visiting these sites. Information pertaining to these assets would 
not necessarily be displayed in the balance sheet, but rather as 
required supplemental information.18


• Liabilities. These are the amounts the reporting entity owes to 
others for goods or services received, progress in contract 
performance, defaulted guarantees, funds held as deposits etc. 
Because no liability can be paid without an enacted 
appropriation, some liabilities are funded while others are 
unfunded. Also, because the Federal Government is a sovereign 
entity, it can abrogate at any time many of its liabilities arising 


18The Board issued an Exposure Draft, Accounting for Property, Plant, and Equipment 


(PP&E ED), on February 28, 1995 addressing those items of PP&E that would be reported on 
the balance sheet. The PP&E ED also proposes definitions for categories of PP&E that 
would not be reported on the balance sheet. In a separate ED, the Board will address other 
means of reporting on the non-balance sheet categories--possibly including separate basic 
financial statements and required supplemental information.
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from other than contracts. This does not, however, eliminate the 
existence of, and therefore the need to report, liabilities incurred 
by the reporting entity.


• Net position. Net position is the residual difference between 
assets and liabilities. It is generally composed of unexpended 
appropriations and the cumulative results of operations. Included 
in the former would be appropriations not yet obligated or 
expended, including undelivered orders. Included in the latter 
would be the amounts accumulated over the years by the entity 
from its financing sources less its expenses and losses, which 
would include donated capital and transfers in the net investment 
of the Government in the reporting entity’s assets; and an amount 
representing the entity’s liabilities for such things as accrued 
leave, credit reform subsidies, and actuarial liabilities not 
covered by available budgetary resources.


85. Assets the reporting entity holds and has the authority to use in its 
operations should be displayed separately from assets the entity holds 
but does not have the authority to use. Likewise, liabilities for which 
budgetary authority has been received for liquidating the liabilities 
should be displayed separately from liabilities for which budget 
authority has not been received (even if the authority is expected). 
Assets and liabilities arising from transactions among Federal entities 
should be displayed separately from assets and liabilities arising from 
transactions with non-Federal entities.


Statement Of Net Costs 86. The main purpose of a statement of net costs is to provide an 
understanding of the net costs of each organization and each program 
that the government supports with taxes and other unearned monies. 
Another important purpose for the statement is to provide gross and 
net cost information that can be related to the amounts of outputs and 
outcomes for the programs and/or organization. Thus the statement of 
net costs should present the amounts paid, the consumption of other 
assets, and the incurrence of liabilities as a result of rendering 
services, delivering or producing goods, or carrying out other 
operating activities. 


87. The costs can be classified in a reporting entity’s statement of net 
costs by sub-organization (assuming the reporting entity is an 
organization), by program, or by object class, or any combination 
thereof. Object class, also referred to as a “natural” classification, 


Tab B - Attachment 3







Concepts 2


SFFAC 2 - Page 38  FASAB Handbook, Version 10 (06/2011)


represents the nature or types of goods or services acquired without 
regard to the organization involved or the program for which they 
were used. Reporting of the sub-organization incurring the costs 
and/or the purposes for which the costs were incurred generally 
provides more useful information than reporting on the types of goods 
or services acquired.


88. The statement of net costs should also present the revenues earned by 
each program and organization. The manner in which the earned 
revenues would be presented would depend on the purpose of the 
program and the reasons why the revenues are present.


89. Some programs are established with generation of revenue as a 
primary consideration or purpose. One example would be when the 
goods or services provided by the organization are also available from 
the private sector and not charging a fee for the goods or services 
would be unfair competition. Another example would be when it is 
deemed appropriate that the persons or organizations receiving the 
goods or service pay for the goods or services, usually to be able to 
ascertain the true cost of the activity using the goods or services, e.g., 
the Defense Business Operations Fund, Postal Service. Still another 
example is when revenues are imposed to limit the unnecessary 
consumption of the goods or services. In each of these instances, the 
revenues earned by the program(s) should be considered a deduction 
from the total costs of the program(s).


90. With other programs, the revenues are generated from administering 
an inherently governmental service, which means the revenues are not 
a primary consideration for the program. Rather, the revenues are a 
means to recover all or most of the costs of administering the 
program, e.g., the Securities and Exchange Commission. In those 
instances, the revenues should be considered a deduction from the 
total costs of the organization, not the program.


