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Monday, December 19, 2011
Administrative Matters

Attendance

The following members were present throughout the meeting: Chairman Allen, Messrs.
Dacey, Granof, Jackson, Reger, Schumacher, Showalter, and Steinberg. Ms. Bond was
present during most of the meeting and during her absence was represented by Ms.
Kearney. The executive director, Ms. Payne, and general counsel, Ms. Hamilton, were
present throughout the meeting.

Approval of Minutes

The minutes of the October meeting were approved electronically before the meeting.

Technical Agenda Report

Ms. Payne opened the discussion of the technical agenda report by explaining that
members should find a revised copy at the table. Revisions resulted from pre-meeting
comments from members and one staff member who updated a project plan. She
explained that the report would be released by the Chairman and does not require a
vote of the Board.



Mr. Steinberg inquired how it would be released. Ms. Payne noted it would be
distributed to the listserv and professional associations. A press release would go to
media contacts. The report would be distributed only in electronic form and a count of
visits on the website could be made available. In response to Mr. Steinberg’s request,
Ms. Payne stated she would report that information to us at the next meeting.

Members suggestions focused on changes that would encourage feedback. The
following suggestions were offered and agreed:

1. To encourage comments:
a. Revise the title to “Report to Stakeholders: FASAB Three-Year Plan”
b. ldentify stakeholders on the first page of the chairman’s letter

c. Explain that the Board carefully considers costs and benefits in standards-
setting and encourage readers to alert the Board to any specific provisions
that should be reviewed

2. Introduce the potential projects by explaining that the list accumulated over time
and some may be less an issue than others

3. Ensure project timelines all begin in December 2011 and include URLs for the
project pages

4. Include references to recent work by other standards-setters where appropriate
5. To rename the “reducing Burden” project to “Evaluation of Existing Standards”

Mr. Allen also noted that he requested a discussion of the mission statement early in
2012. He notes that the mission mentions internal users explicitly but does not mention
external users. In contrast, factors members will consider in selecting projects, as
identified in the chairman’s letter, do emphasize external users. He does not believe
internal users use financial statements.

Mr. Steinberg noted that this was a very narrow interpretation of “use.” Use is not just
making decisions involving dollars and cents. Financial statements are also driving
reliability and accountability. Clearly, internal users use financial information from
systems that support financial reporting. Second, the desire for performance information
is growing. Finally, outsiders have never looked at the Federal government’s financial
statements for decisions. The government has a AA credit rating despite a $13 trillion
debt. The predominant use should be internal users.

Mr. Allen noted the distinction between the government-wide level and the component
entity level. The expectation is that citizens and citizen intermediaries are the primary
users of the government-wide. Mr. Reger noted he saw a trend to more users of the
government-wide.



Mr. Dacey inquired whether the “accounting standards should” portion of the mission
statement should mention prospective information. Mr. Allen suggested that issue be
raised in February.

Mr. Reger asked if the goal for February would be to prioritize the projects listed as
potential. He asked how that impacted the schedule for releasing the report. Ms. Payne
noted that she hoped the report would go out early in January so that any feedback
would arrive before the February meeting.

Members were encouraged to provide editorial comments to Ms. Payne. She indicated
that she will circulate the document for an additional review by members before the
chairman releases the report.

Agenda Topics

° Earmarked Funds

Ms. Parlow opened the discussion by noting that there are a few open items to be
resolved before proceeding to a preballot draft Statement of Federal Financial
Accounting Standards (SFFAS).

She said that at the October 2011 meeting, the Board had decided that component
entities would not be required to report information on earmarked funds on the face of
the Statement of Changes in Net Position but would have the option to report in a note.
She said that the Board had asked staff to draft language that would encourage certain
major component entities to continue to report on the face of the statement. She said
that, as requested, staff had drafted three options for the Board: (a) language in the
Basis for Conclusions, (b) language in the standard for “factors to consider,” and (c) a
50% rule, with additional language to go beyond the 50% rule in certain circumstances.

Ms. Parlow said that staff was recommending Option B, draft language on “factors to
consider” that would be added to the standard.



Option B from December 2011 briefing materials:

Proposed draft lanquage on “factors to consider”

19a] Deciding whether to present information about funds from dedicated
collections on the face of the statement of changes in net position requires
judgment. The preparer should consider both quantitative and qualitative
criteria. Acceptable criteria include but are not limited to:

1. quantitative factors such as

a. the percentage of the reporting entity’s revenues from dedicated
collections or

b. cumulative results of operations from such funds; and
2. qualitative factors such as

a. whether a fund from dedicated collections is of immediate

She said that the draft language in subparagraphs 1 and 2 of Option B was based on
existing language in SFFAS 27 for factors to consider in selecting earmarked funds to
be presented individually, and that staff has not received any questions or been made
aware of any problems regarding the implementation of this language. She noted that
inserting the examples of Social Security and Medicare should make it very clear that
the Board'’s intent is for those programs to continue to report on the face of the
statement of changes in net position. She said that she had not heard any objections
from any of the members prior to the meeting.

Mr. Allen asked if the members would like to discuss the options.

Mr. Jackson said that preparers need to go through a decision process, but that Option
C does not include options for certain agencies.

Ms. Parlow said that by “options” staff meant that the Board had directed staff to draft
three options for conveying the Board’s intent for reporting on the statement of changes
in net position. Ms. Parlow said that the first option, Option A, was to include language
in the Basis for Conclusions. Mr. Jackson said that staff had made a good case for not
recommending that option.




