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MEETING OBJECTIVE

The overall objective of this session is to discuss the results of the Board’s ideal
reporting model presentations and next steps.

BRIEFING MATERIALS
The memo presents background information on the project along with:

Attachment I: Summary of Ideal Model Presentations. This attachment summarizes
the Board’s April 2014 ideal reporting model presentations.

Appendix I: ldeal Model Presentations. This appendix includes new and previously
discussed material that Board members provided during their ideal model
presentations.

! 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

During the April 2014 meeting, FASAB members presented their view of an ideal
reporting model. The presentations addressed the Budgetary Integrity objective, in
general, and each of the sub-objectives of the Operating Performance objective. Also,
the presentations addressed certain aspects of the Stewardship objective which calls
for information on the government and the nation.

MEMBER FEEDBACK

If you have any questions or comments, please contact me by telephone at (202) 512-
2512 or by email at simmsr@fasab.gov with a cc to paynew@fasab.gov .




QUESTIONS FOR THE BOARD

Questions that Board members could consider while reviewing Attachment |:
Summary of Ideal Reporting Model Presentations are as follows:

1.

On page 14 of the attachment, staff recommends that the Board begin the next
phase of the project by concurrently focusing on conceptual guidance for: 1) the
presentation of understandable cost information so that users can better assess
operating performance; and 2) ensuring that government-wide and agency level
reporting aligns in a manner that helps users compare cost and budgetary
information. In both instances, the guidance would consider what should be
presented, regardless of the medium (print, electronic, web-based, etc.) in use.

For the next phase of the project, does the Board agree to concurrently focus
on conceptual guidance for presenting understandable cost information and for
aligning government-wide and agency level reporting, regardless of the
reporting medium used?

If the Board does not agree with the staff recommendation and given the
various topics raised during the ideal model presentations, what does the Board
believe should be the next steps for the project?
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Attachment I: Summary of Ideal Reporting Model Presentations

Summary of Ideal Reporting Model Presentations

Introduction

For the most part, Board member ideal model presentations appeared to address the
need for more understandable information. With understandability as an often cited
qualitative characteristic or guiding principle, member remarks and illustrations
appeared less likely to require a total makeover of the existing model. Instead, they
seemed to focus on the potential for new information; new financial statements; and/or
changes to existing statements to better achieve the Operating Performance and
Budgetary Integrity reporting objectives. The ideal model presentations appeared
more likely to involve providing program cost and performance information and, to
some degree, improving the reporting of budget information.

Board member presentations did include other information needs and topics but these
items were noted less frequently. Other information needs included financial
condition, trend information, forward-looking information, and the money supply. In
addition, some members indicated the need to revisit the conceptual guidance,
including the reporting objectives; more clearly distinguishing what information should
be presented at different levels, such as the government-wide versus agency levels;
and opportunities to streamline financial reports.

Providing Understandable Information

Board member presentations often referred to the need to improve the
understandability of financial statements or reports. Their remarks appeared to
reference the needs expressed by federal executives and senior managers, Congress,
and citizens. Federal executives and senior managers indicated that “managers don’t
have easy access to understandable information ...”"> Also, Congress expressed a
keen interest in providing more understandable financial information to its members
and the public and noted that the question is, “how we take that information and make
it more useful not just to Congress, but to the American people.” '® In addition,
citizens expressed the need for understandable financial information so that they can
“engage in discussions about the nation’s finances.””” They believed that the reports

'* National Academy for Public Administration, Financial and Related Information for Decision-Making:
Enhancing Management Information to Support Operational Effectiveness and Priority Goals, 2014,
p.8.

'° U.S. House, Committee on Oversight and Government Reform, Sub-Committee on Government
Organization, Efficiency, and Financial Management. Making Sense of the Numbers: Improving the
Federal Financial Reporting Model, Hearing, February 16, 2011 (Serial 112-3). Available at
http://www.gpo.gov/fdsys/pkg/CHRG-112hhrg67174/html/CHRG-112hhrg67174.htm. Accessed May
23, 2014.

' FASAB, User Needs Study: Citizens, April 2010. Accessed at http://www.fasab.gov/projects/active-
projects/concepts-the-financial-report/ on May 28, 2014.
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Attachment I: Summary of Ideal Reporting Model Presentations

are intended for accountants or economists rather than citizens and managers.®
Examples of FASAB member remarks included the following:

e We need to be more intuitive and the language we use needs to be generally
understood by citizens. We need to use terms that they understand.

e | think we need to explore different ways to present the information, how we
present it.

e So we need to do a little more education relating to our budgeting on a cash
basis versus accrual. A lot of the users of financial statements do not
understand the difference between the budget basis and the GAAP basis.

e Agency reports need to be easier to understand.

e Looking at our model, you would never know that there is such a thing as
computers; you would never know there is such a thing as the Internet.

e The term budgetary resources bothers me. | know it is used throughout the
federal government, but | just do not understand that term exactly.

e So here is the budget statement, budget resources statement, and | would
contend that very, very few people other than people who are intimately
involved with the federal government can understand this statement.

Staff Analysis

Improving the understandability of financial reports has been a consistent theme noted
throughout the project and various solutions have been offered by task forces and
others. Similar to the Board member presentations, the solutions included changes to
existing statements, replacing existing statements with new statements, or adding new
statements. Except for a statement of spending, the Board has been reluctant to
consider adding new financial statements to a model that already includes a number
of financial statements. Instead, the Board believed that it should focus on better
communicating the existing information,'® which seems to imply modifying the existing
financial statements in some manner, such as using plain-English terms; electronic,
Internet-based tools; etc.; and moving away from presentations directed to
accountants.

'® http://www.fasab.gov/projects/active-projects/concepts-the-financial-report/. Accessed May 27, 2014.
'Y FASAB, Meeting Minutes, April 27-28, 2011. Accessed at http://www.fasab.gov/board-
activities/meeting/prior-calendar-years/#2011 on May 27, 2014.
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Providing Program Cost and Performance Information

Board member ideal reporting model presentations generally suggested the need to
better achieve the Operating Performance objective of financial reporting. The
Operating Performance reporting objective requires information on the cost and
performance of programs and Board member presentations appeared to indicate that,
conceptually, this information should be provided in financial reports. Examples of
Board member remarks are as follows:

e | think we need to consider expanding the types of information presented. |
think our users want to see more information, particularly in a nonfinancial area,
in that particular area. Financial statements should report key programs.

¢ | think financial statements in my opinion should say not only what we have
spent, but what we have accomplished. We have a responsibility to provide
that to the taxpayers whether they ask for it or not.

e | think operating performance should address the department’s major programs
- the segment of the population served, the services provided, identify the major
goals and objectives, and explain how someone would know this program is
working. | think we need some key measures. And even at the government-
wide | would say five, no more than 10 for each major program. Why we
selected those. And have financial and nonfinancial measures for those. And
we should talk about our accomplishments as well as our challenges.

e | thought that it was extremely important when you are making policy decisions
to look and say, “Is that something that is going to be a short-duration
expenditure or is that an expenditure that is going to continue for a long period
of time?” And | thought that is something that the reporting models should
address.

e We really do not have a very good budget versus actual reporting in the federal
government...along with narrative related to what are we trying to accomplish
with those expenditures? So that the public would have some sense of, “What
did we get for what we incurred?”

e The financial statements certainly provide information on costs, but we should
be providing information on operating performance beyond cost. And that
implies, it seems to me, a need for measures of efficiency. And measures of
efficiency, it seems to me, necessitate information on the benefits, on
performance.

Although it was apparent from the presentations what new information members
believe should be depicted in financial reports, specifically how that information
should be presented was less apparent. To better achieve the Operating
Performance objective and provide program cost and performance information in
financial reports, members noted a range of approaches, including the following:



Attachment I: Summary of Ideal Reporting Model Presentations

New Statements

Statement of Progress on Major Priorities — Presents the expenditures for
the current year by term specific funding and ongoing expenditures, next
year and five years of expected expenditures to achieve goals of major
priorities, and the percentage of total expenditures incurred to the
percentage of goal accomplished for major priorities.

Statement that would present the strategic goals of the agency, budgetary
resources, obligations, outlays, and accrued costs.

New Disclosures or Required Supplementary Information

So, what | am suggesting within the model is that there be a selection by the
agency of a limited number of programs as it determines, 5, 10, no more
than 10 and, for each of those programs, they would present the budgetary
resources, the obligations, the outlays, the accrued costs. | would include in
the report performance information that would enable users to assess how
much of the reported outputs and outcomes are costing and whether they
are worth the costs.

Changes to Existing Statements

Government-wide Statement of Net Cost that focuses on the programs of
government

Agency statement of net cost providing program costs to disaggregate the
cost information presented in the government-wide and users can see the
percentage of the total government-wide costs

On the net cost, | thought that the first part of it should be that the
government should identify the programs and major programs and the
priority of order.

Better Utilizing Technology

To get more specific, the first thing that | would do is | would retain the
(government-wide) Statement of Net Cost, but | think that it should be linked
to the financial statements of the individual agencies, and | think this can be
done with electronic reporting.

Combination of Approaches

Specific program costs could link to major goals and major goals could link

to performance measures. The idea would be to link to some statement that
indicates as specifically as feasible the performance measures and costs —

a Statement of Performance Measures and Costs.
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In addition, some members appeared to indicate that in deciding on how best to
achieve the reporting objectives, including operating performance, the Board should
distinguish between what information should be presented at the government-wide
and agency levels or simply target the agency level and the concerns that have been
expressed. For instance, members noted the following:

e | think we also need to clarify the information presented at the component
level versus at the federal level. | do not think we have to have a total
alignment between what is at the component level (and government-wide
levels). But what is presented and how it is presented, | think, can be
different.

e Department reporting should continue to provide audited information
necessary to prepare the CFR (Financial Report of the U.S. Government),
to provide disaggregated CFR information, and should provide even further
disaggregated information useful for program managers and other internal
users. However, their financial statements need not all be structured the
same as the CFR. So, and importantly, some latitude as to what is audited,
how often it is audited, the nature of the audit report should be given to the
sponsors. While FASAB would have no role in these decisions, it could
define fair presentation at a department or agency level, and possibly
provide materiality consideration at that level.

e Perspective at the agency level comes from performance information and
budget information and cost information being linked together.

¢ Now note, as | gave you this history, there was limited concern expressed
with the government-wide statements. And even with the agency report,
there was not much concern with the stock statement. The concern that we
have been hearing is with the agency level flow statement.

Staff Analysis

Given that the “what” appears to have been expressed, the question remains “how?”
How best to advance operating performance reporting in financial reports has been a
repeated concern of the Board. While user studies indicate the high level of interest in
program cost and performance, some members have noted that other sources could
provide reporting guidance and agencies are providing performance information in
separate reporting mechanisms such as the Performance.gov website or in their
annual performance reports. Concerns expressed during the ideal model
presentations include the following:

e Linking cost information to budget information, also the performance and
outcome information should be done at the agency level, but to a large degree
driven by OMB (Office of Management and Budget) and Treasury (Department
of the Treasury) with the necessary standard support coming from us (FASAB).
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e Linking cost and performance may have a place in the model, but going too far
into performance information can be a “slippery slope.”

e Primarily, the concern is how much information do we need to put in our
statements versus what is provided elsewhere.

e Financial statements are not the only source of information.

While sources other than financial statements are providing performance information,
the cost and performance information provided is not always integrated and presented
at the level that users seek. For instance, an entity may present cost and
performance information for its strategic goals, while users may be interested in the
cost and performance of the programs that help achieve those goals. Also, given the
recommendations discussed in the National Academy for Public Administration report,
Financial and Related Information for Decision-Making: Enhancing Management
Information to Support Operational Effectiveness and Priority Goals, FASAB has the
expertise to conceptualize a framework for integrating budget, cost, and service
performance information.?

Also, while there was not strong agreement on a particular approach for presenting
program cost and performance information, members appeared to agree that program
cost and performance should at least be presented at the agency level. Members
noted that information at the government-wide level would need to be more highly
aggregated than information at the agency level.

In addition, members discussed the challenges in defining a program. For examples,
members noted:

e The big dispute is, “At what level of information do you want this information?”
Because...some are programs; some are sub-organizations of organizations;
and some are the whole organization itself. Also, they (agencies) get their
budget by account code, and that is the legal limit for budget authority currently.

e Moreover, we all need to figure out how to define program.

To address this challenge, it was noted that the government could report on the
‘programs’ that would most likely be of interest to citizens. A task force could be
organized to assist the Board in identifying characteristics of programs that are of
interest to citizens.

%0 National Academy for Public Administration, Financial and Related Information for Decision-Making:
Enhancing Management Information to Support Operational Effectiveness and Priority Goals, 2014, p.
25.
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Enhancing the Reporting of Budgetary Information

During the ideal model presentations there were a number of remarks to provide more
useful budgetary information and, in some instances, members linked budget
information to performance information. Member's comments included the following:

We really do not have a very good budget versus actual reporting in the federal
government...along with narrative related to what are we trying to accomplish
with those expenditures? So that the public would have some sense of, “What
did we get for what we incurred?”

Budget integrity... means, “Is the budget...a reasonable estimate of what the
costs will be?” And to evaluate that, you have to compare the actual results
with the costs and ...if that is what we mean by budget integrity, it seems to me
our statements fail that test.

...we know there is a disconnect between some of the statements required
government-wide and the statements required by the agencies. Instead of the
traditional approach to develop new reconciliation statements, what if we
rethink what should be reported and match the information at various levels.

SBR (Statement of Budgetary Resources) — Is it reporting the right information

on receipts and outlays, which are the components of the budget deficit? Also,
disclosures reconciling accrual to obligations need revision because the budget
deficit is on an outlay basis not on an obligation basis.

So here is the budget statement, budget resources statement (SBR), and |
would contend that very, very few people other than people who are intimately
involved with the federal government can understand this statement.

Consequently, members presented different approaches for improving budgetary
reporting in financial statements. Those approaches included the following:

Budgetary integrity requires information to determine whether the budget
provides a reasonable estimate of what the costs will be — a budget-to-actual

comparison.