91. In still other instances, an organization’s revenues can be generated by 
providing a specific program, but the revenues are not a primary 
consideration in the conduct of the program; they are incidental to the 
purpose of the program, e.g., the sale of maps by the Geological 
Survey. In those instances, it would be appropriate to consider the 
earned revenues as a deduction from the incremental costs that need 
to be incurred in order to provide the goods or services that generate 
the incidental revenues, to the extent that the incremental costs are 
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measurable and relevant to decision making. Otherwise the revenues 
should be considered a deduction from the program’s or organization’s 
total costs.


92. Earned revenues that are insignificant in amount can be netted into 
the costs of the programs with the amounts disclosed in 
accompanying footnotes, if appropriate.


93. An organization or sub-organization could receive different types of 
revenues for different purposes and/or reasons. Each of the revenues 
and associated costs would be displayed in accordance with the 
concepts presented in paragraphs 89 through 92.


94. The costs associated with and displayed for each program should 
reflect costs that can be directly traced to the program, assigned to the 
program based on cause and effect, or allocated to the program on a 
reasonable and consistent basis, consistent with the premise that any 
costs reported for a program should be controllable by the program to 
at least some degree. Those costs that are not directly traceable, 
assignable, or allocable could be considered program or management 
support costs that are incurred by the reporting organization or 
another organization to administer the reporting organization’s or 
program’s activities. For example, in a reporting entity that provides 
social services, the program costs would be the cash payments and the 
salary and other costs, e.g., rent, supplies, directly associated with 
persons providing counseling to the recipients of the cash payments. 
The organizational support costs would be the costs of the 
organizational structure required to administer the organization, i.e., 
not directly attributable to the programs provided by the organization.


95. Organizational and program management costs are necessary costs of 
operating an organization and programs. Not displaying these costs 
because of a belief that an allocation for these activities would be 
eliminated or reduced in order to obtain a reduction of the cost of the 
entire organization or program is illogical. The alternative concept, 
which is burying the management costs with the program costs, 
increases the likelihood that the management activity will be subject 
to reductions imposed on the program delivery activities. Separately 
identifying the management costs enables the use of resources for 
these activities to be justified on their own merit. The costs for 
managing the organization and/or program can therefore be displayed 
on the face of the financial statements or in accompanying footnotes, 
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particularly when it would assist in evaluating operating performance 
and is cost-effective. Disclosure of what the support costs entail would 
be appropriate.


96. The total costs displayed in a reporting entity’s financial statements 
should be the same as the total costs recorded by an organization in its 
cost accounting system. If, for financial reporting purposes, the 
organization does not allocate organizational management costs 
among the programs, the total costs displayed for any one program in 
the entity’s financial statements could be different than the costs 
recorded for that program in the cost accounting system. 


97. Other earned revenues would include revenues not attributable to a 
specific program. 


98. Costs and revenues arising from transactions with other Federal 
entities should be displayed separately from transactions with non-
Federal entities.


99. The decision as to how to display total program costs, earned 
revenues, net program costs, and organizational and program 
management costs should be based, in part, on a consideration of what 
the Congress, management, and others might want to know about the 
costs of providing an organization’s programs.


Statement Of Changes In 
Net Position


100. The appropriate elements for a statement of changes in net position 
would be as follows:


• Net costs display the amount that had to be financed by other 
than earned revenues.


• Appropriations used represent the amount of budget authority, 
including transferred budget authority, used by the organization 
to finance its operations.


• Non-exchange revenues include dedicated taxes, fines, and 
other revenues the Government is able to obtain due to its 
sovereign powers.


• Donations are monies and materials given by private persons 
and organizations to the Government without receiving anything 
in exchange. 
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• Transfers in are amounts of cash or other capitalized assets 
received by one Government entity from another Government 
entity without reimbursement.


• Transfers out are amounts of cash or other capitalized assets 
provided by one Government entity to another without 
reimbursement.