Mr. Dacey said that he was concerned that Option B may not always provide the
desired result. He said that Option C provides more specificity.

Option (C) from December 2011 briefing materials:

Draft requirement with 50% rule

[19a] Component entities should report on the face of the statement of changes in net position if
the reporting entity’s total revenue and other financing sources for funds from dedicated
collections either

1. constitute 50% or more of the reporting entity’s total revenue and other financing
sources, or

2. the reporting entity’s funds from dedicated collections are likely to be of immediate
concern to constituents, politically sensitive, or controversial.

However, he said that he likes the qualitative factors of Option B. He said you could
have a blending of the two. He said that perhaps the numerical rule should be more like
25% than 50%. He said that he doesn’t know where you should draw the line, but 50%
seems a little high.

Mr. Jackson said that he agreed with Mr. Dacey on the percentage. He said that some
agencies would have a trigger with the percentage rule in Option C, but for others there
would be a thought process. He asked Ms. Parlow if he understood this correctly.

Ms. Parlow said that he was correct, and that there is also an alternative version of
Option C that does not include a specific numerical percentage, but rather that
dedicated collections “constitute the predominant source of the reporting entity’s total
revenue and other financing sources.” She said that most people would likely interpret
that as meaning more than 50%.

Mr. Allen said that Option B does not include a 50% rule and that he preferred Option B.

Mr. Jackson said that he prefers that there would be mandatory reporting on the face of
the statement for certain agencies but a thought process for those that fall below the
threshold. He said that he has no preference regarding what the percentage threshold
should be.

Ms. Kearney asked why Option B would be needed. She said that Option C appears to
adequately cover all situations.




Mr. Allen said that Mr. Dacey appears to want to expand item 2 in Option C by including
language from Option B. Mr. Dacey agreed and said that the qualitative factors in
Option B might be relevant.

Mr. Schumacher said that a combination of Options B and C would be appropriate to
cover agencies that do not meet the quantitative threshold.

Mr. Allen asked if the members would like to vote on a 50% threshold rule.

Mr. Showalter said that if the Board went with the lower 25% threshold, the qualitative
aspects would not be as important. He said that if the Board went with the 25%, he
does not think that any other factors would be necessary. He asked if Ms. Parlow knew
what the impact would be if the Board went with 25%. Ms. Parlow said that she was
almost certain that Medicare received more than 25% of its revenues and financing
sources from dedicated collections.

Mr. Showalter said that he would also be concerned about inadvertently including any
funds that the Board does not want included.

Mr. Dacey said that in his opinion, if 25% of an agency’s revenues and other financing
sources come from dedicated collections, that percentage would be enough to justify
reporting on the face of the statement of changes in net position.

Mr. Reger said that if the Board wants to restrict it to just the really large funds, it really
needs to include a rule with a percentage.

Mr. Allen said that the Board could also use words such a “predominant source” rather
than a specific percentage. He said that he would like to use the “predominant source”
from Option C into Option B and leave the rest of Option B as it is.

Mr. Dacey said that he wanted to clarify what the rule is referring to. He said that he is
referring to the total activity for all earmarked funds in the reporting entity.

Mr. Reger asked why there is a need for a rule with a specific percentage. Mr. Dacey
said that it would help avoid judgmental differences between auditors and preparers.

In response to Mr. Showalter’s concern, Ms. Parlow said that such a rule would sweep
in agencies such as the Securities and Exchange Commission (SEC), which has a very
small percentage of its funds from appropriations. She said that under Option B, the
SEC might have the option to report in the notes, but Option C with a percentage rule
would require them to break out the information on the face of the statement of changes
in net position.

Mr. Granof asked, what would be the consequences if agencies presented differently
from what the Board intends? What would be the consequences? He said that after all,
this is only a question of presentation, not measurement.



Mr. Dacey said that there would be no adverse consequences, assuming the standard
was met.

Mr. Granof said that given that, he would prefer a more principle-based approach, which
would be Option B, perhaps with “predominant source.”

Mr. Dacey said that if the Board goes down that route, it should be more explicit about
what the principle was — for example, the predominant source of funding and perhaps
modify the way that the qualitative factors are worded.

Ms. Parlow said that Option B has two quantitative factors — revenues and other
financing source, and cumulative balances, and asked what should be done with the
latter. Mr. Dacey said that the balance sheet reporting is already required, so item 1b
could be deleted from Option B.

Mr. Jackson said that for the SEC example, he is wondering how the requirements
could address such a situation. He asked if there could be something in the Basis for
Conclusions could address such a situation. Mr. Allen asked if there could be a one-
sentence clarification.

Ms. Parlow said that for reasons noted in the briefing materials, the Basis for
Conclusions is not the best venue for making exceptions to requirements.

Mr. Dacey said that at this point, the SEC segregates its funds on the face of the
statement. He said that the Basis for Conclusions might be a good place to discuss
materiality issues.

Mr. Showalter said that based on prior statements the language should not refer to
“‘materiality.”

Mr. Allen asked for a vote on an amended Option B, using “predominant source” and
deleting “cumulative results.” All of the members indicated approval.

Ms. Parlow said that the next item was to approve language that the Board had directed
staff to draft that requires a reference to the note in line items for the statement of
changes in net position for agencies that do not report on the face of the statement. Mr.
Dacey said that he does not believe that more than one reference to the note is
necessary. Ms. Parlow asked if the requirement should narrow down where on the
statement the reference should be. Mr. Allen said that staff should come back with a
proposal. Ms. Payne agreed.

Mr. Allen asked if the members would be able to see the document prior to the February
meeting. Ms. Payne said that staff could send a revised draft prior to the February
meeting.