Comparison of Cost and Accomplishments to Budget — Presents the
expenditures incurred compared to budget for the current year and a discussion
on the progress of the major priorities.

Significant changes in the budget from one year to the next should be disclosed
in MD&A (Management’s Discussion and Analysis) and recorded in the notes.

| would scrap the statement of budgetary resources as we have it now. | think it
would be much better if we are able to assess the actual flows with the
projected or budgeted flows. And that way users could assess whether the
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entity has used what it was budgeted, used less than what is budgeted,
whether there's any monies that are there that could be moved to other budget
accounts. Statement that would present the strategic goals of the agency,
budgetary resources, obligations, outlays, and accrued costs.

Again, similar to operating performance, the topic of improving budgetary reporting in
financial reports involves deciding what information should be presented at the
government-wide versus agency level. Some members noted changes to the agency
level model while others focused on the government-wide or both.

Staff Analysis

Users seek information about topics such as how well did federal entities anticipate
program needs and efficiently use resources; however, ‘how’ to provide the
information in an understandable manner appears to be the challenge. FASAB user
studies and Board members continue to note the need for the information and the
related challenges, including the concepts used and how the budgetary measurement
basis compares with the accrual basis. For instance, focus group participants
appeared to have difficulty understanding presentations intended to provide a
reconciliation or a comparison of different measurement bases, and they stated that it
would be good to find a way to relate concepts and terms to the average person.?’

In addition to the different concepts and terms used for measuring costs in the federal
government members noted other challenges such as:

Also, much of the spending involves mandatory programs rather than
discretionary. Budget authority is not the driver for mandatory programs;
instead, recipients need to meet certain criteria to receive the funds.

In addition, it has been noted that obligations will likely equal budgeted authority and
outlays likely pertain to different budget periods. As a result, the presentation may not
be particularly informative or able to understand.

Despite the challenges, enhancing how budgetary information and accrual bases
information is reported can help provide the information users are seeking and help
address a current reporting concern. For instance, during the ideal model
presentations it was noted that:

Also, there is significant opportunity with improving the reporting of budget and
accrual information. It could facilitate efforts to resolve some of the audit
weaknesses at the government-wide level, particularly with respect to
reconciling the accrual and budgetary information.

Currently, to help users understand the differences between the complementary bases
of accounting at the agency level, FASAB standards require component entities to
present a reconciliation. The reconciliation would explain the relationship between

2 FASAB, Reporting Model: Citizens Focus Group Discussions — TAB B-3, December 2011.
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budgetary resources obligated during the period and the entity’s net cost of
operations. However, users are also interested in the government-wide budget deficit
which is prepared based on receipts and outlays rather than budgetary resources
obligated. Therefore, a reconciliation of net cost to amounts used in the government-
wide deficit calculation would help support government-wide reporting and improve the
information available to users.

Other Information

Although operating performance and budget reporting in financial reports appeared to
be discussed more frequently, members also noted the need to provide other items of
information. Other items noted during the presentations included financial condition,
trend information, forward-looking information, and the money supply. Examples of
views expressed were as follows:

e | think we need to look at not only financial position, which we talked about as
being from the beginning of the year to the end of the year, what has changed
over the year, to maybe also looking at financial condition. Have things
improved or deteriorated?

e What is the financial condition and the working of the federal government? Is
the federal government better off?

e Forinstance, risk-based reporting is becoming more of a prominent topic as
agencies are considering risks and Treasury has started a Risk Management
office.

e We need to find a way of tracking long-term views of needs and commitments,
and | think we need to talk about how to look longer term at revenues and
costs.

e The existing model addresses many of the unique aspects of the federal
government, except the money supply. As | indicated, managing the money
supply is a key function of government. Yet our statements say very little about
it.
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Alternatives for addressing these matters included the following:

e Statement of financial trends — pulls information from other statements,
including statement of long-term projections and shows the government’s net
financial condition.

o Statement of Net Cost showing multiple periods

o Federal Reserve Statement of Changes in Key Assets and Liabilities - could
indicate the assets and liabilities of the Federal Reserve; the increases during
the year; the decreases during the year; and the ending balance.

e Current project on risk assumed.
Staff Analysis

Except for the money supply, users and task forces have noted an interest in the
additional information. During the course of the reporting model project, users and
task forces primarily engaged in discussions regarding topics such as program
budgetary needs, costs, and performance. However, on occasion, the groups would
raise an interest related to Stewardship reporting (financial condition and forward-
looking information) and the need to identify patterns or changes in conditions (trend
information). Consequently, user and financial reporting community input have been
provided to support additional research.

With the focus on program cost, budget, and performance, most of the user and
financial reporting community input during the reporting model project has been limited
with respect to the money supply. Additional research would be needed.

Revisiting the Conceptual Guidance

Some Board member presentations referred to the need to revisit the conceptual
guidance. Examples of comments made include the following:

e | do think we need to confirm or modify the objectives of concept statements
one and two.

e | think we should state what type of information we expect people to get when
they look at component unit. | think we should state what type of information
we expect people to get -- government-wide.

¢ | believe that financial statements should articulate.

e So when | looked at the objectives, to me they all sat under stewardship.

e What probably needs to be defined more is financial condition, and some way

to be able to measure that.

10
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Staff Analysis

In the past, the Board has been reluctant to revisit the reporting objectives and
possibly other conceptual guidance. The primary concern appears to be the time and
resources required at a time when other issues require more immediate action.

Levels of Reporting

Board members noted or implied the need for criteria regarding appropriate levels for
reporting information. At times, the discussion would involve better distinguishing
what information should be reported at the government-wide and agency levels.
Examples of the comments expressed during the ideal model presentations are as
follows:

There is really only one economic entity. It is the government as a whole.

Department reporting should continue to provide audited information necessary
to prepare the CFR (Financial Report of the U.S. Government), to provide
disaggregated CFR information, and should provide even further disaggregated
information useful for program managers and other internal users. However,
their financial statements need not all be structured the same as the CFR. So,
and importantly, some latitude as to what is audited, how often it is audited, the
nature of the audit report should be given to the sponsors.

| think we also need to clarify the information presented at the component level
versus at the federal level. | do not think we have to have a total alignment
between what is at the component level. But what is presented and how it is
presented, | think, can be different.

Perspective at the agency level comes from performance information and
budget information and cost information being linked together.

| believe the government-wide should contain government-wide disclosures. |
think most performance measures are at the agency level, but there may be
other things at the future that get into that area. On the agency side, | am more
inclined to just an operating statement.

| do not think, | personally do not think citizens look at federal government
agency financial statements at all. They are going to look, if anything, at the
Citizen's Guide.

| think we should state what type of information we expect people to get when
they look at component unit. | think we should state what type of information
we expect people to get -- government-wide.

Staff Analysis

11
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The Board has discussed that users’ diverse information needs necessitate
conceptual guidance for different reports or reporting levels®? and those reporting
levels should not necessarily be defined based on the type of reporting entity
(government-wide or agency). Rather, reporting levels may be defined by the type of
information needed. For instance, long-term projections of receipts and spending
could provide a long-term perspective of broad, federal policies and could be part of
one level of reporting while an operating statement, balance sheet, notes, and
required supplementary information could be part of another level of reporting. In
addition, program cost and performance could constitute yet another reporting level.
Accordingly, users’ needs and the reporting objectives can be addressed through
different reports instead of through one report from the government-wide level and one
report from the entity level.

The Governmental Accounting Standards Board (GASB) and FASAB constituents
have indicated the need for different levels of reporting. For instance, GASB
expressed the following:

Because of the diverse nature of the information that needs to be communicated to
users to meet the various objectives of financial reporting, [footnote omitted] no single
general purpose external financial report may be sufficient to adequately meet all the
objectives. Information that is relevant for meeting certain financial reporting objectives
may be better provided by basic financial statements, notes to basic financial
statements, and supporting information presented with basic financial statements, but
other information may be better provided by using other methods of communication.
Therefore, some general purpose external financial reports will contain basic financial
statements, notes to basic financial statements, and supporting information (the
methods of communication that are the subject of this Concepts Statement), whereas
other general purpose external financial reports that may be developed in the future
may use other methods of communication.?

However, with advancements and technology, users’ current interests seem to focus
on seeking a single, integrated source for information rather than consulting multiple
documents. Also, a user’s perception of where they would need to look for information
may not always align with where the data might actually reside. During focus group
discussions, citizens did not appear to be aware of the federal government’s
organizational structure, and that some programs and policies could involve a single
agency while others may involve several agencies. For instance, a user may be
concerned about the costs of the war in Afghanistan; however, they may not be aware
that different agencies contribute to these costs and that they may need to consult
these different sources.

In addition, the recurring topic of what information should be presented at the
government-wide versus agency levels, at times, appears to presume a linear, print-
based reporting model where users review items from cover to cover or from

2 FASAB, Minutes, April 28-29, 2010. Accessed at http://www.fasab.gov/board-activities/meeting/prior-
calendar-years/#2010 May 30, 2014.

* GASB Concepts Statement 3, Communication Methods in General Purpose External Financial
Reports That Contain Basic Financial Statements, par. 9.
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aggregate to disaggregate. However, in today’s electronic environment, users can
directly access the data they need by querying a database, effectively removing some
of the need for a construct such as a government-wide or agency report. A member
noted that an ideal reporting model would involve a natural language query where one
could enter a question and an answer would be provided. Thus, there would not
always be a need to drill-down or read from cover to cover and how users view
standard reports could change. For instance, some users may use standard reports
to: help provide context and frame questions for more research; make them aware of
changes in the information; inform them where additional information might be located;
and inform them on the challenges and opportunities particular entities face.

Opportunities to Streamline Financial Reports

Board member presentations indicated opportunities to streamline the reporting of
information in financial reports. For instance, members noted the following:

e Department reporting should continue to provide audited information necessary
to prepare the CFR, to provide disaggregated CFR information, and should
provide even further disaggregated information useful for program managers
and other internal users. However, their financial statements need not all be
structured the same as the CFR.

¢ | believe the government-wide should contain government-wide disclosures. |
think most performance measures are at the agency level, but there may be
other things at the future that get into that area. On the agency side, | am
more inclined to just an operating statement.

e The question should be who benefits from the reconciliations and disclosures?
And if there's no appreciable additional useful information obtained, we must
ask whether the cost of preparing is worth the effort.

¢ | would scrap the statement of budgetary resources as we have it now.
Staff Analysis

Board members have noted that the reporting objectives are important in determining
what information should be included in financial reports®* and some members have
noted that reporting on flows and performance is an important objective for agency
level reporting.?® Also, members suggested observing how states focused on a
consolidated financial report for the state government and moved away from
department level audited financial statement requirements.?® The approach could
result in focusing on improving the day-to-day information needed for decision-making.
Accordingly, most of the Board discussions have concerned streamlining agency level
reports.

2 EASAB, Minutes, April 16-17, 2008.
> EASAB, Minutes, December 17-18, 2009.
% FASAB, Minutes, April 16-17, 2008.
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In contrast to the views on streamlining agency reporting, other members have
responded that changes in the audit standards and requirements would not change
the accounting standards and that some agencies would always be material and
require a full audit.?” Also, circumstances have not changed to indicate that required
agency level information is no longer of interest to users or not needed to facilitate
their understanding. Users continue to expect financial information, such as assets
and liabilities, and performance information.?® Instead, there is significant interest in
obtaining the information in a more understandable manner. This may require
concepts that promote changes in design and organization of information.

Staff Recommendation

Staff recommends that the Board begin the next phase of the project by concurrently
focusing on: 1) conceptual guidance for the presentation of understandable cost
information regardless of the medium (print or electronic, web-based) so that users
can better assess operating performance; and 2) guidance for helping users compare
cost and budgetary information. The Board member illustrations and remarks
indicated the need to address both the operating performance and budgetary integrity
objectives and various studies have demonstrated the interest in understandable
program cost and performance information and budget information.

FASAB's technical agenda includes projects on managerial cost accounting and
linking cost and performance, and reconciling budget and accrual information.?® Both
of these projects would involve determining what and how to present information and
consideration of related users’ needs. Users are seeking less aggregated cost
information and are interested in the value being provided for the costs incurred. Also,
users would like to know what has been budgeted and spent and how expenditures
compare to accrual costs. In addition, users are highly interested in the budget deficit
and how it compares with net cost of government operations.

Considering that the Board often looks to address imminent financial reporting
concerns as soon as possible, developing guidance for presenting cost and budgetary
information could help address audit weaknesses at the government-wide level and
help progress toward an audit opinion on the government-wide financial statements.
Consequently, the staff proposal would provide a prompt approach, consistent with the
general themes that members expressed during the ideal model presentations.

27 .
Ibid.
8 EASAB, User Needs Study: Citizens, April 2010.
% FASAB, Annual Report for Fiscal Year Ended September 30, 2013.
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Ideal Reporting Model Recommendations
Tom Allen

GUIDING PRINCIPLES

1. The CFR needs to be more intuitive and understandable and focus on decision
useful information for its primary users (citizens).

Concepts 4: Intended Audience and Qualitative Characteristics for the Consolidated
Financial Report of the United States Government- From summary “This concepts
statermnent provides that the CFR shall be a “general purpose” report directed to external
users (citizens and their intermediaries), should address the Board's objectives, should
have highly understandable information, and should be timely.”

Paragraph 6. The CFR should be a general purpose statement of accountability to the
public. A general purpose report should be easily understandable to the “average citizen”
who has a reasonable understanding of Federal Government activities and is willing to
study the information with reasonable diligence. Moreover, the CFR is a general purpose
report that is aggregated from agency reports and tells users where to find information in
‘other formats, both aggregated and disaggregated, such as individual agency reports,
agency websites, and the President's Budget.

Paragraph 7. The CFR should generally be directed to five user groups: Citizens,
Citizen Intermediaries, Congress, Federal Executives, and Program Managers. However,
citizens and citizen intermediaries should be the audience to whom the CFR is primarily
directed.

