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FASAB UPDATE:

RECENT ISSUANCES AND ONGOING INITIATIVES
MONDAY, APRIL 16, 2012
GAO AUDITORIUM, 441 G. STREET, NW
8:30 AM-12:30 PM

Objective: To provide an update for the federal community regarding recent Federal
Accounting Standards Advisory Board issuances and ongoing projects. Participants will
have ample opportunity to ask questions of and offer suggestions to FASAB staff. This is
an excellent opportunity for those involved in implementing new standards or responding
to proposals to get detailed updates and surface their implementation questions.

8:00 - 8:30 Arrival / Check-in

8:30 - 8:40 Opening Remarks
-- Wendy Payne, CGFM, CPA, Executive Director, FASAB

8:40 -9:30 Overview of Reporting Model Research, Next Steps
-- Ross Simms, CGFM, CPA, Assistant Director, FASAB

9:30 -10:20 Deferred Maintenance and Repairs, and Asset Impairment
-- Domenic Savini CGFM, CPA, Assistant Director, FASAB

10:20 - 10:40 Break

10:40 - 11:40  Highlights Regarding Recent Amendments and Ongoing Projects

-- Eileen Parlow, CGFM, CPA, Assistant Director, FASAB
-- Melissa Loughan, CGFM, CPA, Assistant Director, FASAB
-- Monica Valentine, CGFM, CPA, Assistant Director, FASAB
-- Julia Ranagan, CGFM, CPA, Assistant Director, FASAB

11:40 — 12:20 Future FASAB Initiatives and the International Scene
-- Wendy Payne, CGFM, CPA, Executive Director, FASAB

12:20 - 12:30 Audience Feedback / Discussion of Issues

Federal Accounting Standards Advisory Board
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Overview

Why the Project was Initiated
User Needs Research Results

Survey of Sovereign Government
Agencies

Task Force on Government-wide
Financial Reports

Next Steps
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Why the Project was Initiated

Financial reporting objectives based on user needs
Previous user needs research conducted in the early
90s

Concerns exist regarding the benefits of accrual basis
financial statements relative to the cost of preparing
them

Research focused on the financial statements,
terminology, and methods used to communicate basic
federal financial information (reporting model)

FASADB






User Research Results

 Qverall

— Participants sought information that tends to be
particular and specialized.

— Understandability of financial information was a
concern.

— Centralized source for obtaining data

FASADB






User Research Results

 Qverall

— Citizens do not focus on departments and agencies.
They think about health, education, homeland
security, etc.

— Performance information sought by all user groups

— Participants (internal and external) were generally
unaware of financial statements

FASADB





User Research Results

 Citizens

» Executives and managers

« Congress






User Research Results

Citizens

« Sought data such as...

— The cost of the wars and other costs
— Federal assets and liabilities

— Program performance — what did we get for our tax
dollars, how successful was the program, how

effective was the program

FASADB






User Research Results

Citizens

« Concerned abouit...
— Understandability of financial information

 Prefer interactive charts and graphs to text and
tables

 Billions and trillions difficult to comprehend

* Not familiar with terminology, e.g. debt held by
the public

— Perspective — how does or will this affect me? =

FASADB





User Research Results

Citizens

e Other

— Preferred electronic, interactive delivery over
hardcopy

FASADB






User Research Results

Citizens Expectations for an Interactive Report

« A summary of key items and links to more detail or drill-
down capability.

* Highly visual presentations, such as graphs, charts,
maps, etc. linked to additional information, limited text.

FASADB






User Research Results

Citizens Expectations for an Interactive Report

« “Mouseover” capability. This would enable them to
mouseover an item and see additional information, such
as the definition of a technical term or an abbreviation;
rather than defining the item once and developing a
glossary and list of abbreviations.

« Context such as how does the amount of the agency’s
costs compare with other agencies; and what serwces

did the agency provide in the local area? %
FASADB






User Research Results

Executives and Managers

« Sought data such as...

— Budget authority provided, amount obligated, and
amount remaining available

— Unit Costs, project costs, program costs, net revenue

per unit

— Program Performance
FASAB






User Research Results

Executives and Managers
« Concerned abouit...