Mr. Steinberg asked what the issues are, other than what has been discussed.



Ms. Payne said that working out language for the Basis for Conclusions is often
complicated. She said that a preballot draft should ideally not have any technical
wording issues. She said that the members should see the document one more time
and send comments before proceeding to preballot. She said that it often happens at
this stage in a project that there is a preballot draft with the first distribution, and then
ballots are distributed at the meeting.

Ms. Parlow opened the discussion for the next question for the Board. She noted that
the “alternative format” (parenthetical display of amounts in the line item titles) that was
illustrated in the exposure draft is permissible under existing standards. She asked the
members if the new SFFAS should still include the description of the alternative format,
or simply include the same illustrations that were in the exposure draft.

Mr. Allen asked what staff recommended. Ms. Parlow said that staff recommends not
mentioning the alternative format in the standard but retaining mention of it in the Basis
for Conclusion and including the illustrations in the Appendix.

Mr. Allen asked if there were any objections, or any need to discuss, the staff
recommendation.

Mr. Dacey asked if the inclusion of the illustration would be an assurance that the
illustration meets the reporting requirements.

Ms. Parlow said that SFFAS 27 mentions only key line items, and that it was more a
matter of convenience and less confusing presentation for agencies to disaggregate the
entire statement of changes in net position. She noted that SFFAS 27 does not require
disaggregation of unexpended appropriations. She called the Board'’s attention to
existing standards in paragraph 19 of SFFAS 27, which appears (with proposed
amendments marked) in paragraph 12 of the draft new SFFAS.

Mr. Dacey asked if the other Board members believe that providing the illustration is
meaningful and helpful.

Mr. Showalter said that the comment letters did not indicate much interest in the
alternative format.

Mr. Allen asked if the Treasury Department would get the information that it needs with
this option.

Mr. Dacey said that anything not on the face of the statement needs to be in the notes.
He said that the Basis for Conclusions could clarify this.

Mr. Jackson said that the clarification should be in the standard, not in the Basis for
Conclusions. He said that preparers do not look in the Basis for Conclusions for
reporting requirements.

Ms. Parlow said that in the amended version of paragraph 22 (in the section of SFFAS
27 that addresses disclosure requirements for component entities) states that, “The



information must be in sufficient detail to support the reporting requirements for the U.S.
government-wide financial statements in paragraphs 29 and 30.” She said that this
sentence requires agencies reporting only limited information on the face of the
statements to provide the remaining information in the note. Mr. Showalter asked if that
sentence could be prefaced with something like, “Regardless of what format is used for
financial statement presentation...”

Mr. Allen said that staff is recommending that the standard should not discuss different
presentation formats. He said that he did not see any reason not to support the staff
recommendation.

Mr. Schumacher said that the preceding sentence, which says that the information can
be provided on the face of the financial statements or in the notes, could take care of
Mr. Showalter’s concern by inserting a reference to parenthetical format.

Mr. Allen said that he agrees with the staff recommendation not to mention the
alternative format. He asked if any members objected to the staff recommendation.
There were no objections.

Ms. Parlow said that the remaining question was to retain the effective date that was
proposed in the exposure draft: fiscal year (FY) 2012 and subsequent periods).

Mr. Reger noted that statements for the first quarter of FY 2012 are due to the Office of
Management and Budget (OMB) in January 2012. Mr. Allen said that quarterly
statements are not required to be in conformance with generally accepted accounting
principles. Ms. Kearney agreed that the first quarter statements are not audited or
released to the public, but she said that agencies use the first quarter financial
statements to do planning for that year’s financial statements and audits.

Mr. Allen said that at the last meeting, he recalled that the Board was primarily
concerned with fiscal year-end reporting, and therefore a majority of the members
supported the effective date that was proposed in the exposure draft — FY 2012 (the
current fiscal year). Ms. Parlow confirmed that this was correct, and was recapped in
the December briefing memo on page 11.

Ms. Payne said that, allowing for the 90-day review period, the new SFFAS will not be
available for issuance until early June of 2012.

Mr. Steinberg said that it would appear to be impolitic to issue a standard during the
year in which it becomes effective. Mr. Jackson agreed, and said that the new SFFAS
would exclude certain funds. He said that this would produce a conundrum, because
agencies’ quarterly reports would have included those funds.

Mr. Allen said that one argument against postponing is that the existing standards do
not produce the clear reporting that the Board intended. He also said that deleting
funds does not appear to be adding a burden to preparers.



Mr. Steinberg repeated that it would be impolitic, as a Board, to issue standards that
become effective in the year in which they are issued — especially if they are issued only
four months before the end of the fiscal year. He said that things often are more of a
burden to implement than anticipated. He said that this could open the Board to
criticism that the Board does not care about whatever disruption it may cause to
agencies by the timing of its issuances.

Mr. Allen said that he would like to hear from the federal Board members.

Mr. Dacey said that in terms of removing some of the larger funds from the reporting
category, if there were a provision for early adoption, it would look awkward if there
were inconsistent reporting for the those funds, such as those managed by the Office of
Personnel Management versus the Department of Defense. He said that the Board
should pick the same time for everyone. He said that if the effective date were delayed
until FY 2013, agency management would discuss the standard and discuss the impact
of that standard — for example, restating the prior year — on the next year’s statements.
He said that he has some sympathy with Mr. Steinberg’s view and said that he does not
know whether agencies can implement the new standard quickly or not.