• Imputed financing sources are of two types: amounts equal to 
the costs that have been incurred by the reporting entity but 
financed by another entity, e.g., retirement costs; and amounts 
representing costs that are attributable to the reporting entity’s 
activities but that do not require a direct out-of-pocket payment, 
e.g., the interest costs associated with carrying inventory or 
investing in physical assets.19


• Prior period adjustments are corrections of prior period 
results of operations.


• Increase (decrease) in unexpended appropriations is the 
change in appropriated capital, including transferred budgetary 
resources, that does not affect the net cost of operations but does 
affect net position.


• Net position-beginning of the period is the total unexpended 
appropriations and cumulative results of operations held by the 
entity at the beginning of the reporting period.


• Net position-end of the period results from adding and netting 
the various amounts associated with the operations of the entity 
during the reporting period, including the net position-beginning 
of the period and any prior period adjustments. The amount will 
thus equal the total unexpended appropriations and cumulative 
results of operations held by the entity at the end of the period.


Statement Of Custodial 
Activities


101. A separate statement of custodial activities would be appropriate for 
those entities whose primary mission is collecting taxes or other 
revenues, particularly sovereign revenues that are intended to finance 
the entire Government’s operations, or at least the programs of other 
entities, rather than their own activities. The revenues should be 
characterized by those agencies as custodial revenues. The statement 
should display the sources and amounts of the collections of custodial 


19The Board plans to undertake a project on the interest cost associated with investing in 
operating assets. At this time, no decision has been made on the recognition by individual 
entities of these types of costs.
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revenues, any increases or decreases in amounts collectable but not 
collected, the disposition of the collections through transfers to other 
entities, the amounts retained by the collecting entity, and any 
increase or decrease in the amounts to be transferred.


102. Custodial collections do not include deposit funds, i.e., amounts held 
temporarily by the government (e.g., bidders’ earnest money or 
guarantees for performance) or amounts held by the Government as 
an agent for others, (e.g., state income taxes withheld from Federal 
employees’ salaries that are to be transferred to the states). These 
types of collections should be reported in accordance with the 
provisions of SFFAS 31, Accounting for Fiduciary Activities.


103. Organizations that collect custodial revenues that are incidental to 
their primary mission do not need to report the collections and 
disposition of these revenues in a separate statement. The disclosure 
of the sources and amounts of the collections and the amounts 
distributed to others could be disclosed in accompanying footnotes.


Statement Of Budgetary 
Resources


104. The appropriate elements for a statement of budgetary resources 
prepared for a reporting entity would be as follows:


• Budgetary resources made available is the amount available 
to enter into obligations that will result in immediate or future 
outlays involving Federal Government funds. The resources 
should be relevant to the reporting period. The components of 
budgetary resources would include budget authority (i.e., 
appropriations, borrowing authority, and contract authority) and 
unobligated balances of multi-year and no-year money remaining 
from prior reporting periods. Budgetary resources would also 
include reimbursements and other income (i.e., spending 
authority from offsetting collections credited to an appropriation 
or fund account) and adjustments (e.g., recoveries of prior year 
obligations).


• Status of Budgetary Resources displays the disposition of the 
budgetary resources made available. It consists of the 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 to be used only to 
record, adjust, or liquidate obligations chargeable to the 
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appropriation. The total amount displayed for status should be 
equal to the total amount displayed as being made available.


• Outlays are payments to liquidate obligations, net of offsetting 
collections. Obligations are usually liquidated by means of cash 
payments (currency, checks, or electronic funds transfers), but in 
certain cases obligations are liquidated and outlays recorded 
even though no cash is disbursed. It would be appropriate, in 
displaying outlay information, to tie it to the obligations incurred 
by also displaying the transfers of obligations and the obligated 
balances at the beginning and end of the period.


105. Budgetary resources, obligations, outlays, and receipts are reported in 
the Treasury’s Annual Report and Monthly Treasury Statement and in 
the President’s Budget, although not all these publications report all 
these measures. These documents are usually issued prior to the 
issuance of financial statements prepared in accordance with 
generally accepted accounting principles applicable to the Federal 
Government. In preparing these statements, significant differences 
should be noted between amounts reported in the former documents 
and amounts reported in the subsequently prepared financial 
statements. Such differences should be adjusted in the records of the 
reporting entity and in the related records maintained by the central 
agencies, and the correct amounts reported in the financial 
statements. It would also be desirable to provide a reconciliation for 
significant differences appearing in the two types of statements. 