Paragraph 21. Internal users are those groups inside the Federal Government who
typically have more access to the myriad of Federal Government information including
summarized and detailed financial, program, budget, cost, and economic reports and
analysis for all entities. Because they are able to get information on their specific issues
of interest, they might benefit from the CFR but are not its primary audience. Internal
users include Congress, Federal Executives, and program managers. Of these three
internal users, some have considered Congress as the ultimate intermediary between the
public and its Government. That notwithstanding, Congress, as would the other internal
users, has access to more specific internal information and reports for conducting its
work. Thus they are not the main audience of the CFR. However, these users may rely
on the CFR with its broad indicators and summarized information as “a reference
document to lead to more detailed or disaggregated information in specific areas.”

Each internal user has access to detailed, disaggregated information, but relies on
summarized data in a more limited capacity as indicators for general Governmental



financial position and condition. Internal users would use the CFR to provide “an
overall picture of the financial health of the Government that is not available
elsewhere...[and provide it with] a general framework to situate [its] own activities.

I. The CFR needs to do a better job of reporting in an understandable manner, the
financial position (condition) of the Federal Government and change in that financial
position (condition) during the reported fiscal year.

OCED - Public Consultation on the International Public Sector Accounting Standards
Board (IPSASB) Governance Review “There is currently an urgent need to improve
governments understanding of their fiscal position and prospects, and to provide
legislators, markets, and citizens, with the information they need to make efficient
financial decisions and to hold governments accountable for their performance.”

From paragraph 21 (above) “Internal users would use the CFR to provide an overall
picture of the financial health of the Government that is not available elsewhere...”

Was the Federal Government financially better off at the end of fiscal 2000, than it was
three years earlier before the period of budget surpluses began? Public debt holdings
were down, unaudited GAAP numbers and budget surplus numbers were positive but
debt subject to the debt ceiling grew all three years and actuarial deficits for social
insurance programs were trillions higher.

Is the Federal Government financially better off at the end of fiscal 2013 than it was at
the end of fiscal 2012? Net position went down $800 billion, Social Insurance Net
Expenditure increased by $1 trillion, Total Federal Government Non interest Net
Expenditures went down by $12 trillion.

[II. Al financial reporting, and most especially Federal Financial reporting needs
perspective and context for understandability and decision usefulness. In the Federal
Government, financial trend information is necessary for context at the CFR level.
Performance information, budget information, etc. provide perspective and context at
the agency level.

IV. Department and agency reporting should be structured to best provide information
to their intended users. Department reporting should continue to provide audited
information necessary to prepare the CFR, and should provide disaggregated CFR
information and even further disaggregated information useful for program managers
and other internal users. However, their financial statements need not all be structured
the same as the CFR. An example is financial reporting standards for not-for-profit
organizations where certain key information, subtotals, totals, etc. are required but the
actual structure of the financial statements is up to the organization preparing them.



Importantly, some latitude as to what is audited, how often it is audited, the nature of the
audit report etc. should be given to the sponsors. (While FASAB would have no role in
these decisions, it could define “fair presentation” at a department or agency level and
possibly provide materiality consideration.) ’

Quuotes from Concept Statement 2 paragraphs 11-29

“The Federal Government is an extremely complex organization composed of many
different components. For accounting and financial reporting purposes, it may be
viewed from at least three perspectives. However, the nature of each component and
the relationship among the components and perspectives are not always consistent.”
These components are Organization, Budget, and Program Perspective.

Quotes from Budget Perspective: “Budget accounts are not the same as Treasury
accounts. ...nor are budget accounts the same as the uniform ledger accounts... A
budget account may coincide with an organization or one or more of its sub
organization. Other times accounts are also categorized, as mandated by law and
defined by OMB, into functions and sub-functions...”

Quotes from Program Perspective: “ Each program and activity is responsible for
producing certain outputs in order to achieve desired outcomes. There is no firm
definition for the term “program”; it varies in the eye of the beholder. ...the term
“program” is often used interchangeably with the term “Function” and “sub-
function”.

Quotes from Intertwining of the Perspectives: “In a few instances, there is a one-to-
one relationship among the three perspectives. ---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. ---Furthermore, some
of the support necessary to perform a program is frequently provided by other
organizations and/or financed by other budget accounts.

Paragraph 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.

e 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.

e The entity's scope is such that its financial statements would provide a meaningful
representation of operations and financial condition.

e 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.

Linking cost information to budget information and also to performance and
outcome information should be done at the department and agency level but to a
large degree should be driven by OMB/Treasury with the necessary “standards”
support of FASAB.

FINANCIAL STATEMENTS

CFR -

Statement of Financial Trends
Statement of Net Cost (multiple years) (Possibly note on more detail of Program
Collections)
Statement of Operations and Changes in Net Position
Statement of Sustainability (now called statement of long-term projections)
Balance Sheet
Statement of Social Insurance
Statement of Changes in Social Insurance
Footnotes rather than statements on:
o Reconciliations of Net Operating Cost and Unified Budget Deficit
o Statement of Changes in Cash Balance from Unified Budget and Other
Activities

Departments and Agencies, etc. —

e Statement of Net Cost (Linked to CFR Statement of Net Cost)

e Other statements as appropriate (i.e., some may have a Balance Sheet or a
Statement of Significant Assets and Liabilities and Others may not, some
would have statements of social insurance)



STATEMENT OF FINANCIAL TRENDS
Dollars in Billions 2013 2012 2011 2010 2009

Operating Information

Gross Cost ($3,940.9) (53,844.9) (83,998.3) ($4,472.3) ($3.735.6)
Less: Earmed Revenue $415.5 $350.8 $365.6 $309.2 $300.9
Gain/(Loss) from Changes in

Assumptions and Other Adjustments ($122.2) (5340.4) (343.7) ($133.7) (517.4)
Net Cost (83,647.6) (33.834.5) ($3.676.4) ($4.296.8) ($3.452.1)
Less: Taxes and Other Revenue $2,842.5 $2,518.2 $2,363.8 $2,2165  $2,1984
Net Operating Cost (3805.1) (51.316.3) ($1.312.6) (32.080.3) (312537)

Budget Deficit
Unified Budget Deficit ($680.3) (51.089.4) ($1,2986) (51,204.1) ($1,417.1)

Financial Position and Condition

Assets

Cash, Loans Receivable, and
Investments $1,2286 $1,065.8  $1,162.2  $1,371.1 $1,236.5

Property, Plant and Equipment,
Inventories, and Other $1,730.7 $1,6825 $15451 $15127 $14314

Total Assets $2,968.3 $2,7483 $2,707.3  $2,883.8  $2,667.9

Liabilities
Federal Debt Held by the Public &
Accrued Interest (512.028.4) (511.332.3) ($10,174.1) ($9,060.0) (57.582.7)

Federal Employee & Veterans Benefits  ($6,538.3) (36.274.0) ($5.792.2) ($5720.3) ($5,283.7)
Other ($1.310.9) ($1.243.0) ($1.526.4) (81,576.3) (81257.4)

Total Liabilities ($19.877.6) ($18,849.3) ($17.492.7) (316,356.6) ($14,123.8)

Net Financial Position (Assets
minus Liabilities) (516,909.3) (516.101.0) ($14,785.4) ($13,472.8) (511.455.9)

Sustainability Measures

Long Term Projected Social
Insurance Expenditures over
Projected Revenues

Social Security (OASDI) ($12.204.0) (511 278.0) (39.167.0) ($7.947.0) (878770}
Medicare (Parts A, B, & D) ($27.404.0) ($27.276.0) (§24 673.0) (322.910.0) (338.201.0)
Total (339.598.0) (538.554.0) ($33.830.0) (830,857.0) (845,378.0)

Other Long Term Projected
Expenditures Over Projected
Revenues ($4.000.0) (316.200.0) (36,400.0) (§16.300.0) n/a

Net Financial Condition BE0.807 3) ($71.185.0) 1355015 4




Statement of Net Cost Trends

2013 2012

National Defense

Military Readiness

Military Conflicts

Airport and Internal Security, Intelligence

Veterans Benefits

Other National Defense
Human resources

Social Security

Medicare

Medicaid

Health Insurance Support

Other Health Related

Education and Training Support

Unemployment Benefits and Other Income Security

Other Human Resources
Physical resources

Transportation

Energy

Environmental

National Parks and Public Lands
Regional Development
Other Physical Resources

Net interest
Other functions

International Affairs
General Science, Space, and Technology

Agriculture Support
Food Inspection

Administration of Justice
General Government
Revenue

Medicare, Deposit Insurance, and Other Premiums
Postal Services

Military Assistance Program Sales

interest

GSE Dividends
Other

Net Cost

2011

2010

2009



llustrative Net Cost by Function
(Dollars in Millions)

2013 2012 2011 2010 2009

National Defense 633,385 677,852 705,554 693,485 661,012
Human resources 2,417,949| 2,348,587 | 2,414,742| 2,386,633 2,155,793

Education, Training,

Employment, and

Social Services 72,808 90,823 101,233 128,598 79,749

Health 358,315 346,742 372,504 369,068 334,335

Medicare 497.826] 471,793 485,653] 451,636] 430,093

Income Security 536,511 541,344 597,352 622,210 533,224

Social Security 813,551 773,290 730,811 706,737] 682,963

Veterans Benefits

and Services 138,938 124,595 127,189 108,384 95,429
Physical resources 89,997 215,463| 161,923 88,835 443,828

Energy 11,042 14,858 12,174 11,618 4,755

Natural Resources

and Environment 38,145 41,631 45,473 43,667 35,673

Commerce and

Housing Credit -83,199 40,823 -12,573 -82,316 291,635

Transportation 91,673 93,019 92,966 91,972 84,289

Community and

Regional

Development 32,336 25,132 23,883 23,894 27,676
Net interest 220,885 220,408 229,962 196,194 186,902
Other functions 185,174 178,353 179,345 174,048 162,781

international Affairs 46,418 47,189 45,685 45,195 37,529

General Science,

Space, and

Technology 28,908 29,060 29,466 30,100 28,417

Agriculture 29,492 17,791 20,662 21,356 22,237

Administration of

Justice 52,601 56,277 56,056 54,383 52,681

General

Government 27,755 28,036 27,476 23,014 22,017
Revenue -416 -351 -366 -309 -301
Net Cost 3,454,605| 3,537,127| 3,603,059 3,457,079| 3,517,677

) e o o At Oithy Come (sl Budd



lilustrative Agency Statement of Net Cost
(Dollars in Millions)

2013 2012
Human Resources Programs
Medicare $ 498,576 $ 477,687
Medicaid 266,624 247,508
Other Health Related
Research 31,125 32,362
Children's Health Insurance Program (CHIP) 9,548 9,260
imrnunization and Respiratory Diseases (including Infectious Diseases)” 4,331 5,484
Prirmary Care 3,328 3411
Clinical Services 2,378 2,402
HIV /AIDS Programs 2,203 2,414
Total Other Health Related 52,913 55,333
Unemployment Benefits and Other Income Security - Temporary Assistance to Needy Families 18,021 17,131
Health Insurance Support - Affordable Care Act Program 5,047 3,800
Education and Training - Head Start 7,915 7,805
Other Human Resources
Child Welfare 7,719 7,643
Child Care 5,211 4,982
Child Support Enforcement 4,085 3,955
Low-Income Home Energy Assistance 3,495 3,860
Total Other Programs 26,644 25,843
Total Other Human Resources 47,154 46,283

Total Net Cost of Operations $ 896,250 $ 855,547
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Purpose of Reporting Model Project

“This project is being undertaken by the
board because of increased demands for
financial information to
facilitate decision-making

and demonstrate accountability,
and the changes in how users

expect financial information
be delivered”

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




@ Primary Objectives

“The primary objectives of this project are to:

Determine what financial information would be
helpful for decision-making, demonstrating
accountability, and achieving the reporting objectives.

Determine how financial information should be
presented to be most responsive to users and the manner
in which they obtain information.

Consider how the information in a schedule of
spending should relate to other financial statements and
financial information presented in reports.”

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




@ Primary Objectives

“The primary objectives of this project are to:

spending should relate to other financial statements and
financial information presented in reports.”

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Expectations for the Project

Not limited to current reporting model

Expand types of information (financial and nonfinancial)
included

Explore different ways to present information

Confirm or modify ...
Objectives of financial reporting by the federal government (SFFAC 1)
Display information provided under SFFAC 2

Clarifying the information presented at component level
verses the entire federal government

Should not be limited to current accounting system restraints
— no consolidated general ledger

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Guiding Principles

Project should provide guidance about the type of
information included in government-wide vs.
component reporting

Determine financial statements and other
information required for government-wide vs.
component reporting

Align reporting objectives with the applicable
financial statements and other disclosures

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Guiding Principles, cont.

Determine whether financial statements should
articulate among each other

Financial statements not only source of information

F/S would include reporting on KEY programs —
which may vary over time

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Foundation

Need to focus on government-wide and component entity
models at same time

Primary users are:
Citizens

Others who don’t have access to information

Financial statements should articulate — if not, make it a
note or other disclosure

Ultimate reporting objective is stewardship
Like Justine Kilpatrick’s revised stewardship description

Ultimate display and disclosure elements determined by
3 reporting objectives & may vary between GW & CE

NC STATE UNIVERSITY
COLLEGE OF .
POOL MANAGEMENT Department of Accounting




Foundation

Government-wide
Government as a whole disclosures
Cross-cutting disclosures (e.g., how much does it cost...)