Mr. Allen said that when the Board sought comments on the exposure draft, it was
known that the proposed SFFAS would not be issued by the beginning of the fiscal year
in which it was proposed to become effective.

Mr. Dacey said that it's important to consider what the final issuance date will actually
be.

Ms. Parlow said that the major provisions — changing the name of “earmarked funds,”
permitting combined versus consolidated, and excluding certain funds — were intended
to reduce the burden on preparers.

Mr. Dacey asked when the comment period ended. Ms. Parlow said that the comment
period ended in August 2010. Mr. Dacey said that agencies’ views may have changed
since August. Ms. Parlow said that she could re-survey the respondents.

Mr. Allen asked whether there is a way that the Board can give agencies a heads-up
when the standard is sent to the sponsors so that the agencies can do prep work.

Ms. Payne said that staff routinely sends out a notice at that point, and also anything
that happens at a Board meeting is posted on the website. She said that agencies can
do their prep work, but that she has concerns similar to those expressed by Mr.
Steinberg.

Mr. Allen asked if Ms. Payne is recommending delaying implementation for a year. Ms.
Payne replied that she would have reservations about issuing a standard in June that
would be effective in October. She said that when FASAB issued SFFAS 27, there
were many phone calls with implementation questions and audit issues.
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Mr. Reger asked Ms. Parlow who the respondents were who disagreed with the
proposed effective date. Ms. Parlow said that two of the respondents who disagreed
with the FY 2012 effective date are quoted on page 11 in the December briefing
materials: the Department of Labor and the SEC.

Mr. Dacey said that that we already know the population of earmarked funds, and that
the proposed amendments would likely result in fewer, rather than more, earmarked
funds. He said that staff could contact the agencies affected and find out if the
proposed standard would be a burden to them if it were made effective in the current
fiscal year.

Mr. Allen said that this could be done before the next meeting. Ms. Parlow said that she
can certainly poll agencies about implementation burden if the SFFAS is issued in June
2012 or subsequently.

Mr. Jackson said that considering the pace of this project, an effective date of FY 2013
merits consideration. He said that we can’t assume that the Board will have this
standard issued by June 2012. He said that worst case might be two or three months
after that. Because of this, a FY 2013 effective date would be more reasonable.

Ms. Parlow said that Mr. Dacey had proposed that early implementation should be
prohibited. She asked for comments.

Mr. Reger said that he agrees with Mr. Dacey.

Mr. Allen said that he sees this differently. He said that prohibiting early implementation
could cause a burden to any agencies, because the standard is supposed to reduce
burden and possibly costs. He said that costs are a big issue right now. He asked for a
vote around the table.

Mr. Jackson said that implementation planning takes time, and that often agencies don’t
have adequate time.

Mr. Showalter, Mr. Schumacher and Mr. Allen said that they support a FY 2012 effective
date. .

Mr. Dacey said that is inclined to support FY 2012 but that he needs more information
from agencies.

Ms. Kearney, Mr. Reger, Mr. Jackson, and Mr. Steinberg said that they support FY
2013.

Mr. Granof said that the members should delay a decision until they have more
information from agencies.

With the decision that staff will contact the agencies most likely to be impacted, the
agenda session concluded.
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CONCLUSIONS:

1. Staff will draft a revised version of Option B, using “predominant source”
and deleting “cumulative results.”

2. Staff will draft a revised requirement for a reference to the earmarked
funds note on the face of the statement of changes in net position for agencies
that do not report on the face of the statement.

3. Staff will revise the document in accordance with staff recommendation to
omit mention of the alternative display format and to retain the illustrations in the
Appendix.

4. Staff will contact the agencies most likely to be impacted by the new
standard and ask for comments on the implementation burden to implement in
FY 2012 if the new standard is not issued until June 2012 or a subsequent date.

o Federal Reporting Entity — Government-wide

Staff member Ms. Loughan directed the members to Tab B- Federal Reporting Entity -
Government-wide. Staff explained the primary objective for the December Board
meeting is to approve changes to the government-wide portions of the ED. The
changes relate to options for the title, addressing the issue that core entities are federal
entities and other changes proposed by Board members.

Staff explained the first issue, ‘Options for Titles’ on page 3 of the staff memo, is
presented for discussion because the board agreed at the October meeting the title
(previously “Government-wide and Component Reporting Entities”) should be revised to
a more descriptive option. Staff further explained the change was agreed in
conjunction with the discussion of the scope of the project; several members believed
the title should align with the scope of the project. Staff noted that while it may be a
good time to consider, as there are still open items in the project—component entity
reporting and related parties—the title may be revisited later.

Staff noted the options were presented on page 3 for the Board’s consideration and
while staff recommended the first one, there was clearly a strong case to be made for
either of the first two options. Staff opened the discussion for Board member input.

Chairman Allen noted that he had concern with the term “Include in” followed by “and
related disclosure requirements” in the title. In audit literature, ‘include in’ typically
means ‘displayed on the financial statements or disclosed.” Therefore, he has a concern
with the first option “ldentifying Organizations to Include in General Purpose Federal
Financial Reports and Related Disclosure Requirements” as it wouldn’t be addressed in
that manner. He would prefer to change the word ‘include’ to ‘Consolidate’ so it would
state what one is consolidating and disclosing or he would prefer the second option.

12



Staff asked Chairman Allen if he was comfortable with include in the second option, and
how it is used referring to the reporting entity—*“Identifying Organizations to Include in
the Financial Reports of the Government-wide Reporting Entity and Component
Reporting Entity.” He confirmed he was because it would cover both consolidating and
disclosures for the entity.