Statement of Financing 105A. The purpose of the Statement of Financing is to explain how 
budgetary resources obligated during the period relate to the net 
cost of operations for that reporting entity. This information should 
be presented in a way that clarifies the relationship between the 
obligation basis of budgetary accounting and the accrual basis of 
financial (i.e., proprietary) accounting. By explaining this 
relationship through a reconciliation, the statement provides 
information necessary to understand how the budgetary (and some 
nonbudgetary) resources finance the cost of operations and affect 
the assets and liabilities of the reporting entity. The appropriate 
elements for the Statement of Financing would be as indicated in the 
following paragraphs. They provide logical groupings of reconciling 
items that help the reader move from obligations to net cost of 
operations.
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105B. Obligations incurred are amounts of new orders placed, contracts 
awarded, services received, and other similar transactions during the 
period that will require payments during the same or a future period. 
A deduction is needed for spending authority from offsetting 
collections and recoveries of prior period obligations.


105C. Nonbudgetary resources represent the net amount of resources 
received by the entity that are not included in budgetary resources. 
These items could include donations of assets, transfers of assets 
from (to) other federal entities, and financing imputed for cost 
subsidies. This amount would also include decreases (increases) in 
receivables related to revenue accrued from the public because, 
while the cash collected for exchange revenue is a budgetary 
resource, the accrual amount is not.


105D. Resources that do not fund net cost of operations are primarily 
(a) the change in amount of goods, services, and benefits ordered 
but not yet received or provided, (b) amounts provided in the 
current reporting period that fund costs incurred in prior years, and 
(c) amounts incurred for goods or services that have been 
capitalized on the balance sheet.


105E. Costs that do not require resources are most commonly the 
result of allocating assets to expenses over more than one reporting 
period (e.g., depreciation) and the write-down of assets (due to 
revaluations). 


105F. Financing sources yet to be provided are the financing amounts 
needed in a future period to cover cost incurred in the current 
period. 


105G. The bottom line of this reconciliation would be the net cost of 


operations. 


Statement Of Program 
Performance Measures


106. The statement of program performance measures should include 
measures for each of the major programs the reporting entity 
operates. The preferred types of measures are (1) output measures, 
i.e., the quantity of a service or product provided or the percentage of 
the target group provided the service or product, and that ideally 
meets a certain quality requirement; and (2) outcome measures, i.e., 
the accomplishments or results that occurred because of the services 
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or outcomes provided. Outcome measures could address either the 
ultimate program outcome or intermediate outcomes, e.g., accuracy 
of, timeliness of, or satisfaction with the services provided. Workload, 
process, and input measures should be in the minority. Explanatory 
information that helps the readers understand the reported measures, 
assess the entity’s performance, and evaluate the significance of 
underlying factors that may have affected the reported performance is 
appropriate. Comparative measures from prior years or similar 
programs and industry standards are also appropriate. They help to 
provide a better understanding of the level of the reporting entity’s 
performance.20


107. The measures selected for reporting should relate to the programs’ 
purposes and goals. It would be particularly useful to include 
measures previously included in budget documents and other 
materials released to the public. It would also be useful to base the 
selection of measures on discussions with budget examiners, 
Congressional staffs, and other users of the entity’s financial 
statements.


108. The statement of program performance measures should not be 
cluttered with trivial measures. Measures selected should be 
considered important by decisionmakers and particularly the resource 
providers that are likely to use the financial statements. Also, relevant 
measures should be reported, without regard to whether they portray 
positive or negative performance. The most significant measures 
should be extracted for highlighting in the management’s discussion 
and analysis.


109. Other characteristics to consider for reporting program performance 
measures are as follows :


20The acceptance of a statement of program performance will increase in relation to the 
users’ perception of the relevance and reliability of the reported information. These 
perceptions can be enhanced to the extent there are independent assessments of the 
appropriateness of the measures, the completeness of the data, the actual occurrence of the 
reported events, and the values assigned to the data. Auditors of Federal agency financial 
statements are currently required (by an OMB Bulletin) to evaluate the underlying control 
structure for program performance measures included with the financial statements. The 
extent to which auditors will be expected to expand the scope of their involvement with 
program performance measures to include the aforementioned independent assessments 
would be specified by OMB consistent with government audit standards.
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• Completeness. The measures, in the aggregate, should cover all 
aspects of the reporting entity’s mission.