— Understandability of financial information
» Believed that training should be provided
— Timeliness
« Data needs to be timely — at least monthly but

preferably sooner

— Access to detailed data for specific issues
FASAB






User Research Results

Executives and Managers
* Other

— Developed their own systems and reports to
overcome concerns

— Preferred electronic delivery over hardcopy

FASADB






User Research Results

Congress

« Sought data such as...

— Cost, purpose, and quantity of certain equipment
purchased for the Irag and Afghanistan war

— Lodging expenses of government agencies

— The actual borrowings and spending progress
compared with projections by quarter and by project

for capital outlay borrowings .

FASADB






User Research Results

Congress
« Sought data such as...

— The net program performance benefits achieved as a
result of major capital investments made by executive
agencies for information systems and how the
benefits relate to the accomplishment of the goals of
the executive agencies

FASADB






User Research Results

Congress
« Sought data such as...

— Funds obligated for humanitarian and civic assistance
costs

— Program results per thousand of dollars

— Maintenance backlogs

FASADB






User Research Results

Congress

« Concerns

— Must consult various sources to obtain data
— Need quality program performance information

— Understandability

FASADB






Survey of Sovereign Government
Agencies

Respondents
Australia
Chile
Estonia
Korea
New Zealand
Norway
Spain
Sweden
Switzerland
United Kingdom






Survey of Sovereign Government
Agencies

* All respondents indicated that agency
statements are prepared in accordance with
standards and audited. Some noted:

— lower level statements (Accounting Unit or bureau)
could be obtained but are not required.

— the internal audit function as an addition to
Independent audits.

— statements are not issued to the public.
— a legal requirement to issue by a certain date.






Survey of Sovereign Government
Agencies

 All 10 include a ‘balance sheet.” Names
include (most common first):

— Balance sheet
— Statement of financial position

— Statement of investment

FASADB





Survey of Sovereign Government
Agencies

 All 10 include an ‘income statement.” Names
include (most common first):

— Income statement
— Statement of financial performance/operation

— Statement of comprehensive net expenditure
— Statement of net cost

« 1 of 10 — Statement of Expenditures and
Revenues






Survey of Sovereign Government
Agencies

8 include a budgetary statement (budget to
actual or a report on resources)

6 include a statement of cash flows

5 include statement of changes in (equity/net
assets/taxpayer equity/net position)

1 includes commitments and contingencies

1 indicated that agencies may include accrual
statements






Survey of Sovereign Government
Agencies

Key Metrics

« Monitor budget execution through use of resources vs.
planned use

 Trends in capital acquisitions

« Audit qualification provides key quality metric
* Financial goals versus planned goals

« Cost per employee

* Financial ratios compared across agencies

*Some noted a lack of experience in using metrics.






Federal Reporting Model Task Force -
Government-wide Recommendations

Web delivery model

« Government-wide performance information
* Net cost and spending by function

« Statement of spending requirements

* Intergovernmental financial dependency

FASADB





Federal Reporting Model Task Force -
Government-wide Recommendations

Improved reconciliation of deficit and operating
cost

Reclassify the reconciliation of cash and debt
changes

Re-orient the balance sheet and improve
stakeholder link

Explain the difference between net liabilities and
fiscal gap

Establish a web-site for reports and raise
awareness in the near-term






Reporting Model — Next Steps

« Potential areas being discussed
— Statement of net cost

— Performance Reporting

— Budgetary Reporting

FASADB





Contact and Website Information

General inquiries can be directed to
fasab@fasab.gov

Phone: 202 512-7350
www.FASAB.qov

— Listserv
— Exposure Drafts [] . [w]
— Active Projects

Ross Simms
— simmsr@fasab.gov or 202 512-2512
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Big Picture