11113

Mr. Granof suggested the title ““Identifying and Reporting upon Organizations to Include
in the General Purpose Federal Financial Reports”

Mr. Dacey stated he preferred Mr. Granof’s title. Chairman Allen asked if other
members preferred this or if there were objections. The Board agreed to the title
without objection.

Staff directed the Board to the second issue on page 4--Core Entities are Federal
Entities for GAAP Purposes. Staff explained at the October meeting, the Board agreed
that core entities are federal entities for GAAP purposes and the ED should have an
explicit statement recognizing this fact. Staff noted the draft language was included in
the memo, and appears as paragraph 53 on page 22 in ED as follows:

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 Draft language for recognizing core entities are federal entities for GAAP purposes
was approved without objection.

Staff directed the Board members to the third area for discussion on page 5--Updated
Exposure Draft for Decisions at October Meeting and Other Changes. Staff explained
this contained a summary of the changes to reflect decisions of the Board and other
updates to the ED since the October meeting. Staff explained the document reflects:

Revised Language for the Consolidation of FASB-based Information without
Conversion as well as the additional language in the basis for conclusions

Revised Language for Addressing the Federal Reserve System

Reduction / Consolidation in the number of Questions for Respondents

Ensured consistency with terminology throughout document, especially as it
relates to organization, GPFFR, etc.

Chairman Allen explained there had been certain questions from a member regarding
the impact of the Federal Reserve and asked Ms. Payne to give an update. Ms. Payne
explained that Mr. Granof had conferred with Mr. Showalter and Mr. Steinberg. They
requested a better understanding of what information would likely be in the government-
wide financial report specific to the Federal Reserve under the proposed standards.
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Ms. Payne explained that while we can’t commit other parties to certain actions, staff
has been in discussion with the Federal Reserve and Treasury representatives to
identify potential disclosures based on the proposal. Staff has requested a pro forma
disclosure for the February meeting.

Mr. Reger explained that his office is working with the Federal Reserve representatives
to determine what the presentation or disclosure would be based on the proposed
standards. He explained there are questions right now regarding the Board of
Governors versus the Reserve Banks as well as if one fits into one set of criteria versus
another (i.e. core versus non-core). Mr. Reger explained the Reserve Banks appear a
lot more independent than the Board of Governors. Mr. Granof noted the Board of
Governors is immaterial, and of course one must consider the Reserve Banks. Mr.
Reger explained they are working through these issues to determine the proper display
after resolving those questions.

Mr. Granof explained that the Board should be satisfied that the standards bring about
the type of reporting that was intended.

Mr. Reger explained there is a list of entities that may be considered questionable in
how they would be presented—TVA, NCUA, Import-Export, FDIC, PBGC, and USPS.

Mr. Granof acknowledged there may be other entities that need to be considered.
However, he believed the motivation for this project was the financial crisis and the
need to review organizations like the Federal Reserve. Mr. Granof noted there may be
other entities, but none have over $2 trillion in assets.

Mr. Reger acknowledged that staff's assessing the Reserve Banks against the criteria
were not coming to the same conclusions. Mr. Granof explained that is why we are
doing this exercise is to determine if there will be different conclusions between the
Federal Reserve and the preparer. Mr. Reger explained the Federal Reserve in a
cooperative spirit is working together to determine what the presentation should look
like based on the proposal but as of now, no definite decisions regarding non-core or
otherwise have been made.

Ms. Bond explained she wanted to clarify that the goal of the project was to develop
criteria that would be applied, and not to pull any specific entity in. Staff noted the
project pre-dated the economic crisis.

Mr. Dacey explained that certain information about the Federal Reserve is presented in
the financial statements. He also noted that the Board hasn’t discussed related parties.
He acknowledged there may be a difference of opinion as to how much information
should be disclosed, but the information is available for the Federal Reserve if people
want that information. Mr. Dacey explained while he appreciates efforts to express how
information might be presented under the draft standards, it puts auditors in a unique
situation if asked for input on what an audit conclusion would be. Mr. Dacey noted
there is a reasonable amount of information currently reported about the Federal
Reserve. Mr. Granof explained the information about the Federal Reserve is somewhat
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scattered in the present report and in his opinion one doesn’t get a clear picture of the
relationship.

Chairman Allen noted risk as one of the main items that needs to be disclosed about the
Federal Reserve and that may not be the driver for the project, but instead the risk
assumed project.

Chairman Allen explained this discussion would continue at the February meeting when
the Treasury and Federal Reserve representatives come to tentative agreements on
applying the draft proposal.

Chairman Allen asked staff to move on to the other changes. Staff explained that other

changes were incorporated into the ED based on various comments most of which were
suggested by Board members. Many of the changes were editorial in nature, but some

relate to definitions and key aspects of the ED.

For example, staff explained the ‘Control’ definition was revised to use different terms
than the term itself. There were no Board member comments on this change.

Staff also noted the paragraph related to the ‘In the Budget’ inclusion principle was
revised and the exception for federal financial assistance is now one paragraph as
follows:

In the Budget

19. An organization with an account or accounts listed in the Budget of the
United States Government: Analytical Perspectives- Supplemental Materials
schedule Federal Programs by Agency and Account should be included in the
government-wide GPFFR unless it is a non-federal organization receiving federal
financial assistance. To identify non-federal organizations receiving federal
financial assistance candidates should be assessed against the next two
principles (Ownership and Control) to determine if they should be included in the
government-wide GPFFR.

However, staff explained that Mr. Steinberg had expressed concerns with the language
and wanted to offer alternative wording for the paragraph.