Government as a whole performance measures

Component/agency
Specific to key mission/programs of the agency/component

Program performance measures

Willing to revisit pervious decisions about liabilities
and assets & their location

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Foundation

Possibility only government-wide F/S would contain
“full-set” of financial statements

For Agency/component F/S. primary focus should be
operations

Closer linkage between costs, outputs, performance
(NAPA Study)

Higher level presentation, except for key programs
Possible change in current F/S preparation model

Encourage, but not require electronic reporting

NC STATE UNIVERSITY
COLLEGE OF .
POOLE MANAGEMENT Department of Accounting




Federal Reporting Model

Government-wide Agency/Component

NC STATE UNIVERSITY

POOLE SQLLECE OF Department of Accounting

MANAGEMENT




Federal Reporting Model
I

Government-wide

Agency/Component

|

Objective 1 — Budgetary Integrity

Objective 2 — Operating Performance

NC STATE UNIVERSITY

POOL

COLLEGE OF
MANAGEMENT

Department of Accounting




Federal Reporting Model

Government-wide Agency/Component

Objective 1 — Budgetary Integrity
| |

Objective 2 — Operating Performance

\ I

Display & Display &
Disclosure Disclosure

POOLE SQLLECE OF Department of Accounting

MANAGEMENT




Federal Reporting Model

Government-wide Agency/Component

Display & Display &
Disclosure Disclosure

POOLE SQLLECE OF Department of Accounting

MANAGEMENT




Federal Reporting Model

Government-wide Agency/Component

Objective 1 — Budgetary Integrity
| |

Objective 2 — Operating Performance

\ I

Display & Display &
Disclosure Disclosure

v \!

Objective 3 — Stewardship

POOLE SQLLECE OF Department of Accounting

MANAGEMENT




Input

Result

Federal Reporting Model
I

Government-wide

Agency/Component

Objective 1 — Budgetary Integrity

Objective 2 — Operating Performance

\

I

Display & Display &
Disclosure Disclosure

v

User Perspective

v

Objective 3 — Stewardship

NC STATE UNIVERSITY

POOL

COLLEGE OF
MANAGEMENT

Department of Accounting
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UNITED STATES OF AMERICA
PROPOSED FINANCIAL STATEMENTS
TO THE REPORTING MODEL



Limitations of the Present Reporting Model

Proposed Statements

Objective or RSI
Budgetary Integrity — Federal financial Statement of Budgetary
reporting should assist in fulfilling the Resource
government’s duty to be publicly
accountable for monies raised through Statement of Financing
taxes and other means and for their
expenditure in accordance with the Statement of
appropriations laws that establish the Comparison of Cost and
government’s budget for a particular Accomplishments to
fiscal year and related laws and Budget

regulations. Federal financial reporting

should provide information that helps

the reader to determine:

e how budgetary resources have
been obtained and used and
whether their acquisition and use
were in accordance with the legal
authorization,

o the status of budgetary
resources, and

e 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.
Operating Performance — Federal Statement of Net Cost
financial reporting should assist report
users in evaluating the service efforts, Statement of Progress
costs, and accomplishments of the on Major Priorities

reporting entity; the manner in which
these efforts and accomplishments
have been financed; and the
management of the entity’s assets and
liabilities. Federal financial reporting
should provide information that helps
the reader to determine:

e the costs of providing specific
programs and activities and the
composition of, and changes in,
these costs;

e the efforts and accomplishments
associated with federal programs

e and the changes over time and in
relation to costs; and



Limitations of the Present Reporting Model

o the efficiency and effectiveness of
the government’s management
of its assets and liabilities.

Stewardship — Federal financial Balance Sheet

reporting should assist report users in

assessing the impact on the country of Statement of Changes in
the government’s operations and Net Position
investments for the period and how, as

a result, the government’s and the Statement of Progress on
nation’s  financial condition has Major Priorities

changed and may change in the future.

Federal financial reporting should

provide information that helps the

reader to determine whether:

e the government’s financial
position improved or
deteriorated over the period,

e future budgetary resources will
likely be sufficient to sustain
public services and to meet
obligations as they come due,
and

e government operations have
contributed to the nation’s
current and future well-being

Systems and Control - Federal Statement of Budgetary
financial reporting should assist report Resources
users in understanding  whether
financial management systems and
internal accounting and administrative
controls are adequate to ensure that:
e 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;
e assets are properly safeguarded
to deter fraud, waste, and abuse;
and
e performance measurement
information is adequately
supported.




Limitations of the Present Reporting Model

Government expenditures are not incurred to generate a funding source (revenue),
they create a commitment and need for future taxes which means these future
commitments should be understood

Future resources that will be consumed because of today’s policies

Expenditures that are investments for the future that create future benefit
compared to expenditures that only have current benefit and little or no future

benefit and create a future obligation

Need to know if expenditures have expanded greater than the original interest or
approval of policy

Whether expenditures were effective with their original intended purpose
Importance of expenditures to our policy priorities

The efforts and accomplishments associated with programs

Level of spending in excess of the original intent or expected spending
Efficiency and effectiveness of the management of programs

Operations contribution to the nations well being

Safeguard of assets from fraud, waste and abuse

Tax expenditure reporting



Proposed Principal Financial Statements

Balance Sheet. Presents those resources owned or managed by the Department which
are available to provide future economic benefits (assets); amounts owed by the
Department that will require payments from those resources or future (liabilities) and
residual amounts retained by the Department, comprising the difference (net position).

Statement of Net Cost. Presents the net cost of the Department operations for the year
ended. The Department’s net cost of operations includes the gross costs incurred by the
Department less any exchange revenue earned from the Department’s activities.

Statement of Changes in Net Position. Presents the change in the Department’s net
position resulting from the net cost of the Department operations, financing sources other
than exchange revenues and the change in the Department’s unexpended appropriations
during the year.

Statement of of Budgetary Resources. Presents the budgetary resources available to
the Department during the year, the status of these resources at year end and the outlay of
budgetary resources during the year.

Statement of Financing. Reconciles the net cost of operations with the obligation of
budgetary resources for the year ended.

Statement of Custodial Activity. Presents the sources and disposition of non-exchange
revenues collected or accrued by the Department on behalf of other recipient entities for
the year.

Statements of Comparison of Cost and Accomplishments to Budget. Presents the
expenditures incurred compared to budget for the current year and a discussion on the
progress of the major priorities.

Statements of Progress on Major Priorities. Presents the expenditures for the current
year by term specific funding and ongoing expenditures, next year and five years of
expected expenditures to achieve goals of major priorities, and the percentage of total
expenditures incurred to percentage of goal accomplished for major priorities.



BALANCE SHEET

As of September 30
ASSETS

Intra-governmental
Funds with U.S. Treasury $ 10,964,910
Investments 89,094,324
Accounts receivable 4,959,842
Total intra-governmental 105,019,076
Accounts receivable, net of allowance 759,691
Advances 179,567
Property, plant and equipment, net of depreciation 777,686

Total assets

LIABILITIES AND NET POSITION

Intra-governmental liabilities
Accounts payable
Advances from U.S. Treasury
Other liabilities

Total intra-governmental

Accounts payable

Accrued leave

Accrued benefits

Future workers’ compensation benefits
Employees compensation benefits
Other liabilities

Total liabilities

Net position
Unexpended appropriations
Cumulative results of operations

Total net position

Total liabilities and net position

$ 106,736,020

$ 37,837
7,253,557
107,423

7,398,817

330,837
93,238
1,558,846
586,217
3,200,000
213,029

13,380,474

11,281,332
82,074,214

93,355,546

$ 106,736,020




STATEMENT OF NET COST
For the Year Ended September 30

NET COST OF OPERATIONS BY
MAJOR PROGRAMS in PRIORITY ORDER

Program A
Department spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program B
Department spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program C
Department spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program D
Department spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost

OTHER PROGRAMS

All of Programs
Department spend
Grants and Contributions

Total cost
Less earned revenue

Net program cost

Department Administrative Cost
Less earned revenue not attributed to programs

Net cost not assigned to programs

Net cost of operations

$

808,751
36,609,990

37,418,741
(2,570,342)

34,848,399

42,361
5,823,371

5,865,732
(9,437)

5,856,295

111,264
417,709

528,973
(12,509)

516,464

132,066
587,521

719,587
(3,024)

716,563

149,297
314,841

464,138
(4,829)

459,309

88,448
(25,612)

62,836

$

42,459,866




STATEMENT OF CHANGES IN NET POSITION
For the Year Ended September 30

CHANGE IN NET POSITION
Net cost of operations
Net financing sources
Non-exchange revenue
Employer taxes
Interest
Assessments
Other
Total non-exchange revenue
Appropriations used
Transfers
Total net financing sources
Net results of operations
Increase in unexpended appropriations
Change in net position

Net position, beginning of period

Net position, end of period

$ 42,459,866

27,234,707
5,775,266
146,713
1,072,686

34,229,372
7,953,537

(1,511,019)

40,671,890

(1,787,976)

1,186,269

(601,707)

93,957,253

$ 93,355,546




STATEMENT OF BUDGETARY RESOURCES

For the Year Ended September 30

BUDGETARY RESOURCES

Budget authority

Unobligated balances, beginning

Transfers of prior year authority

Spending authority from offsetting collections
Adjustments

Total budgetary resources

STATUS OF BUDGETARY RESOURCES
Obligations incurred
Unobligated balances available
Unobligated balances not available

Total status of budgetary resources

OUTLAYS

Obligations incurred

Less spending authority from offsetting collections
Less recoveries of prior year obligations

Change in unfilled customer orders

Obligated balance, net, beginning

Less obligated balance, net, ending

Total outlays

$ 44,403,052
2,555,115

1,526

2,087,500
(1,645,805)

$ 47,401,388

$ 44,386,257
2,382,784
632,347

$ 47,401,388

$ 44,386,257
(2,087,500)
(240,216)

1,901

8,942,392
(10,281,482)

$ 40,721,352




STATEMENT OF FINANCING
For the Year Ended September 30

OBLIGATIONS AND NON-BUDGETARY RESOURCES

Obligations incurred

Less spending authority from offsetting collections
Recoveries of prior year obligations

Financing imputed for cost subsidies

Transfers, net

Exchange revenue not in budget

Trust fund exchange in revenue

Total obligations as adjusted and non-budgetary resources
RESOURCES NOT FUNDING NET COST OF OPERATIONS
Change in amount of goods, services and benefits ordered
but not yet received or provided
Capitalized costs
Other
Total resources not funding net cost of operations
COST OF OPERATIONS NOT CONSUMING RESOURCES
Depreciation and amortization
Revaluation of assets and liabilities
Benefit overpayments
Other

Total cost of operations not consuming resources

Net cost of operations

44,386,257
(2,087,500)
(240,216)

86,835

2,146
(117,400)
(389,789)

41,640,333

(743,569)
(85,598)
656

(828,511)

40,126
207,114
(229,177)
1,629,981

1,648,044

42,459,866




STATEMENT OF CUSTODIAL ACTIVITY
For the Year Ended September 30

SOURCES OF CUSTODIAL REVENUE

Cash collection of fines, penalties, assessments and related interest $ 115,521
Less refunds 170
Net cash collections 115,691
Increase (decrease) in amounts to be collected (5,413)
Total sources of custodial revenue 110,278

DISPOSITION OF CUSTODIAL REVENUE

Net transfers to U.S. Treasury general fund 115,691
Increase (decrease) in amounts to be transferred (5,413)
Total disposition of custodial revenue 110,278

Net custodial activity $ -




STATEMENT OF COMPARISON OF COST AND ACCOMPLISHMENT TO BUDGET

For the Year Ended September 30

NET COST OF OPERATIONS BY
MAJOR PROGRAMS in PRIORITY ORDER

Program A
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program B
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program C
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program D
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost

OTHER PROGRAMS

All Other Programs
Department Spend
Grants and Contributions

Total cost
Less earned revenue

Net program cost

DEPARTMENT ADMINISTRATIVE COST
Less earned revenue not attributed to programs
Net cost not assigned to programs

Net cost of operations

Budget Actual Variance Progress Achieved Against Goal During Year
$ 900,000 $ 808,751 $(91,249)
37,400,000 36,609,990 (790,010)
38,300,000 37,418,741 (881,259)
(700,000) (2,570,342) (1,870,342)
37,600,000 34,848,399 (2,751,601
50,000 42,361 (7,639
5,000,000 5,823,371 823,371
5,050,000 5,865,732 815,732
(10,000) (9,437) 563
5,040,000 5,856,295 816,295
110,000 111,264 1,264
410,000 417,709 7,709
520,000 528,973 8,973
-(10,000) (12,509) (2,509)
%10,000 516,464 6,464
132,000 132,066 66
590,000 587,521 (2,249)
722,000 719,587 (2,413)
(3,000) (3,024) (24)
719,000 716,563 (2,437)
150,000 149,297 (703)
315,000 314,841 (159)
465,000 464,138 (862)
(5,000) (4,829) 171
460,000 459,309 (691)
94,052 88,448 (5,604)
(20,000) (25,612) (5,612)
74,052 62,836 (11,216)
$ 44,403,052 $ 42,459,866 $(1,943,186)



STATEMENT OF ROGRESS ON MAJOR PRIORITIES
For the Year Ended September 30

Percentage of

Cumulative Expected Percentage of
Spending to Next Year Five Years Expenditures to Goal Expected
Current Year Achieve Goal Expected Expected Achieve Goal Accomplished Outcome
NET COST OF OPERATIONS BY
MAJOR DEPARTMENT PRIORITY
TERM SPECIFIC SPENDING TO ACCOMPLISH GOAL
Program A
Department Spend $ 735,913 $3,125,000 $ 750,000 $3,750,000 20% 15%
Grants and Contributions 23,578,936 104,166,667 25,000,000 125,000,000
Total cost 24,313,849 107,291,667 25,750,000 128,750,000
Program B
37% 40%
Grants and Contributions 5,00,000 22,916,667 5,500,000 27,500,000
Program C
Department Spend 98,723 416,667 100,000 500,000 32% 35%
Grants and Contributions 357,733 1,196,667 360,000 1,800,000
Total cost 456,456 1,613,334 460,000 2,300,000
Program D
Department Spend 96,567 327,926 100,000 500,000 28% 23%
Grants and Contributions 433,567 1,875,925 450,000 2,250,000
Total cost 530,134 2,203,851 550,000
OTHER PROGRAMS
All Other Programs
Department Spend 45,700 123,236 50,000 250,000
Grants and Contributions 283,756 687,926 300,000 1,500,000

Total cost 329,456 811,162 350,000 1,750,000



STATEMENT OF PROGRESS ON MAJOR PRIORITIES (continued)

For the Year Ended September 30

ONGOING PROGRAM SPENDING

Program A
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program B
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Continuous spending to achieve goal
Program C

Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost
Program D
Department Spend
Grants and Contributions
Total cost
Less earned revenue
Net program cost

OTHER PROGRAMS

All Other Programs
Department Spend
Grants and Contributions

Total cost
Less earned revenue

Net program cost

DEPARTMENT ADMINISTRATIVE COST
Less earned revenue not attributed to programs
Net cost not assigned to programs

Net cost of operations

Current Year

72,838
13,031,054

13,103,892
(2,570,342)

10,533,550

42,361
823,371

865,732
(9,437)

856,295

12,541
59,976

72,517
(12,509)

60,008

35,499
587,521

189,453
(3,024)

186,429

103,697
31,085

134,682
(4,829)

129,853

88,448
(25,612)

62,836

$

42,459,866
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Concept Statement 1 — Objectives
i of Federal Financial Reporting

= Budgetary Integrity

= Operating Performance
= Stewardship

= Systems and Controls




Budgetary Integrity — Current
Criteria and Suggested Changes

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

= [he status of budgetary resources budgeted compared to
resources actually received and used

= How information on budgetary resources obtained and used
relates to information on the cost of program operations and
whether information on the status of budgetary resources
budgeted is consistent with GAAP based ether accounting
information for en assets, and liabilities, revenues, and
expenditures.