• Legitimacy. The measures should be accepted as relevant both 
inside the reporting entity and by the external stakeholders and 
others, e.g., the central management agencies, Congress, interest 
groups, the public. 


• Understandability. The measures should communicate the 
performance of the entity in a readily understandable manner to 
any reasonably informed and interested party.


• Comparability. The measures should provide a frame of 
reference for assessing, and comparing, if appropriate, the 
performance of the entity and entities with similar programs for 
both the immediate period and over time.


• Ability to relate to cost. The measures should be such that a 
cost can be defined for each unit of output, outcome, input, etc.


• Timeliness. The measures should be available to users of the 
financial statements before they lose their capacity to be of value 
in assessing accountability and making decisions. The value of 
timeliness should not preclude the use of important measures for 
which results are not immediately available.


• Consistency. The measures should be reported consistently 
from period to period to allow users to have a basis for 
comparison and to gain an understanding of the measures being 
used and their meaning (recognizing that the measures should be 
reviewed regularly and modifications made to reflect changing 
circumstances).


• Reliability. The information should be derived from systems that 
produce controlled and verifiable data, although at times it may 
be necessary to rely on secondary sources of data.21


110. Since many Federal Government programs have counterpart programs 
at the state and local government level, for those programs, it would 


21The Public Management Committee of the Organization for Economic Cooperation and 
Development, which is comprised of the twenty four democratic nations with advanced 
market economies, has been studying performance management systems. It has concluded, 
based on the experiences of countries that have implemented such systems, that 
performance measures should reflect three important characteristics: validity, continuity, 
and legitimacy. These characteristics, while intended to guide management systems in their 
totality, rather than simply inclusion in financial statements, have nonetheless been 
incorporated into the above characteristics.
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also be appropriate to consider the measures states and local 
governments use to report performance.


111. Numerical measures are not the only way to report program 
performance. In some instances, it may be more meaningful and 
practicable to report performance with other than numerical 
measures.


*****


112. Example formats for displaying the recommended elements are 
provided in appendix 1. These formats are illustrative and provided 
solely to help readers of this document better understand the 
recommended concepts for displaying financial and related 
information. In exposing proposed standards, the Board might portray 
other formats. The ultimate specification of the form and content for 
financial statements for Federal agencies is defined by OMB.
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Appendix 1-A: 
Balance Sheet


Example Financial Statement Formats


BALANCE SHEET - as of September 30, 19X4 - ASSETS


Suborganization 
A 


Suborganization 
B


Suborganization 
C


Total
FY 19X4 


Total
FY 19X3 


Entity assets:


Fund balance with Treasury $xxx $xxx $xxx $xxx $xxx


Cash (and other monetary assets) xxx xxx xxx xxx xxx


Investments:


Intragovernmental xxx --- xxx xxx xxx


With the public xxx xxx xxx xxx xxx


Receivables:


Intragovernmental xxx xxx xxx xxx xxx


With the public xxx --- xxx  xxx xxx


Inventories and related properties xxx xxx xxx xxx xxx


Physical assets xxx xxx xxx xxx xxx


Total entity assets xxx xxx xxx  xxx xxx


Non-entity assets:


Fund balance with Treasury xxx xxx xxx xxx xxx


Cash xxx xxx xxx xxx xxx


Receivables:


Intragovernmental xxx xxx xxx xxx xxx


With the public xxx xxx xxx xxx xxx


Total non-entity assets xxx xxx xxx xxx xxx


Total assets $xxx $xxx $xxx $xxx $xxx
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BALANCE SHEET - as of September 30, 19X4 - LIABILITIES AND NET POSITION


Note: The above balance sheet format is for an organization composed of three significant suborganizations. An organization deciding to forego 
presenting the information pertaining to the suborganizations would provide only the information contained in the last two columns.