Mr. Steinberg explained he had a teleconference with staff and Mr. Jackson. He offered
the following wording:

In the Budget

19. Generally 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. Because the budget is a policy document that serves
varied objectives and may change over time, professional judgment is
appropriate. Some organizations listed in the schedule should not be included in
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the government-wide GPFFR because they meet neither of the remaining two
principles (Ownership and Control). For example, organizations receiving federal
financial assistance [footnote] in the form of a direct appropriation are sometimes
listed in the schedule but meet neither the Ownership nor Control principle.

[Footnote] As defined by the Single Audit Act Amendments of 1996, 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. Such entities also may be referred to as non-budgetary entities as
that term is used in Analytical Perspectives.

Ms. Payne explained that Mr. Steinberg had questioned the exception language as
drafted in the ED. He believes reliance on the Single Audit Act (SAA) definition of
federal financial assistance is inappropriate because it includes a very broad group of
entities. His goal was to find a way to be more specific. Staff does not believe this
would result in a different outcome. Mr. Steinberg explained that the term federal
financial assistance is used to determine which entities should be covered by the SAA.
He explained he doesn't like to use a term that was developed for one purpose for
another purpose. He believes his proposed wording is more accurate.

Mr. Jackson asked if the SAA defines entities. FASAB counsel, Ms. Hamilton explained
the SAA covers payments from a federal source to a non-federal source. She
explained a non-federal source is defined as a state, local government or non-profit
organization and non-profit organization is further defined. Mr. Jackson noted he
respectfully takes exception with Mr. Steinberg as federal financial assistance does not
define the entity; it defines what is received or expended by the entity.

Ms. Bond explained she found Mr. Steinberg’s point interesting and it may be a concern
if we are mixing apples and oranges if we are using the SAA for different purposes. Ms.
Bond asked what language he would propose. Mr. Steinberg explained he was
comfortable with the term non-budgetary entities but Ms. Payne had worked on the final
wording displayed and he was fine with it. Ms. Bond noted concern as it appeared both
terms were still included in his proposal.

Ms. Payne explained that staff is not raising this as a technical issue or concern. She
added that Mr. Steinberg was concerned that individuals (at OMB or that use budget
documents) may not know what federal financial assistance is because they may
instead refer to the entities to be excluded as non-budgetary entities as used in
analytical perspectives. Ms. Payne explained because Mr. Steinberg wanted to change
the term to non-budgetary entities, staff believed this term would not be understood by
accountants and auditors that try to apply the standards. Mr. Steinberg’s proposal is a
complete re-write to replace paragraph 19.

Mr. Dacey explained the challenge with the re-write is determining what the threshold is
for including or excluding. He explained he is trying to determine what the overriding
principle is.
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Chairman Allen agreed and stated although federal financial assistance may be
considered broad, it is a threshold. Chairman Allen explained he was comfortable with
the wording agreed to in paragraph 19. He doesn’t object to considering alternatives
but he needs to understand why.

Mr. Dacey asked Mr. Steinberg if he believed more or fewer entities should be
considered, or what was the goal in the change. He was wondering if he believed the
definition was too narrow or too broad.

Mr. Steinberg noted the definition for federal financial assistance is very broad. He also
believes the term non-budgetary entity is more accurate. He added it isn’t appropriate
because the term is for SAA.

Chairman Allen explained it appears straight forward with the current language. Ms.
Payne explained that staff advocates leaving it the way it is. Further to use the term
non-budgetary entity may not result in the desired results if the definition is narrower or
broader than intended. Mr. Jackson agreed as OMB documents such as A-11 may
change periodically whereas the SAA is well known by federal agencies that prepare
financial statements and it isn’t something that will change easily.

Mr. Steinberg explained there is a definition for non-budgetary entity in the analytical
perspectives. It states that it is an organization created by the federal government, but
is primarily or wholly controlled by non-federal individuals or organizations. He added
that the SAA definition is very broad and the goal should be to exclude those created by
the federal government. Mr. Dacey asked if there was something listed in the budget
that wasn’t created by the federal government that we would want to exclude.

Ms. Payne explained that there is concern when looking at how the budget is worded
today and how it might be worded in the future. For example, funds were directed to
General Motors during the crisis. It might be possible that such cases as General
Motors might or might not be listed in the budget in future years.

Mr. Showalter explained that Mr. Steinberg’'s proposed wording is very different than the
current par. 19 and he asked if the problem was with the term federal financial
assistance, why isn’t the change just to that term. He asked why the paragraph was
totally re-written. Mr. Dacey agreed and explained the new language doesn’t appear to
have a threshold.

Mr. Steinberg explained he would have been comfortable with replacing it with
organizations receiving governmental payments to non-budgetary entities, with that
term as defined in the budget.

Chairman Allen explained he was struggling to see the bottom line impact to make the
change. The current wording in paragraph 19 seems stronger, especially since it
doesn’t begin with “generally” and when one considers the proposal requires the other
tests, it is difficult to see how there could be a different result. Mr. Steinberg agreed that
the impact is no different, but he believes the terminology and reasons in his proposed
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language is more accurate because they are receiving governmental payments to non-
budgetary entities.

Ms. Payne explained the reason one doesn’t include these entities is because they are
not owned or controlled by the federal government. Paragraph 19 wording is to offer an
indication as to why an organization might be included in the budget, but not be owned
or controlled. Therefore, the clue offered is some organizations receive federal financial
assistance. Staff believed the definition of federal financial assistance was quite
comprehensive—it includes other assistance, direct appropriation, and every type of
assistance the federal government gives. Further, the safety catch is that these must
still be tested against the other two principles—control and ownership. Staff does not
see any value to changing the wording and that’s why there isn’t a completed staff
package recommending the change. Staff is comfortable staying with the language in
paragraph 19. Mr. Steinberg believes people would understand non-budgetary entities
better than the language included in paragraph 19.