Financial Reporting on
Budgetary Integrity

FASAB does not establish standards for budgetary accounting and
reporting. As such budgetary accounting is not currently GAAP

A budget to actual receipts and disbursements statement should be
presented either in the notes or as RSI

There should be a reconciliation of actual receipts and disbursements
received and used as a result of the budget process to the GAAP based
financial statement revenues and expenditures. The reconciliation should
be shown in the notes to the financial statements or as RSI. Significant
changes in the budget from one year to the next should be disclosed in
MD®&A and reported in the notes.

Users should be educated about the difference in budgeting on a cash
basis of accounting versus accounting on a GAAP basis. The goal should
be to have the same budget and GAAP basis of accounting for budget and

financial statement reporting.
4



i An Alternative Approach

= As an alternative to including budget comparison statements and
budgeted disbursements to GAAP expenditures, refer users of GAAP
based financial statements to OMB or CBO. Many users of federal
financial statements do not understand the difference in the budget
basis of accounting for budgets and the GAAP basis of accounting for
financial statement reporting. Also, those that prepare budgets do not
currently get overly concerned with reconciliations of resources received
and used to GAAP based financial statements. To reconcile the two
requires significant effort.

= The question should be who benefits from reconciliations and
disclosures in MD&A, the notes, or RSI of budgetary accounting on a
cash basis to financial accounting on a GAAP basis. If there is no
appreciable additional useful information obtained one must ask
whether the cost of preparation is worth the effort.



Operating Performance — Current
:LCriteria and New Suggested Criteria

A description of the Department/major programs and their
purpose, goals and objectives, services provided, the
segment of the populations served, and
Department/program desired and intended outcome

The cost of providing specific programs and activities and
the composition of any changes in these cost

The efforts, and accomplishments, and challenges
associated with administering federal programs and
program changes over time in relation to costs

The efficiency and effectiveness of the government'’s
management of its resources and obligations assetsand

liabiities 6




Operating Performance
i Reporting

= Performance measurement reporting should
be in one or more of the following:
= MD&A
= RSI
= A separate report

= The hope is that at some point in time SEA
reporting would move into the financial
statements, notes, or supplemental
statements and notes.




Cost versus Managerial Cost
Accounting

r review of the NAPA Study I have concerns that the
meaning of “cost” was not clearly understood by all:

= The term cost, cost accounting, managerial accounting, and
managerial cost accounting have different meanings to
different people:

= Cost can simply mean the price paid to acquire, produce, accomplish,
or maintain anything — this can be for internal or external reporting

= Cost accounting is cost accumulation for inventory valuation and
income determination and more closely aligns with internal use

= Managerial cost accounting is using cost data for planning, control,
and decision making purposes most often within an organizations
= What are the priorities of the FASAB — external financial
reporting for users of financial statements or internal cost
accounting for financial management decision making? 8




i Operating Performance

= Financial reporting should provide
information on not only what has been
spent, but also what had been
accomplished.

= Government has the responsibility to
provide such information whether or
not asked for by the public.



Support in Accounting Literature
for Performance Reporting

= 1971 — AAA Committee
on Concepts

s 1972 — AICPA Trueblood
Committee

= 1978 — FASB —
Accounting in Non-
business organizations

= FASB Concepts Stmt. 1 —
financial reporting is not
restricted to fin./stmts.

1980 FASB — Reporting
SEA for non-businesses

1980 FASB Concept
Stmt. 4 — information in
units other than money
may be needed to help
IN assessing
performance for non-
business units.
Appropriate for non-
profit and government



GASB — Service Efforts and
Accomplishment Reporting

s 1984 — GASB established

= 1987 — Concept Stmt. 1.
F/S reporting should assist
In assessing SEA

= 1994 — Concept Stmt. 2 -
SEA is integral to GPEFR

s 1996-2002 SEA Research

2003 — Suggested criteria for
SEA

2008 — Concept Stmt. 5 — It
IS beyond GASB's scope to
develop performance
measures or benchmarks for

SEA.

2008 — Concept Stmt. 2
Amended

2008 — Suggested Guidelines
for Voluntary Reporting SEA.

11



Federal Performance
i Measurement Initiatives

s Government Performance and Results Act of
1993

= President’s Management Agenda Budget and
Performance Integration Initiative

= OMB's Program Assessment Rating Tool

= Unlike state and local governments, the
federal government has only one governing

body

12



Operating Performance At the Component
and Consolidation Level Should Address
i Major Department/Programs

= Department/program = Key (five and no more

mission, the segment than ten) performance
of the population measures for each major
served, and services Department/program

with reasons for selecting
= Description of major these financial and non-

orograms and goals financial measures -
and objectives for each = Department/program

= Explain how one would accomplishments
know the program is = Department/program
working challenges 13

provided



i Defining “Program”

= A task force should be assembled to
assist in defining the term “Program”

s From Evaluation — Rossi and Freeman

= The origin of a social program is the
recognition of a “social problem” - by
which we mean defects in human and
social conditions — and resolve to take
purposive, organized actions to remedy the
problem.

14



Stewardship Objective — Current
i Criteria and Suggestions

s Whether:
= The government'’s financial position and condition

improved or deteriorated evertheperied

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

= Government operations have contributed to the
nation’s current and future economic and social
well-being

15



Stewardship — Financial Condition
i and Financial Position

m A complete assessment of the Government’s financial
or fiscal condition requires analysis of historical
results, projections of future revenues and expenditures,
and an assessment of the Government's long-term fiscal
sustainabiflity. This Report (2013 Federal Govt. Financial
statements) discusses the Government’s financial
position at the end of the fiscal year, explains how and
why the financial position changed during the
year, and provides insight into how the Government'’s

financial condition may change in the future.

= Source — Financial Statements of the Federal Government 6



Stewardship - Either MD&A or

i RSI for
= For Major Federal programs,

= Financial reporting on  stewardship (and

Stewardship should sustainability) areas of public

address changes over interest include:

the reporting period = Social security

and changes into the . Medicare

future given current . Medicaid

policy. = Debt due the public

* Federal employee and VA benefits = Federal pensions & benefits
payable increased from $4.769

Defense/Veterans Affairs
trillion in 2007 to $6.538 trillion in

2013 = Interest on the Federal deblt
7



i Stewardship and Sustainability

= Research should be initiated to decide
whether stewardship also includes the
term sustainability or whether Concept
Statement 1 should be expanded to
also include sustainability as an
additional concept or to include within
stewardship

18



i Other Considerations

= For major programs selected, show what is
being paid by a citizen for expected benefits
compared to what it actually will cost to
provide that citizen the promised benefit in
the future. For example, what does a
typical person pay into social security or
Medicare compared to the benefits
expected to be received at sometime into
the future. Relates to sustainability.

19
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Why Should the Reporting Model

be Addressed?

Origin of the species

SFFAC 2-Entity and Display «

Form and Content/A-136
Evolution

GPRA & GPRAMA

User Groups/spending.gov/FASAB Task
Forces



What Should the Focus be On?

Agency statements

Flow statement



What are the Concepts?

Organization
Strategic Goals
Budget
Scrap Statement of Budgetary Resources
Budget resources and obligations
Actual spending
Outlays
Accrued costs
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And What is a Possible Format?

Budget Accrued
Fesources | Oblizations | Cutlays Costs
PROGRAM COSTS:
Strategic Goal A
Gross costs Fao0 w0 WA xnx
Less: earned revenue =K -0 -0 =K
Met program costs ANX A0 20K X

Strategic Goal B

Lross costs XK A A XX
Less: earned revenue XX X000 =200 XN
et program costs ANX A0 A0 HNX

Strategic Goal C

Gross costs 0K A0 A0 A
Less: earned revenue SN 300 -0 S0
et program costs NN A0 A0 ANX
Totals Facxx A0 A0 A
(GainlfLoss on pension, ORB assumption changes SO
Met program costs including assumption changes X 00K




What About Costs?

Problems
Number

Different organization
structures

Different constituencies o e S,
Pick your poison
Impact on cost accounting



And What Else?

Reporting results

Electronic reporting
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Handouts and Questions
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The information in this article is the unofficial view
of one of the FASAB members. Official positions of
the FASAB are determined only after extensive due
process and deliberations.
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The Federal Accounting Standards Advisory Board (FASAB) is
embarking on a project titled “Reporting Model.” The purpose

of this project is to revisit agency-level presentations of finan-cial
statements first defined in the early 1990s in OMB Bulletin 91-15,
“Form and Content of Agency Financial Statements,” and “State-

ment of Federal Financial Accounting Concepts (SFFAC) No. 2,

Entity and Display”; and to determine needed improvements.

The Federal Accounting Standards
Advisory Board (FASAB) is embark-
ing on a project titled “Reporting
Model.” The purpose of this project
is to revisit agency-level presenta-
tions of finan-cial statements first
defined in the early 1990s in OMB
Bulletin 91-15, “Form and Content
of Agency Financial Statements,”
and “Statement of Federal Financial
Accounting Concepts (SFFAC) No.
2, Entity and Display”; and to deter-
mine needed improvements.

It is a much-needed project. The
current financial reporting model has
served well, but updates are required.
In the past, financial statements have
greatly improved the reliability of the
agen-cies’ financial data. In 1991 audi-
tors were able to render an unquali-
fied opinion on only one agency’s
financial statements, and it required
11 months. By 2011, 21 of the 24 agen-
cies covered by the Chief Financial
Officers Act received unqualified
opinions 45 days after year-end.

Equally important has been the
disclosure of considerable, heretofore
unknown or ignored finan-cial infor-
mation. Examples are supposedly
“self-supporting” revolving funds
operating at sub-stantial deficits and
exceptionally large “receivables” bal-
ances determined not to be receiv-
ables, much less collectible. Hence,
a report titled “The Chief Finan-
cial Officers Act of 1990—20 Years
Later” stated, “The current finan-
cial statement reporting model and
independent audit pro-cess provide
credibility in financial operations and
information.”

WINTER 2043,

But considerable time has passed
since the early 1990s, a lot has been
learned, and a lot has changed. The
above report recommended that
FASAB, in consultation with the
Council of the Inspectors General on
Integrity and Efficiency, “evolve the
financial reporting model to better
meet the needs of all stakeholders.”
A task force established by FASAB to
study the understand-ing and use of
information in the government-wide
financial statements made at least four
rec-ommendations that are also perti-
nent at the agency level. They include
a need for more meaning-ful infor-
mation in the Statement of Net Cost,
spending information, improved per-
formance in-formation and an elec-
tronic Web-based reporting method.”

This article provides a perspec-
tive for a new agency-level report-
ing model based on the premise that
agency-level financial statements
will continue to be required. The
fact that most CFO Act agencies rou-
tinely receive an unqualified opinion
on their financial statements is not
evidence that the requirement for
annual, independently audited finan-
cial statements is no longer valid.
Preparing financial statements and
subjecting them to audit provides a
discipline that assures agencies main-
tain reliable financial records, and
just because an agency receives an
unqualified opinion does not mean
it will receive one forever. Just ask
the Departments of Energy, Labor, or
State, the National Aeronautics and
Space Administration, or the Federal
Aviation Administra-tion.

THE BASIC MODEL

Having established the benefit of
and need for financial statements, the
first question in regards to evolving
the model is “Where should stronger
emphasis be placed?” The answer:
on the oper-ating statement. With
businesses, profit is the objective; the
balance sheet is important because
it helps users forecast a business’s
future returns and cash flows. The
objective of a government, however,
is not profit; it is to provide services.
The ideal operating statement, then, is
the state-ment most closely related to
services provided because it reveals
the cost of those services. Hence,
that is where the emphasis should be
placed.

The second question is “What
kind of operating statement will
serve the variety of stakehold-ers?”
Congress and senior managers are
concerned with compliance with
the budget and availa-ble spending
authority. The Recovery Act showed
that the public, and particularly pro-
gram bene-ficiaries, have an interest
in spending information. And since
it is easy in government to defer
payment for services to future peri-
ods — which is frequently several
years into the future — knowing the
full cost of programs and services
is important, indeed vital, informa-
tion. The mod-el, therefore, should
provide an operating statement that
meets all those needs.