2011 Financial Report of the United States Government, Note 8 page 79.

NOTES TO THE FINANCIAL STATEMENTS 79

Note 8. Property, Plant, and Equipment, Net

Property, Plant, and Equipment as of September 30, 2011
Accumulated
Depreciation/
Cost Amortization Net
All All All
{In billions of dollars) Defense Others Defense Others Defense Others
Buildings, structures, and
facilities .. e 23022 220.6 118.6 1155 111.6 1051
Furniture, fxtures and
eqmpment . 9451 161.6 5111 98.3 4340 63.3
Construction in progress............ 46.5 47 .5 N/A N/A 46.5 475
Land .. 106 119 N/A N/A 10.6 119
Internal use sc}ftware 10.0 199 6.9 10.7 31 9.2
Assets under capital Iease 1.2 29 07 15 05 14
Leasehold improvements ... 1.0 6.9 05 36 05 3.3
Other prcrpert‘yr plant and 12 6.2 _ 21 12 91
equipment.___________. : : - - -
Subtotal . 1,2458 477 .5 637.8 2327 608.0 244 8
Total prﬂpertyr, plant and
equipment, net .. 1,7233 _8705 _8528






Big Picture

2011 Financial Report of the United States Government, rsi page 191.

Deferred Maintenance as of September 30, 2011, and 2010
Deferred Maintenance
Cost Range
Low High Critical
Estimate Estimate Maintenance

(In billions of dollars) 2011 2010 2011 2010 2011 2010
Asset category:
Buildings, structures and

facilities ......coocevveveeeeee 31.3 129.7 36.4 134.8 97.6 95.0
Furniture, fixtures and

equipment ... 0.1 4.7 0.1 4.7 25 45
Other general property, plant,

and equipment........ccccvieennen, 2.1 9.3 5.1 9.3 0.8 4.9
Heritage assets............ccoeeieins 0.9 19 0.9 19 192 16
Stewardship land....................... 3.6 3.5 5.2 52 - -

Total deferred maintenance.... _ 41.0 145.1 47.7 151.9 102.1 106.0

The low and high estimate amounts for 2011 are significantly lower than 2010 due to agencies’ incorrect
reporting in 2010 that was not adjusted.





Big Picture
Impact on Federal Gross Domestic Product rabie 1.1.5

FY2011 DM&R Compared to FY2011 Federal GDP
DM&R is 4% the size of the 2011 Federal Expenditures

DM&R
$47.700, 4% Source: FY2011

Consolidated Financial
Report of the U.S., page 191

Note: 2011 Federal
Expenditures is = 8.17% of
Balance of Federal GDP Total GDP ($1,232.8 /
Source: Bureau of Economic Sonstmpton $15,094.4) which amounts to
. H o
Analysis. Table 1.1.5, Line 22. $1.185.1. 96% g'\gg‘R being 0.3% of Total
) u L) .

$1,232.8 minus $47.7 = $1,185.1






Overview of DM&R and Asset Impairment
Projects

SFFAS 40, Definitional Changes Related to Deferred Maintenance
and Repairs: Amending SFFAS 6, Accounting for Property, Plant,
and Equipment, Effective FY2012

— Improving & refining the definition.

SFFAS 42, Deferred Maintenance and Repairs; Amending
Statements of Federal Financial Accounting Standards 6, 14, 29

and 32 (pending Principal and Congressional approval; circa May
2012)

— Improving & simplifying the measurement & reporting of DM&R.

Exposure Draft, Accounting for Impairment of General Property,
Plant, and Equipment Remaining in Use - Comments Requested
by May 28, 2012

— If an asset’s service potential is partially lost, what amount, if any, should be
recognized?





SFFAS 40, Definitional Changes Related to Deferred Maintenance
and Repairs: Amending SFFAS 6, Accounting for Property, Plant,
and Equipment

“In theory there is no difference between theory and practice. In
practice there is.” YogiBerra

Maintenance and repairs are activities directed toward keeping
fixed assets in an acceptable condition. Activities include
preventive maintenance; replacement of parts, systems, or
components; and other activities needed to preserve or maintain
the asset. Maintenance and repairs, as distinguished from capital
improvements, exclude activities directed towards expanding the
capacity of an asset or otherwise upgrading it to serve needs
different from, or significantly greater than, its current use.