Mr. Jackson explained that perhaps it could be resolved by adding wording along the
lines of:

“Entities covered by the SAA of 1996 but included in the budget are non-
budgetary entities as defined by OMB Circular A-11. However these entities are
subject to the control and ownership and control provisions in the standard.”

He added this gets away from the notion of federal financial assistance but still refers to
the concept established within SAA.

Chairman Allen explained because we have approved wording that has been voted on
and a proposal to reconsider a new option, it makes it difficult to consider new wording
and whether it would be considered a third option or a change to Mr. Steinberg’s
proposal. Chairman Allen asked staff and Mr. Steinberg if they wanted to vote on how
to proceed. He asked if it would be appropriate to vote on whether we should stick with
the current wording or explore modifications.

Ms. Payne agreed—she believes the members should vote on whether we should stick
with what we have or explore other alternatives. She wouldn’t advise voting on any
other alternative, as one must be careful with the wording when referencing the SAA or
budget terminology in the standard language and so forth. She explained the language
was crafted for federal financial assistance very carefully as to why the preparer would
want to test the organization against the remaining criteria before excluding them.

Mr. Jackson noted by using the current wording in paragraph 19 and the term federal
financial assistance (versus entities) it does great justice to the standard as other
organizations may receive assistance. He referred to the example of the Chrysler Corp
that received assistance of loan guarantees and one wouldn’t want them to be pulled in
for receiving the loans. Mr. Jackson explained he said this brings him back to support
paragraph 19 as drafted.
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LUNCH BREAK

Staff explained before the lunch break it was agreed the Board would vote on whether
to stick with what is drafted in par. 19 (In the Budget, specifically for the exclusion) or
explore other alternatives.

Member Stick w/ Par Explore Alternatives
19
Reger X
Allen X
Bond X (quick w/staff doing off line and change should be up
or down)
Dacey X (he was comfortable w/par. 19 but if there is any

better way to bring clarity to address concerns, he is
open to consider those. But he isn’t sure there is
another way to do so in a principles based way.)

Schumacher X

Showalter X

Granof X

Jackson X*(stated he is fine w/par.19 as it achieves the
objectives but he doesn’t have a problem w/revisiting if
Board agrees to. Chairman Allen said he would place

this vote in Explore Alternatives.)
Steinberg X

Based on the above votes, the Board agreed to stick with paragraph 19. Chairman
Allen explained if a Board member wants to draft language to consider, they may do so.
Otherwise the issue is considered closed and par. 19 will remain as is.

The Board agreed to remove “to identify” from the beginning of the sentence in par. 19.

Staff directed the Board to page 8 of the staff memo and explained that staff
incorporated language regarding legal entity into the Introduction. This has been an
issue that has come up at various times and addressing in the Introduction would be a
way to clear up any confusion. Staff explained it shows up on page 3 of the ED. Mr.
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Dacey asked what is meant by legal status as this can be vague. Mr. Granof noted that
legal doesn’t have a real meaning. Mr. Dacey agreed and stated he doesn’t have a
proposal to fix it and understood it was trying to convey substance over form. He
agreed with the concept but wasn’t sure if the words were the best to use. Mr. Granof
agreed but noted although we can’t define legal, it is important and should remain. Mr.
Dacey suggested that we say look at the substance of the relationship and not the legal
form.

CONCLUSION: The following occurred at the December meeting:

e The Board agreed the title will change to “Identifying and Reporting upon
Organizations to Include in the General Purpose Federal Financial Reports”

e The Board approved the draft language for recognizing core entities are federal
entities for GAAP purposes without objection.

e The Board voted to maintain paragraph 19 (In the Budget) as currently drafted,
with a minor edit by removing “to identify” from the beginning one sentence.

e The Board generally agreed to the other changes and revisions to the ED.

e The Board requested staff to modify language in the legal entity paragraph in the
Introduction to say one looks at the substance of the relationship and not the
legal form.

e If schedules permit, the Board anticipates Treasury and Federal Reserve
representatives will present their interpretation of presentation and disclosures
requirements based on applying the draft proposal at February meeting.

o Federal Reporting Entity — Component

Ms. Loughan directed members’ attention to the first issue on pages 4-5 of the staff
memo on the Component Entity at Tab C, which addresses the concern Mr. Dacey
raised at the October 2011 board meeting regarding the completeness of the economic
entity at the component entity level. Ms. Loughan stated that staff included two
questions on page 5—one regarding whether the basis for conclusions should discuss
the reasons for the limitation that “the statements should be read with the realization
that they are for a component of the U.S. Government, a sovereign entity” and a second
one concerning whether staff should revisit this area throughout the project to determine
if there should be some additional principles developed in this area.