The third question is “How
should the information be aggre-
gated or disaggregated in an operat-
ing statement?” Congress passed
the Government Performance and
Results Act (GPRA) and up-dated
it with the GPRA Modernization
Act of 2010 (GPRAMA) to improve
federal program ef-fectiveness and
accountability by “promoting a
new focus on results” to “improve
service deliv-ery and ... congres-
sional decision-making by provid-
ing more objective information.”
The heart of the Act is that each
agency, in consultation with Con-
gress, must define its mission and
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FIGURE 1
Department of X

Statement of Budget, Spending and Costs, Li ks
For the Year Ending September 30, 20XX ¢
- e L LR - d AR R

Budget Accrued
Resources | Obligations | Outlays Costs

PROGRAM COSTS:
Strategic Goal A
Gross costs $xXxXX XXX XXX XXX
Less: earned revenue -XXX -XXX -XXX -XXX
Net program costs XXX XXX XXX XXX
Strategic Goal B
Gross costs XXX XXX XXX XXX
Less: earned revenue -XXX -XXX -XXX -XXX
Net program costs XXX XXX XXX XXX
Strategic Goal C
Gross costs XXX XXX XXX XXX
Less: earned revenue -XXX -XXX -XXX -XXX
Net program costs XXX XXX XXX XXX
Totals $xxX XXX XXX XXX
(Gain)/Loss on pension, ORB assumption changes -XXX
Net program costs including assumption changes X, XXX

strate-gic goals and thereby specify
what it is trying to achieve with the
services it is providing. It is logical,
therefore, to aggregate the agency’s
costs by strategic goal in order to
identify for Con-gress and others
the amount the agency is expend-
ing on each of the strategic goals it
is trying to achieve. This also pro-
vides the statements’” users with
dollar amounts against which they
can begin to compare the outputs
and outcomes achieved for the stra-
tegic goals and decide whether the
amounts are commensurate with
the achievements.

Some agencies have preferred to
report their costs by sub-organiza-
tion (HHS), appropriation (DOD),
program (DOL, HUD), and/or fund
(GSA). They claim that that is the
aggregation Con-gress understands
and wants. For those agencies, the
aggregation of costs should still be

30 JOURNAL OF GOVERNMENT FINANCIAL MANAGEMENT

orga-nized by strategic goal in order
to present how much is expended to
pursue the different elements of the
mission, with a note used to disclose
how those costs can be crosswalked
to the sub-organizations, appropria-
tions, programs or funds. In this way,
the agencies can provide Congress
with the costs arrayed both by goal
and by sub-organizations, appropria-
tions, programs or funds.

Equally important, this approach
must meet the needs of those who
want to know the costs of programs,
no matter how the term “program”
is used. Many will say that strate-
gic goals are achieved through the
conduct of various programs. Thus,
the costs of strategic goals would
be aggregations of the costs of the
programs comprising the strategic
goals. The reporting model should
encompass disclosure of the costs of
an agency’s largest programs or at

least the costs of programs of interest
based on specified criteria.?

Application of the requirement to
disclose the costs of strategic goals and
at least some programs would require
agencies to ascertain costs at the pro-
gram level. Hence, the new model
would be a major stimulant in agen-
cies, where it has not yet occurred, to
the adoption of the cost accounting
requirements of the Statements of Fed-
eral Financial Accounting Standards
No. 4, “Managerial Cost Accounting
Concepts and Standards.”

The fourth question in developing
the basic model is “How should the
financial information be presented?”
I envision a presentation in which the
following information for each stra-
tegic goal would be arrayed in four
columns (see Figure 1):

e Column 1 — Budget resources, to
present the amount that could be
spent for each goal and program

¢ Column 2 — Obligations, to pres-
ent the extent to which the budget
resources have been used and, by
calculation, the amounts of budget
resources still available

® Column 3 — Outlays, to present
what was actually spent for the
strategic goals and on the programs

e Column 4 — Accrual-based costs,
to present the full cost for the
goal (e.g., costs paid pres-ently,
costs paid in prior years, and most
importantly, costs yet to be paid)

Although 1 have labeled this
statement a “Statement of Budget,
Spending and Costs” to re-flect its
comprehensiveness, it could well be
labeled differently. The important
consideration is its content.

Some have said that this format
will not provide a good comparison
between budget and obliga-tions
because the obligations could be
against prior year or no-year appro-
priations. Although that is true, for
an obligation to be made there must
be budget resources — which is dif-
ferent from budget authority.* Hence,
the second column would be total
budget resources available, regard-
less of source, so users can see how
much of those resources have been
both obligated and not yet obligated.
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ADDING THE
PERFORMANCE ELEMENT
TO THE MODEL

The new reporting model should
also address performance infor-
mation. The agencies are already
required by the GPRA and GPRAMA
to report performance information.
SFFAC 2, “Entity and Display,” and
SFFAS 15, “Management’s Discus-
sion and Analysis,” require that
agency finan-cial statements include
performance information. Since the
financial reporting model will ad-
dress reporting the use and results
of financial resources, it seems only
logical that the FASAB statement also
address performance information,
e.g., the results, as well as address
financial in-formation.

Fortunately, the Governmental
Accounting Standards Board (GASB)
has already identified six qualita-
tive characteristics that represent the
attributes performance information
should possess in order to effectively
communicate performance to users.’
They are:

* Relevance — The performance
information should have a close
logical relationship to the purpose
for which it is intended to be used
and capable of making a differ-
ence in a user’s assessment.

¢ Understandability — The per-
formance information should
be readily understandable and
include explanations and interpre-
tations to help users comprehend
the information.

e Comparability — Users should be
able to make comparisons in order
to have a basis and context for
assessing performance.

* Timeliness — The performance
information should be reported
to users before it loses its value
for assessing accountability and
informing decisions.

¢ Consistency — The performance
measures should be reported in
the same way over time.

¢ Reliability — Performance
information should be verifiable,
objective, comprehensive in cover-
age and faithfully representative.

WINTER 2043

Research reveals another charac-
teristic that is important if perfor-
mance information is to be use-ful
for decision-making. That character-
istic is “Actionable.” The information
should be able to point to whether or
not actions are needed and whether
or not decisions can be made that will
affect behavior and/or outcomes.

GASB also identified some essen-
tial components of reports containing
performance measures that deserve
consideration. Reporting should be
limited to the key measures so that
readers can focus on the essentials.
There must be links between the
goals and measures. Analytical infor-
mation is essential to understanding
performance, such as challenges, why
targets were not met, plans for meet-
ing unmet targets, reasons targets
have been exceeded and reasons why
targets have changed.

Finally, GASB addresses what is
necessary for effective communica-
tion of performance infor-mation.
This includes such matters as iden-

tifying and considering the intended
users of the per-formance information
and considering whether they can
be satisfied with references or drill-
downs to additional information.

In other words, the framework
for the new reporting model can
and should provide guidance for
reporting performance information
in the Performance and Account-
ability Reports and Agency Finan-
cial Reports. Even though GASB'’s
work provides a solid foundation,
it would need to be tailored to the
federal environment.

ADDING THE ELECTRONIC
REPORTING ELEMENT

This leads to a possible third ele-
ment in the new model: electronic
reporting, a recommendation of the
FASAB Financial Reporting Model
Task Force® The initial reaction of
many, however, is that electronic
reporting is a matter for preparers and
auditors, not accounting standards.

Son
Wh

with IDEA. For a free demo, contad

IMprores resuns wn samne pow wapmamrss

sales@audimation.com or call 888-441-2800

Audimation

1/3 poY
p/u Fall12

JOURNAL OF GOVERNMENT FINANCIAL MANAGEMENT 31


mmalesardi
Cross-Out

mmalesardi
Replacement Text
2012

Hal Steinberg
Highlight

Hal Steinberg
Highlight

Hal Steinberg
Highlight

Hal Steinberg
Highlight

Hal Steinberg
Highlight


Keep in mind, there are numerous
accounting/reporting issues associ-
ated with electronic reporting. Exam-
ples include:

e What are the boundaries of an
electronic financial report?

» Should there be a statement
identifying the contents and
structure of a financial re-port
based on generally accepted
accounting principles (GAAP)?

» Should there be a warning
message showing when the
boundaries of the financial
report have been crossed?

¢ What markings are necessary for
information accessible through but
provided outside of the GAAP-
based financial report?

» How should the markings
address potential departures
from the principles estab-
lished for the GAAP-based
financial report?

¢ Should the excerpts from a GAAP-
based financial report provide a
reference to the com-plete finan-
cial report?

* What kind of linking is neces-
sary to the significant accounting
principles used to prepare the
financial statements?

e Should a notation that the finan-
cial information has been audited
be required on the Web pages?

¢ What kind of dating is necessary
for the Web pages?

e What type of access to historical
information should be available?

In actuality, these issues are cur-
rently having no impact on the pre-
parers and probably little im-pact
on the users. For the preparers,
electronic reporting facilitates mak-
ing information more readily avail-
able, complete and timely. For the
users, electronic reporting facilitates
access. For these reasons, electronic
reporting is becoming popular
among both groups.
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The Board can therefore wait and
issue statements that confirm what
will become common prac-tices, or it
can get ahead of the curve and help
both preparers and users by setting
meaningful guidelines.

CONCLUSION

Implementing the above ideas
would be a big order. For some agen-
cies, some of the above no-tions
would be a significant change. For all
agencies, there would be lots of pieces
to absorb.

But the federal government has
been working with the current finan-
cial reporting model for twenty years.
Although that model helped launch
the financial management improve-
ment pro-cess and provides consider-
able useful information today, there
is increasing demand for dis-aggre-
gated information and electronic
access.

Also, while there are strong
voices calling for evolution, such as
the recommendation in the Chief
Financial Officers Council and the
Council of the Inspectors General
on Integrity and Effi-ciency report,
“The Chief Financial Officers Act of
1990—20 Years Later,” there are also
ex-pressions of dissatisfaction with
the existing model and calls for more
substantial changes.

It would be hard not to support a
measured effort to develop a new
financial reporting model that will
serve the new needs.

End Notes

1. “The Chief Financial Officers Act of
1990—20 Years Later,” a report of the Chief
Financial Officers Council and the Council
of the Inspectors General on Integrity and
Efficiency, July 2011, required by the Im-
proper Payments Elimination and Recovery
Act of 2010.

2. “Financial Reporting Model Task Force
Report to the FASAB: Electronic Web-based
Financial Reporting,” De-cember 2010.

3. Congress has already expressed an
interest in the budget resources provided by
each program. Section 1122(a) of the Govern-
ment Performance and Results Moderniza-
tion Act of 2010 requires an identification
of each agency’s programs, consistent with
guidance provided by the Office of Manage-
ment and Budget, and an identification of the
funding for those programs for the current
and previous two fiscal years.

4. “Budget authority” is the authority
provided by law to enter into financial
obligations that will result in immedi-
ate or future outlays involving federal
government funds. The basic forms are 1)
appropriations, 2) borrowing authority, 3)
contract authority, and 4) spending author-
ity from offsetting collections and receipts.
“Budgetary resources” is a broader term. It
includes not only new budget authority, but
also unobligated balances from prior years’
budget au-thority, direct spending author-
ity and obligation limitations.

5. SEA Performance Information: The
Governmental Accounting Standards
Board’s Suggested Guidelines for Vol-untary
Reporting, Governmental Accounting Stan-
dards Board, Norwalk, CT, 2010.
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REPORTING MODEL
POSSIBLE OUTLINE FOR A CONCEPTS STATEMENT

INTRODUCTION

1.

7.

Statement of Federal Financial Accounting Concepts 2, Entity and Display, established a
conceptual framework for a reporting model for Federal agencies.

The conceptual framework became the foundation for the form and content of agency
financial statements that the Office of Management and Budget (OMB) is statutorily required
to prescribe.

The framework and the form and content enabled the agencies to generally fulfill the
objectives for financial reporting set forth in Statement of Federal Financial Accounting
Concepts 1, Objectives of Financial Reporting.

Specifically, the framework identified that the Federal government’s financial reporting
objectives can be met with “stock™ statements that present financial information as of a
particular point of time, and by “flow” statements that provide information for a period of
time.

The framework also recognized that one of the reporting objectives is concerned with
budgetary integrity, namely a) how budgetary resources have been obtained and used and
whether their acquisition and use were in accordance with the legal authorization, and c) the
status of the budgetary resources, and c) 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. Hence a report would be needed to enable that objective to be met

Statement of Federal Financial Accounting Concepts 2 then suggested that the reporting
objectives could be met by reporting entities (i. e., Federal agencies) with the issuance of the
following basic financial statements:

e Balance Sheet

e Statement of Net Cost

e Statement of Changes in Net Position

e Statement of Custodial Activities, when appropriate

e Statement of Budgetary Resources
Statement of Federal Financial Accounting Concepts 2 also specified that a Statement of

Program Performance Measures. although not a basic financial statement, is nevertheless an
important component of a financial report and should be issued by the reporting entities.



8. The framework suggested in Statement of Federal Financial Accounting Concepts 2 was
adopted by OMB for the form and content of agency financial statements, first in a series of
Bulletins, and subsequently in Office of Management and Budget Circular A-136, Financial
Reporting Requirements. More specifically, not only were the above financial statements
were required. In light of the Budgetary Integrity sub-objective, how information on the
use of budgetary resources relates to information on the costs of program
operations, an additional Statement of Financing was added that reconciled obligations
incurred, which is determined from the budgetary accounting. to the net costs, which is
determined from the financial accounting. Also, agencies were required to include in the
document containing the financial statements, a Performance Section that was analogous to
the Statement of Program Performance Measures.

DEVELOPMENTS SINCE ISSUANCE OF SFFAC 2

9. This reporting model and the resulting statements have generally been followed for the past
twenty years. The only changes have been:

OMB determined that the Statement of Financing is actually a reconciliation between
two basis of accounting and that the disclosures in the Statement would be more
appropriate to present in a footnote.

The Federal Accounting Standards Advisory Board (FASAB) recognized that the
Federal government operates several social insurance programs, e. g., Social Security,
Medicare, for which the Stewardship objective is particularly germane. Hence it
issued standards requiring agencies that operate such programs to issue statements
that enable users to assess whether future budgetary resources will likely
be sufficient to sustain these public services and meet obligations as
they come due.

OMB permitted the agencies to delete from their financial reports, the
Performance Section (which was analogous to the Statement of
Program Performance), and instead issue the performance information
in a separate document several months after the basic financial
statements are issued.

10. Considerable time has passed since definition of the original reporting model in Statement of
Federal Financial Accounting Concepts 2. Hence, the views of how the reporting model
should meet the reporting objectives have changed. For example:

The enactment of the Government Performance and Results Act and Government
Performance and Results Act Improvement Act Modernization Act have placed
emphasis on the importance of establishing and working toward accomplishment of
strategic goals, improving the effectiveness and efficiency of Federal programs and
spending, and reporting the results in an integrated manner.