Suborganization 
A 


Suborganization 
B


Suborganization 
C


Total
FY 19X4 


Total
FY 19X3 


LIABILITIES


Liabilities covered by budgetary 
resources:


Intragovernmental liabilities:


Payables $xxx $xxx $xxx $xxx $xxx


Governmental liabilities:


Payables xxx xxx xxx xxx xxx


Total liabilities covered by budgetary 
resources xxx xxx xxx xxx xxx


Liabilities not covered by budgetary 
resources:


Intragovernmental liabilities:


Payables xxx xxx xxx xxx xxx


Governmental liabilities:


Payables xxx xxx xxx xxx xxx


Amounts held for others xxx --- xxx xxx xxx


Total liabilities not covered by budgetary 
resources xxx xxx xxx xxx xxx


Total liabilities xxx xxx xxx  xxx xxx


NET POSITION


Unexpended appropriations xxx xxx xxx xxx xxx


Cumulative results of operations xxx xxx xxx xxx xxx


Total net position xxx xxx xxx xxx xxx


Total liabilities and net position $xxx  $xxx $xxx $xxx $xxx
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Appendix 1-B: 
Statement of Net 
Costs


Example Financial Statement Formats


STATEMENT OF NET COSTS - For the year ended September 30, 19X4


Suborganization 
A 


Suborganization 
B


Suborganization 
C


Total
FY 19X4 


Total
FY 19X3 


COSTS:


Program A:


Intragovernmental $xxx $--- $--- $xxx $xxx


With the public xxx --- --- --- ---


Total xxx --- --- --- ---


Less earned revenues xxx --- --- xxx ---


Net program costs xxx --- --- xxx xxx


Program B:


With the public --- xxx xxx xxx xxx


Less earned revenues --- xxx xxx xxx xxx


Net program costs --- xxx xxx xxx xxx


Program C:


Intragovernmental xxx xxx --- xxx xxx


With the public xxx xxx --- xxx xxx


Net program costs xxx xxx ---  xxx xxx


Program D:


Costs with the public --- xxx --- xxx xxx


Cost not allocated to programs xxx xxx xxx xxx xxx


Less other earned revenues --- --- xxx xxx xxx


NET COST OF OPERATIONS $xxx  $xxx $xxx $xxx $xxx
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Appendix 1-C: 
Statement of 
Changes in Net 
Position


Example Financial Statement Formats


STATEMENT OF CHANGES IN NET POSITION - For the year ended September 30, 19X4


Note: The above statement of changes in net position format is for an organization comprised of three significant suborganizations. An organization 
deciding to forego presenting the information pertaining to the suborganizations would provide only the information contained in the last two columns.


Suborganization 
A 


Suborganization 
B


Suborganization 
C


Total
FY 19X4 


Total
FY 19X3 


NET COST OF OPERATIONS $(xxx) $(xxx) $(xxx) $(xxx) $(xxx)


FINANCING SOURCES


Appropriations Used xxx xxx xxx xxx xxx


Taxes (non-exchange revenue) xxx xxx xxx xxx xxx


Donations (non-exchange revenue) --- xxx xxx xxx xxx


Imputed Financing xxx xxx xxx xxx xxx


Transfers-in xxx --- xxx xxx xxx


Transfers-out --- (xxx) --- (xxx) ---


NET RESULTS OF OPERATIONS xxx xxx xxx xxx xxx


PRIOR PERIOD ADJUSTMENTS xxx xxx --- xxx xxx


NET CHANGE IN CUMULATIVE RESULTS 
OF OPERATIONS


xxx xxx xxx xxx xxx


INCREASE (DECREASE) IN UNEXPENDED 
APPROPRIATIONS


xxx (xxx) xxx xxx xxx


CHANGE IN NET POSITION xxx xxx xxx xxx xxx


NET POSITION-BEGINNING OF PERIOD xxx xxx xxx xxx xxx


NET POSITION-END OF PERIOD $xxx $xxx $xxx $xxx $xxx
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Appendix 1-D: 
Statement of 
Custodial Activities


Example Financial Statement Formats


STATEMENT OF CUSTODIAL ACTIVITIES - For the year ended September 30, 19X4


FY 19X4 FY 19X3 


Collections:


Income Taxes $(xxx) $(xxx)