Mr. Reger responded that he wants to make sure everyone is well aware of the
implications of this standard because he is not sure everyone is. Some of the current
lack of totality of the financial reports is due to the exclusion of what is called “the
General Fund.” Another reason is the federal government’s inability to adequately
account for and reconcile intragovernmental activity and balances between federal
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agencies. Once Treasury begins tying the component entities with the consolidated
entity, it is really defining who is going to participate in intragovernmental reporting, in
whatever the automated solution is, in the General Fund category, in the authorization
of the budget, and exchanging revenues and expenses between them so the
implications of this standard goes beyond just financial reporting; it is the glue that is
going to stick the whole organization that is going to represent the financial accounting
community together. An organization is either going to be roughly a vendor or part of
the entity when all is said and done. Mr. Reger cautioned the members that as they
deliberate, to be cognizant that some of the issues raised in the memo are really
seriously important to structural issues that are going to come up throughout the federal
community over the next 20 years. He noted that it is not just reporting decisions that
will be made as a result of this standard, but transactional processing and everything
else will flow from this.

Mr. Allen asked Mr. Reger if it makes a difference that these component entities are not
separate legal entities in most cases. Mr. Reger responded that, even in cases where
they are separate legal entities, if we define them as part of the reporting entity, the
consolidated federal reporting is going to have to flow from that.

Mr. Dacey added that, in essence, if an entity is a core entity, it's a core entity. That
does not change depending on the reporting entity. If it is at a component level and it is
a federal core entity that is not consolidated into a particular component, then it is
intragovernmental. He said he still questions what you need to include in a particular
component because the core entities do not change; they just become
intragovernmental when you drop down below the consolidated level.

Mr. Allen noted that everyone will apply these standards, whether they are the
consolidated governmentwide or a department, agency or sub-agency, but we have a
limitation that the statements are part of a larger organization. In state government, one
of the challenges in defining the assets and liabilities of an individual fund is that the
assets and liabilities are those assigned by the primary entity. The individual funds do
not have their own standing; the only standing they have is that assigned by the primary
government, and he does not know if it is necessary to convey that, and if they decide it
is, how that information would be conveyed.

Mr. Dacey said he believes that is disclosed now and we should keep doing that
because it is important to tell the reader that the component entity is part of a larger
entity. He said his question is, how do we determine what should be in a component
entity; he asked “is it what the Office of Management and Budget (OMB) says it is.” He
then asked how the board should deal with disclosure if an entity report lacks
components that one might think would be relevant. For example, when some of the
costs of an agency are born by someone else (i.e., an entity is using equipment that is
owned by a different entity).

Mr. Allen said that when a reader is reading the statements, he ought to realize that the
statements are part of a broader or larger entity because the position that may be
reflected in the financial statements is, to a large part, something that has been

21



assigned to that component by a larger entity; the component is not a free-standing
entity. Mr. Allen said that if the reader can get that from the one sentence—"the
statements should be read with the realization that they are for a component of the U.S.
Government, a sovereign entity’—that’s fine, but he believes the board should go a little
bit further and explain what that means. He said he does not know how much further
the board wants to develop that concept or if they think the one sentence is sufficient.

Mr. Reger said, practically speaking, in application the principles-based determination is
going to drive the individual preparer and their auditor to review whether they are in or
out—whether they are in a component or whether that component should be in the
consolidated. It is not that someone is going to have a magical list of everything that will
tell everyone who is in or out. It is going to be driven by the knowledge of the people in
those individual entities and an agreement between management and its auditors about
the interpretation of our principles. He said he is cautious to think we can do anything
with respect to a component entity that will not roll well with the component entity’s
same interpretation. He said he thinks he is in the same place Mr. Allen is in agreeing
that you have to be aware of your position, not only within a component, but within the
consolidated statements, before you can reach a determination.

Mr. Allen added that he also does not want anyone to think that there is a financial
position or results of operations that means anything more than showing the role that
the component entity plays within the bigger structure.

Ms. Bond replied that she thinks the sentence does go far enough. In looking at the
example of PBGC and the Department of Labor (DOL), there are good reasons why
they are treated as separate entities, even though someone could argue that,
technically, the Employee Retirement Income Security Act (ERISA) put PBGC under
DOL. She said to actually show those statements together (PBGC and DOL) would
actually cause her a lot of concern and that is what was pointed out in the letter to Linda
Combs in the appendix of the briefing materials.

Ms. Bond continued that she thinks the sentence captures the spirit of their intent and it
does go far enough in alerting the readers of the financial statements. She agrees with
Messrs. Dacey and Reger that the principles need to be somewhat flexible to allow the
entities to determine the proper reporting using criteria established by the board.

Mr. Allen stated that Ms. Bonds’ answer to staff’s first question—Does the board agree
that the basis for conclusions should discuss the reasons for the limitation that “the
statements should be read with the realization that they are for a component of the U.S.
Government, a sovereign entity"—would be yes and asked if any of the members
wanted to argue something other than yes to the first question. Mr. Allen said he voted
yes but he wanted the sentence to go a little bit beyond that.

Mr. Showalter said he would say yes to the staff’s first question as well and he likes
what Ms. Bond said but is not sure it is clear enough for the average reader to
understand it. He also understands Mr. Reger’s point that there is not someone
standing up and allocating all the assets down; it is pretty much a bottom-up analysis.
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Mr. Allen asked if there were any other questions or comments on Question 1a. With no
additional comments from members, Mr. Allen asked staff to address question 1b—
Does the board agree the need for additional principles and/or explanatory language
can be delayed until issues regarding inclusions principles, core/non-core, and related
party have been resolved?

Ms. Loughan responded that question 1b is mainly stating that staff will remain
cognizant of this issue as we go throughout the component entity phase—Ilooking at the
complete economic entity. We would not be making any additional decisions today but
rather acknowledging that the issue is not totally resolved.

Mr. Dacey said he thinks they can defer further discussion but he still wants to raise the
issue because he thinks that is the heart of the issue—a core entity is a core entity,
period. That does not vary by who is reporting, exc