11.

12.

e User groups established by FASAB have stated a desire to know the costs of the
programs and services the Federal agencies provide.

e User groups have also stated that the financial information reported by the agencies
needs to be integrated with the budgetary information which is used to enact
appropriations and manage spending.

e The Coburn-Obama Act, www.spending.gov, and the establishment of
www.recovery.gov following enactment of the American Recovery and Reinvestment
Act revealed a significant interest in the spending of the Federal dollars.

e The Chief Financial Officers Council and OMB decided to fulfill this interest by
experimenting with a statement that provides an overview of how and where agencies
are spending money.

e A Task Force established by FASAB to study the financial reporting model
recommended that FASAB explore how best to report additional government-wide
performance information. It also recommended the establishment of minimum
requirements for a Schedule of Spending.

The above developments do not indicate any concern with the stock statement, that is the
reporting of what the agencies own and/or owe. The concern is with the flow statements, and
an expectation that, ideally, they would reveal the monies budgeted, intended to be spent,
actually spent, and accrued but unspent for services; and the results of those expenditures.

Moreover, the ideal flow statement would attempt to fulfill the above information
desires/needs without being overly complex or difficult to understand.

MODEL FOR A NEW FLOW STATEMENT

13.

14.

15.

The first matter to address is how to organize the flow statement. One could argue that
Congress stated in the Government Performance and Results Act and Government
Performance and Results Act Improvement Act that it wanted to promote a new focus on
results and improve service delivery. Hence, organizing the flow statements in accordance
with the strategic goals the agencies establish to define and guide the delivery of services
would be the simplest way for users to assess what is budgeted, intended to be spent, actually
spent, and accrued but unspent for those services.

Organizing the flow statements in accordance with the strategic goals the agencies establish
would also enable users to compare the financial amounts against the results achieved for the
strategic goals and decide whether the amounts are commensurate with the results.

Despite the appropriateness of organizing the flow statement in accordance with strategic
goals, in some instances, current practice is to organize the flows by organization,
appropriation, program, and/or fund. Although this might be because of a perceived
Congressional desire to aggregate the flows in accordance with other than the strategic goals,



16.

17.

it need not preclude organizing by strategic goal. The flows can be organized by strategic
goal as well as cross-walked to an organization of the flows by organization, appropriation,
program, or fund.

It is only twenty some years since agencies have been required to issue financial statements
presenting monetary flows. Another reason, therefore, that flows have been organized by
organization, appropriation, program, and/or fund, rather than by strategic goal, could be a
continuing systems inability to capture the information in accordance with the strategic goals.
That, however, should not preclude presenting information in a manner that enables users to
assess the various dimensions of the flows.

Moreover, meeting the above information needs requires the presentation of flows in
accordance with strategic goals for several dimensions: the amounts of budgetary resources
available during the reporting period; the amounts of budgetary resources expected to be
used, the amounts actually spent during the reporting period; and the amounts incurred for
each, even if not spent.

PRESENTATION OF BUDGETARY RESOURCES AND THEIR USE

18.

19.

20.

21.

The amounts of available budgetary resources are presented in the current reporting model in
a separate Statement of Budgetary Resources. This statement presents detailed information
about the many types of budget authority; the status of that authority; the use of that
authority, i. e., obligations; and the outlays for an entire reporting entity. In fact, the
statement is a combination of all of the SF-133s, Report on Budget Execution and Budgetary
Resources, that an agency must submit to OMB. The SF-133 is a complex report which is
used to monitor execution of individual budget accounts, is understandable almost solely by
budget personnel.

In presenting budget information, it is more appropriate for a flow statement to present the
kind of information with which readers can assess the actual flows in comparison to the
expected or projected, i. e., budgeted, flows. In this way, users could ascertain whether an
entity used more than the budget resources, it did not use the full amount, and/or the extent to
which budget resources remain and could be made available for other purposes.

It is important to note that budget resources are different than budget authority. Budget
authority represents what has been enacted during a reporting period. Obligations and
expenditures can be made against prior year budget authority and no-year budget authority.
On the other hand, obligations or expenditures cannot be made unless there are budgetary
resources. Therefore, the more appropriate value for representing what is expected to be
used is budgetary resources, not budget authority.

Governments use two types of accounting. Budgetary accounting enables a government to
be sure that it does not expend more than it has projected or budgeted to expend. Financial
accounting enables a government to ascertain its assets, its liabilities, and the costs of the
services that it provides.



22.

23.

24.

25.

26.

27.

28.

Statement of Federal Financial Accounting Concepts 1, Objectives of Financial Reporting,
identified four major groups of users of Federal financial statements: Congress, citizens,
executives, and program managers.

One user group, Congress, is responsible, according to the U. S. Constitution, for authorizing
through a budget, the monies the agencies are allowed to expend. It tends to make decisions
based on the amounts reported with budgetary accounting.

The other user groups, namely the citizens who pay for the services the government provides,
and the executives and managers, who must manage the delivery of the services, are likely to
find the information available from financial accounting more informative and useful,
particularly for controlling costs.

Considering that the funding decisions are made by Congress, who relies upon the
information provided by budgetary accounting, the information made available with financial
accounting will not be as useful to Congress, and may, as a result, not be of interest to the
executives or managers either.

Some governments can address this conundrum because their legislatures prepare budgets
using the accrual basis upon which financial accounting is based and which recognizes
assets, liabilities, and costs. The financial statements of these governments can be used to
both monitor budget execution and ascertain assets, liabilities, and costs.

It is still possible for a government that does not budget on the accrual basis to adopt a
reporting model that uses a single financial statement to meet both needs. Presenting the
budgetary resources by strategic goal is the first part of that financial statement. The next
part would be presentation of the extent to which the budgetary resources have been used,
again in accordance with the entity’s strategic goals.

In the Federal government, issuance of a written, legal document that binds the government
to pay for goods or services when received is deemed to be the use of budgetary resources. It
is called an obligation. Therefore, reporting the obligations by strategic goal, which could
then be compared against the budgetary resources by strategic goal, would enable entities to
report both the use of the budgetary resources appropriated for each strategic goal and their
status.

PRESENTING SPENDING

29.

30.

As stated, there is considerable interest in the amounts of monies the Federal government
actually spends. This has been confirmed by the number of hits on both www.spending.gov
and www.recovery.gov.

Hence, in concert with the Chief Financial Officers Council, OMB has developed a Schedule
of Spending to address this apparent interest in spending information. In a section titled
What Money is Available to Spend, the Statement presents a) Total Resources, which is the
same as Budgetary Resources, and b) Total Amounts Agreed to be Spent, which are the



31.

32.

entity’s Obligations. These amounts are presented for the entity as a whole rather than for
individual strategic goals, organizations,, programs, etc.

The next step in the flow of funds is the actual spending of the money, which the Federal
government characterizes as “outlays.” These are the amounts that citizens are likely to be
even more interested in than the amounts the government agreed to spend.

The outlay amounts are also likely to be important information for the Congress because
outlays are one of the determining factors in whether the government has a surplus or a
deficit.

PRESENTING TOTAL COSTS

33.

34.

35.

36.

37.

Unfortunately, the outlay amounts do not reflect the total costs of an endeavor. Some costs
could have been paid for in prior years. More importantly, there are frequently significant
costs that do not have to be paid for until the future. Pension costs for the employees,
accrued leave, and environmental cleanup costs are just a few examples. It is important to
know the total costs, both to know what still has to be paid for and to compare the costs to
what is being received for incurring the costs, that is, the results for the strategic goals. .

Agencies tend to have a limited number of strategic goals, generally four to six, which means
the typical agency would present information for only four to six flows. This would not meet
the needs of those who stated a desire to know the costs of the programs and services the
Federal agencies provide, or discrete activities such as a war.

The problem in establishing a uniform lower level of activity in which agencies can report
flows is that each agency is organized differently, has different constituencies with different
interests, and provides different programs, services, and activities.

On the other hand, since each agency is cognizant of its most important programs, services,
and activities, as well as those in which there is the most constituency and other interest,
selecting a limited number, say five or so, and reporting budgetary resources, obligations,
outlays, and accrued costs for those programs and activities would meet those users’ needs.
It would not matter whether the programs or activities support a single strategic goal or two
or more strategic goals.

FASAB issued Statement of Federal Financial Accounting Standards 4 Managerial Cost
Accounting, in order that Federal agencies would provide reliable and timely information on
the full cost of federal programs and activities and their outputs. The Standard has five
requirements:

e Each reporting entity should accumulate and report the costs of its activities on a
regular basis for management information purposes.

e Management of each reporting entity should define and establish responsibility
segments.



e Reporting entities should report the full costs of outputs in general purpose financial
reports.

e Each entity’s full cost should incorporate the full cost of goods and services that it
receives from other entities.

e Costs of resources consumed by responsibility segments should be accumulated by
type of resource.

These requirements, which are at an extremely high level, assure reliable and timely cost
information at only the level at which flows are currently reported, i. ., strategic goals, sub-
organizations, appropriations, or funds. Reporting flow information for the limited number
of programs or activities drawing significant constituent interest would meet the needs of
users interested in the flows for specific programs, activities, etc., plus drive the adoption of
cost accounting and the use of cost information deeper into the Federal agencies.

PERFORMANCE INFORMATION

38.

39.

As stated, Statement of Federal Financial Accounting Concepts 2, Entity and Display,
suggested that a Federal agency’s financial report should include a Statement of Program
Performance Measures. This suggestion was met by the Form and Content requirement for
the inclusion of a Performance Section in a Performance and Accountability Report. With
the OMB-permitted removal of the Performance Section from Performance and
Accountability Reports, the reporting of performance information by some agencies has been
limited to historical performance trend data for the entity’s strategic goals and selected key
performance measures associated with those goals.

There are several reasons why agency financial reports should present performance
information.

e Statement of Federal Financial Accounting Concepts, Objectives of Financial
Reporting states Federal financial reporting should provide information that helps the
reader to determine the efforts and accomplishments associated with federal programs
and the changes over time and in relation to costs.

e A report that purports to present the flow of resources is not complete unless it
presents the results of the use of the resources.

¢ Including performance information in an integrated financial report enables users to
assess how much the reported outputs and outcomes are costing and whether they are
worth the costs.

e The FASAB Task Force recommendation that FASAB study how best to report
additional government-wide performance information is based on the premise that the
agency financial reports should present more performance information



40. Not only does this suggest the need for reiteration of the suggestion for a Statement of

41.

Program Performance Measurement. Since Federal agencies are required by the Government
Performance and Results Act, as amended, to report performance information annually, it
would be appropriate for a concepts statement to address the key components for a report of
performance measures. Examples are the importance of identifying and considering the
intended users of the performance information; considering the extent to which their needs
should be addressed with references or drilldowns to additional information; the importance
of assuring linkages between the measures and the strategic and performance goals; limiting
the reporting to the “key”” measures in order that readers can focus on the essentials;
providing sufficient analytical information, e. g., challenges, why targets were not met, the
plans for meeting unmet targets, the reasons targets have been exceeded, the reasons why
targets have changed, all of which is essential to fully understanding performance.

Statement of Federal Financial Accounting Concepts 1 also describes the qualitative
characteristics that financial information needs in order to be effective. Relating those
qualitative characteristics, as well as an additional characteristic—e. g., Actionable—to
performance information could provide further guidance for determining the most effective
way to report performance information . Actionable means the information should be able to
point to whether actions are needed and whether decisions that hopefully will affect behavior
and/or outcomes can be made.

ROLE OF ELECTRONIC REPORTING

42. Financial reporting has traditionally been comprised of paper-based historical reports. The

availability of technology has accelerated the demand for information. It has also enabled,
indeed stimulated, the delivery of information through additional mechanisms and in
additional formats.

43. If agencies are to report electronically, it might be appropriate to establish parameters for

such matters as:

e the boundaries of the electronic financial report. It might be desirable to have a
statement identifying the contents and structure of a generally accepted accounting
principles (GAAP)-based financial report and a warning message showing when the
boundaries of that financial report have been crossed;

e the markings necessary for information accessible through the GAAP-based financial
report, but provided outside of the GAAP-based financial report, and whether and
how the markings should address departures, if any, from the principles established
for the GAAP-based financial report;

e whether excerpts from a GAAP-based financial statements should provide a reference
to the complete financial report



whether a linking is necessary to the significant accounting principles used to prepare
the financial statements;

whether a notation that the financial information has been audited should be required
on the web pages

the kind of dating needed for the web pages; and

the type of access that should be made to available historical information
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Unique Characteristics of the Federal
Government

the range of its activities (e.g. defense, Social Security,
and managing the money supply);

the diversity of its resources (e.g. national parks and
monuments, stores of gold bullion, and military
hardware);

the nature of its obligations (e.g. Social Security
benefits, loan guarantees, and commitments to carry
out social programs);

the role of the budget and the manner in which it is
formulated;

the extent of its powers (e.g. to tax, to print currency
and to regulate commerce).












Key Deficiencies of Reporting
Model (Cont’d)

It provides information on budgetary integrity but only in a legal sense
— Agency statements focus on budgetary resources

— Budget is on a cash basis, is based on estimates that may be
unreliable, and does not always capture anticipated costs; lacks the
discipline that would be imposed by actual to budget comparisons.