Estate and gift taxes xxx xxx


Excise Taxes xxx xxx


Employment Taxes xxx xxx


Penalties and Interest xxx xxx


Total collections xxx xxx


Refunds and other payments (xxx) (xxx)


Net collections xxx xxx


Accrual adjustment xxx (xxx)


Total revenues collected xxx xxx


Disposition of revenues collected:


Transferred to others:


Department of the Treasury xxx xxx


Department of Labor xxx xxx


Environmental Protection Agency xxx xxx


Total transfers xxx xxx


Retained by the entity xxx xxx


Increase (decrease) in amounts to be transferred xxx (xxx)


Total disposition of revenues collected xxx xxx
Net custodial collections $000 $000
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Appendix 1-E: 
Statement of 
Budgetary 
Resources


Example Financial Statement Formats


STATEMENT OF BUDGETARY RESOURCES - For the year ended September 30, 19X4


Suborganization 
A 


Suborganization 
B


Suborganization 
C


Total
FY 19X4 


Total
FY 19X3 


Budgetary resources made available:


Budget authority $xxx $xxx $xxx $xxx $xxx


Unobligated balances-beginning of period xxx xxx xxx xxx xxx


Reimbursements and other income xxx xxx xxx xxx xxx


Adjustments xxx xxx xxx xxx xxx


Total, budgetary resources made 
available xxx xxx xxx xxx xxx


Status of budgetary resources:


Obligations incurred (gross) xxx xxx xxx xxx xxx


Unobligated balances-end of period xxx xxx xxx xxx xxx


Unobligated balances-not available xxx xxx xxx xxx xxx


Total, status of budgetary resources xxx xxx xxx xxx xxx


Outlays


Obligations incurred, net xxx xxx xxx xxx xxx


Obligations balance transferred xxx xxx xxx xxx xxx


Obligations balance-beginning of period xxx xxx xxx xxx xxx


Less: obligations balance-end of period xxx xxx xxx xxx xxx


Total, outlays $xxx $xxx $xxx $xxx $xxx
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Appendix 1-F: 
Statement of 
Program 
Performance 
Measures


Example Financial Statement Formats22


Statement of Program Performance Measures22 - For the year ended September 30, 19X4


Note: Sub-organizations A, B, and C are equivalent to responsibility segments for which cost and financial data are collected. (See FASAB Exposure 
Draft, “Managerial Cost Accounting for Federal Government”, pages 26-30.)


22Although this example contains only numerical measures, the performance for some 
programs might be reported with other than numerical measures.


FY 19X4 FY 19X3 FY 19X2 


Sub-organization A


Program


Performance Measure xxx xxx xxx


Performance Measure xxx xxx xxx


Program


Performance Measure xx% xx% xx%


Performance Measure xxx xxx xxx


Program


Performance Measure xxx xxx xxx


Performance Measure xx% xx% xx%


Sub-organization B


Program


Performance Measure xxx xxx xxx


Performance Measure xx% xx% xx%


Program


Performance Measure xx% xx% xx%


Performance Measure xxx xxx xxx


Sub-organization C


Program


Performance Measure xxx xxx xxx


Performance Measure xx% xx% xx%
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Appendix 1-G: 
Statement of 
Financing EXAMPLE FINANCIAL STATEMENT FORMATS - STATEMENT OF FINANCING - For the 


year ended September 30, 19X4


Appendix 2: List of 
Acronyms


See Consolidated List of Acronyms in “Appendix F: Consolidated List of 
Abbreviations” on page 1.


Obligations and Nonbudgetary Resources


Obligations incurred $XXX)


Spending authority for offsetting collections and other 
budgetary adjustment


(X)


Donations not in the budget X)


Financing imputed for cost subsidies X)


Transfers-in (out) X)


Other X)


 Obligations, as adjusted, and Nonbudgetary Resources XXX)


Resources That Do Not Fund Net Cost of Operations


Change in amount of goods, services, and benefits 
ordered but not yet received or provided 


(X)


Cost capitalized on the balance sheet (X)


Financing sources that fund costs of prior periods (X)


Other (X)


Costs That Do Not Require Resources


Depreciation and amortization X)


Revaluation of assets and liabilities X)


Other X)


Financing Sources Yet to be Provided X)


Net Cost of Operations $XXX)
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