Although managing the money supply is a key function of government, it
fails (at the government-wide level) to provide key data on the financial

position of the Federal Reserve System and the transactions in which it
engages



Statement of Net Cost
for the Year Ended September 30, 2012 (See Note 1.U.) Loss
from
Gross Earned Changes in Net
{In billions of dollars) Cost Revenue Subtotal Assumptions Cost

Department of Health and Human Senvices ... 9224 67.8 8546 0.3 8549
Social Security Administration .................... 8229 03 8226 - 8226
Department of Defense._. 769.6 56.0 7136 704 784.0
Department of Veterans Aﬂars . 2099 41 2058 . 3551
Interest on Treasury Securities Held by the F'ubllc 245 4 - 2454 2454
Depa‘lmerlafAmmthre 158.8 120 146.8 - 146.8
=1 g (=20 (=3 19.1 S ] - 4618
- 1026
SEE i _ . 0.8 765
Depammrl of Homeland Secum]r 99 490
Department of Housing and Urban Deuelnpmem 15 725
Department of Energy.... ¥ 43 559
Department of Justice . X 13 aTs
Department of State . 35 260
Maticnal Aeronautics md Space Admnlstramn . 0.2 179
Department of the Interior ... . 27 19.0
Agency for Intemational Develupmem . 02 1.2
Department of Education ... i 200 426
Federal Communications Cammmlm I 04 96
Railroad FbetlrementBuard 3 51 10.1
Environmental Protection Agency..........._._ . 0.3 104
Department of Commerce........... . 26 94
Mational Science Foundation ... . - 73
U.S. Postal Semvice ..o R 642 173
Smithsonian Institution______. i - 07
Small Business Administration . : 04 1.1
U.S. Nuclear Regulatory Commission ... . 0.8 02
Export-import Bank of the United States ... . 08 0.4
Farm Credit System Insurance Corporation............... 0.1 (0.1)
Pension Benefit Guaranty Corporation ...................... . 104 98
Securities and Exchange Commission __. . 16 (0.4)
Tennessee Valley Authority . i 113 (0.3)
General Services Administration...._._._._._._._._._ . 05 (0.4)
Mational Credit Linion Administration ... B 10 0.3
Federal Deposit Insurance Corporation ... : 193 (16.9)
Department of the Treasury ... R 275 (180.4)
All other entities ... : 0.8 536

TOMAL e . 350.8 3.494.1 3202 38143




CONSOLIDATED STATEMENT OF NET COST
For the Years Ended September 30, 2012 and 2011
(Dollars in Thousands)

NET COST OF OPERATIONS (Note 1-5 and 15)
CROSSCUTTING PROGRAMS
Income maintenance

Gross cost
Less earned revenue

$

100682210
(4,338,716)

Net proSLapsgeaet
Efnployment and training

Less earned revenue
Met program cost

129.233.668
(4,335,839)

Py ) a4

6,695,330
{10.606)

124 897 829

6,684,724

7,644 815

Labor, employme
Gross cost
Less eamed revenue
Net program cost
Worker safety and health
Gross cost
Less eamed revenue
Net program cost

OTHER PROGRAMS
Statistics
Gross cost

Less earned revenue
Net program cost

COSTS NOT ASSIGNED TO PROGRAMS
Gross cost
Less earned revenue not attributed to programs
Net cost not assigned to programs

Net cost of operations

836,184
(9,944)

826,240

996,362
(4,028)

992,334

683,562
(11.320)

672,242

81,176
(22 166)

00,472
(22.774)

59.010

37,698

$

105,651 886

135,071,158




A. Consolidating Statement of Net Cost by Major Program Agency

Net cost by major program agency for the year ended September 30, 2012 consisted of the following:

Employment Office of Office Occupational

and Training Work of Safety and Health
P Job Corps

(Dollars In thousands)

CROSSCUTTING PROGRAMS
Income maintenance
Intra-governmental 1364953 § 325022 §
With the public 93,636,205 5,324,918
Gross cost 95,001,158 5,649,940
Intra-g (1,319,939) (3,018,284)
Public earned rgys

- 22)
" T (3,018,306)

93,681,219 N 2,631,634

Employment and training

Intra-governmental 37.027
With the public 4,644,930
Gross cost 4,681,957
earned (10,323)
Public earned revenue (28)
(10,351) P d
4,671,606 /

Intra

With the public
Gross cost

Intra

tra-g earned
Public earned revenue
Less earned revenue
Net program cost

Worker safety and health

Intra-governmental

With the public
Gross cost

Intra

tra-g earned
Public earned revenue
Less earned revenue

Net program cost

OTHER PROGRAMS
Statistics
Intra-governmental
With the public
Gross cost

Intra

g earned

Public earned revenue
Less earmned revenue
Net program cost

COSTS NOT ASSIGNED TO PROGRAMS
Gross cost
Less eamed not to pr
Net cost not to

Net cost of operations $ gzsa.m } 2,631,634 § 1,768,951 §

~N A




ETA contributes to the following Departmental goals in support of the Department’s vision of good jobs
for everyone:
< Outcome Goal 1.1 — Increase wnrkers incomes and narrow wage and income mequahty
Outcome Goal T2 it : . :
based economy. 1111..111(1]110 n 111,,]1 gmwﬂl and emerging mdustry sectors lLke green’” jobs.

Outcome Goal 1.3 — Help wnrkers who are in low-wage jobs or out of the labor market find a path
into muddle class jobs,

Outcome Goal 1.4 — Help middle-class families remain in the middle class.

Outcome Goal 1.5 — Secure wages and overtime.




ETA — Increase the average earnings of mdividuals served through the Workforce Investment Act (WIA), Registered Apprenticeship, Community Service Employment for Older
Americans (CSEOA), Job Corps, and Trade Adjustment Assistance (TAA) Programs

Six Months Average
[Eamings (Apprenticeship)

$19,324

$19.352

$19.352

Six Months® Average

$20.335

§22.210

$23.400

Eamings has increased by
$3.074 since FY 2010. This

corresponds to a drop in the
construction industry’s annual
lunemployment rate from
20.6% in 2010 to 13% in
2012.

ETA will contimue techmical
assistance strategies that help
sponsors increase the numbers
of apprentices who complete
their programs.

|51x Months Average
[Eamings (WIA Adult)

$12.862

$13.741

$12.721

$12.865

$14.450

$14.765

WIA Adult met its goal for

$14,649

$13.712

$13.801

$13 457[1]

age eamings in PY 2011
This is an indicator that

T

N

T

T

[beginning to return to pre-
recession economic downtum
rates.

ETA will continue to promote
credential attainmment, which is
shown to have a strong impact
on entering employment,
increasing wages, and
[providing employment
security to jobseekers.

$14,888

$15.542

$15.238

$15.418

$18,737

$19.136

$16,167

$16.804

$17.550

$16.516

Wages for DW placements
exceeded their target for PY

T

T

T

T

2011, ndicating improved
quality of employment
[placements.

ETA will use guidance to
continue to promote credential
attainment to the workforce
system: credential attainment
iz shown to have a strong
impact on increasing wages to
jobseekers.

|5ix Months Average
[Eamings (TAA)

$14.050.00

$13.386.00

$12.214.00

$13.074.00

$13.248.00

$19.381.00

Positive outcomes are a result

$14.281.00

$15.087.00

$14.214.00

$18.184.00

£18.787.00

of contmued focus on
employment and case

T

T

T

T

Y

mana, services which
has led to effective service
strategies.

$9.157.00

£9.174.00

$9.261.00

$0.363.00

£10,660.00

$10.894.00

$11.133.00

$9.780.00

$9.853.00

$10.175.00

$9.858.00

T

T

T

T

needs of low-skilled adults in
order to improve quality job
[placements and caresr
advancement.

Although the target was met,
there are still fewer jobs in.
high growth. high wage

occupations available in tribal p

territories.




CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the Years Ended September 30, 2012 and 2011
(Dollars in Thousands)

Cumulative results of operations, beginning $ (33466505) $ (8471933) § (41938458) § (23762133) § (5785202

Budgetary financing sources (Note 1-T)

Appropriations used - 51574836 51574836

Non-exchange revenue (Note 16)
Employer taxes 63653314 - 63653314 52679104 - 164 q
Interest 1586958 , 1886494 : : From where did

Reimbursement of g
unemployment benefits 3457681 E] this number

Total non-exchange revenue 66,697,953 m 6928 58601101 120.180) come?
Transfers without reimbursement (Note 17) 35770127 (35,545.276) 45540978 (45.333891)

(Other financing sources (Note 1-U)
Imputed financing from
costs absorbed by others ’ . 153249
Transfers without reimbursement (Note 17) - 2075
Other -
Total financing sources
Net cost of operations
Net change

‘Cumulative results of operations, ending

Unexpended appropriations, beginning - I 1 - 10539272 10539272

Budgetary financing sources (Note 1-T)

Appropriations received (Note 18F) - - 67,405,860 67,405,860

Appropriations used - (51,574,836) (51.574,836) - (63.729.728) (63,729.728)
Appropriations transferred - (4,505) (4,505) - 20157

Other adjustments - 384, 1384, - ; (5,024.914)
Subtotal

Unexpended appropriations, ending

Net position




COMBINED STATEMENT OF BUDGETARY RESOURCES
For the Years Ended September 30, 2012 and 2011
{Dollars in Thousands)

(Note 1.7}

BUDGETARY RESQURCES
Unobligated bakance brought forwsrd, October 1 3376261 % 4191543
Recoveries of prior year unpsid obligations 369,860 436261
Oither changes in unobligated balance (128.341) (298.581)
Unobligated bakance fram prior year budget autharity, net 3617780 4329223

Appropriations (discretionary and mandatory) (Note 18-F) 136219806 160,845,900
Borrowing authority (discretionary and mandatory) 12378421 22007749
Spending authaority from offsetting collections (discretionary and mandatory) 8460059 8128492
Total budgetary resources. 5 160, D66 § 195311364

STATUS OF BUDGETARY RESOURCES
Obligations incurred (Note 18-A) § 156284367  § 191935403

Uncbligated balance, end of year
Apponionzd 1764188 1189123
56,721 62478
2570790 2124680
Total unchbiigated balance. end of year 33916998 A3T626L
Total budgetary resources 3 160676066 5 195311364

CHANGE IN OBLIGATED BALANCE

Unpsid obligations brought forward, October 1 15787223 % 18448078
Less: uncollected customer peyments from Federal sources

brought forward, October 1 (1.968.497) (1.911539)
Obligated balance, start of year (net) 13818726 16536539
Obligations incurred 156.284.367 191935103
Less: outlays (gross) (156,172 562)
Change in uncollected customer payments from Federal sources (356.399)
Less: recoveries of prior year unpaid obligstions (362,860}
Obligated balence, end of year [nat) 13, 76

Unpsid abligations, end of yesr (gross) $ 15529468
Less: uncollected customer payments from Federsl sources, end of yesr (2.324.832)
Obligated balance, end of year [net) $ 13204276

BUDGET AUTHORITY AND OUTLAYS, NET
Budgat authority, gross (discretionary and mandstory) % 157058286  § 190982141
Less: actual offsetting collections (discretionary and mandatory) (8,103 65} (8.0T1535)
Less: change in uncollected customer payments from Federsl
sources (discretionary and mandetory) (356.395) [56.958)
Budget authority, net (discretionary and mandatory) $ 1485398226 $ 182853648

Outlays, gross (discretionary and mandatory) $ 156172562  § 194159697
Actual offsetting collactions (discretionary and mendstory) (8.103.665) (8.071.535)
Outlays, net [discretionary and mandstory) 148,068,897 186,088 162

Distributed offsetting receipts [43.234.920) [33.119.556)
Agenty outlays, net [discretionany and mandatory) 5§ 104833977 $ 132968606







Federal Reserve Banks Combined Statements of Condition
as of December 31, 2012 and December 31, 2011

(in millions)

Assets
Gold certificat
Special drawing rights certificates
Coin
Loans:
Depository institutions
Term Asset-Backed Securities Loan Facility (measured at fair value)
System Open Market Account:
Treasury sacurities, net (of which $9,139 and $15,121 is lent as of December 31, 2012 and 2011,
respectiel)
(Government-sponsored enterprise debt securities, net (of which $697 and $1,276 is lent as of
December 31, 2012 and 2011, respectively)

Federal agency and govemment-sponsored enterprise morigage-backed securities, net
Foreign currency denominated assets, net

Central bank liquidity swaps

(Other investments

Investments held by consolidated variable interest entities (of which $2,266 and 535,593 is measured at
fair value as of December 31, 2012 and 2011, respectively)

Acorued interest receivable
Bank premises and equipment, net
ftems in process of collection
COther assets
Total assets
Liabilities and capital
Federal Reserve notes outstanding, net $1,126 661 $1,034,052
System Open Market Account:
Securities sold under agreements to repurchase 107,188 99,900
Other liabilities 3177 1,368
Consolidated variable interest entities:
Beneficial interest in consolidated variable interest entities (measured at fair value) 803 0,845
(Other liabilities (of which 571 and $106 is measured at fair value as of December 31, 2012 and 2011,
respactively) 690
Deposits:
Depository institutions
Treasury, general account
Other deposits
Interest payable to depository institutions
Accrued benefit costs
Deferred credit items:
Accrued interest on Federal Reserve notes
Other liabilities
Total liabilities
Capital paid-in
Surplus (including accumulated other comprehensive loss of $4,845 and $4,792 at December 31, 2012
and 2011, respectively)
Total capital
Total liabilities and capital







Balanced Budget Amendment

“Section 1. Total outlays for any fiscal year shall not exceed total receipts for that fiscal year, unless three-
fifths of the whole number of each House of Congress shall provide by law for a specific excess of outlays
over receipts by a rollcall vote.

“Section 2. The limit on the debt of the United States held by the public shall not be increased, unless
three-fifths of the whole number of each House shall provide by law for such an increase by a rollcall vote.

“Section 3. Prior to each fiscal year, the President shall transmit to the Congress a proposed budget for the
United States Government for that fiscal year in which total outlays do not exceed total receipts.

“Section 4. No bill to increase revenue shall become law unless approved by a majority of the whole
number of each House by a rollcall vote.

“Section 5. The Congress may waive the provisions of this article for any fiscal year in which a declaration
of war is in effect. The provisions of this article may be waived for any fiscal year in which the United
States is engaged in military conflict which causes an imminent and serious military threat to national
security and is so declared by a joint resolution, adopted by a majority of the whole number of each
House, which becomes law.

“Section 6. The Congress shall enforce and implement this article by appropriate legislation, which may
rely on estimates of outlays and receipts.

“Section 7. Total receipts shall include all receipts of the United States Government except those derived
from borrowing. Total outlays shall include all outlays of the United States Government except for those
for repayment of debt principal.

“Section 8. This article shall take effect beginning with the later of the second fiscal year beginning after its
ratification or the first fiscal year beginning after December 31, 2016.".
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