SFFAS 40, Definitional Changes Related to Deferred Maintenance
and Repairs: Amending SFFAS 6, Accounting for Property, Plant,
and Equipment

* This Statement :
— clarifies that “deferred maintenance” reporting includes deferred
repairs,

« Technical distinction of M&R versus accounting treatment resulted in
instances of under-reporting

* Not all repairs should be capitalized
» Maintenance “retains” function whereas Repairs “restore” function

— revises the examples of maintenance and repair activities to
better reflect current practices,

» Deleted reference to “structural components” as this caused confusion
leading many to think that personal property/equipment was excluded

« Added “systems” to broaden coverage to match asset categories/classes





SFFAS 40, Definitional Changes Related to Deferred Maintenance
and Repairs: Amending SFFAS 6, Accounting for Property, Plant,
and Equipment

« This Statement (continued):

— encompasses activities associated with heritage assets, multi-
use heritage assets and stewardship land as well as equipment
and other personal property,

« Added “preserve “ to broaden coverage to Heritage/MU Heritage assets and
land

— addresses issues related to the distinction between
maintenance, repairs, and new capital expenditures.

« Ambiguity of terms and overall definition led to confusion





SFFAS 42, Deferred Maintenance and Repairs; Amending Statements
of Federal Financial Accounting Standards 6, 14, 29 and 32

“l always thought that record would
stand until it was broken.” YogiBerra

Hint - Does this cross-foot?

2009 Ending
Balance

2010
Scheduled

Maintenance

2010 Actual

Maintenance

Ad justment

2010 Ending

Balance

CATEGORY

Infrastructure

§  RIS000

% 5.B57.636

§ 135643

§ 1576621

Stewardship and Landscape — 714,145 15,056 1,828 271,531
Colf Course 5,000 145540 105,040 37,250 500
Buildings:

Heritage 134,000 154,165 13,766 — 140,395
Multi-Use Heritage 4,851,000 6,664,052 [670,193 3,560 4,980,590
Non-Historic 4,051,000 7,505,455 2355 805 — 5,145 560
Total Buildings 10,016 000 14.324,575 4,039,857 3,569 10,250,549
GRAND TOTAL 5 10.562,000 % 20542396 5 6143367 $ 2267528 8 12,431,501

As at 9/3//2011 - PP&E Net

. 10
book value of ~$249 million





SFFAS 42, Deferred Maintenance and Repairs; Amending Statements

« Actual agency narrative:

“As of the end of FY 20XX, XYZ
agency had no material amounts
of deferred maintenance cost to
report.”

“XYZ agency expenses normal
repair and maintenance costs as
incurred. XYZ agency has no
substantive backlog of deferred
maintenance costs as defined by
FASAB SFFAS No. 6, Accounting
for Property, Plant, and
Equipment, which is intended to
report only maintenance items
that would be expensed through
the normal course of business.”

of Federal Financial Accounting Standards 6, 14, 29 and 32

* Now, consider this agency fact:

— As at 9/30//20XX - PP&E Net book
value equaled ~$30 billion

» The superseded definition referred
to “normal” which in practice led to
some entities treating their “other-
than-normal” M&R as capital-type
expenditures excluded from RSI
reporting.

 What would Yogi say about
this?

11





SFFAS 42, Deferred Maintenance and Repairs; Amending Statements
of Federal Financial Accounting Standards 6, 14, 29 and 32

This Statement amends the required supplementary information (RSI)
presentation. The amendments require entities to:

(1) describe their maintenance and repairs (M&R) policies and how they are applied,
(2
(3

(4) State whether DM&R relate solely to capitalized general property, plant and
equipment (PP&E) and stewardship PP&E or also to non-capitalized or fully
depreciated general PP&E,

discuss how they rank and prioritize M&R activities among other activities,

identify factors considered in determining acceptable condition standards,

)
)
)
)

(5) identify PP&E for which management does not measure and/or report DM&R
and the rationale for the exclusion of other than non-capitalized or fully
depreciated general PP&E,

(6) provide beginning and ending DM&R balances by category of PP&E, and

(7) Explain significant changes from the prior year.

12





SFFAS 42, Deferred Maintenance and Repairs; Amending Statements
of Federal Financial Accounting Standards 6, 14, 29 and 32

« Other significant amendments contained in this Statement include:

(1) requiring that condition standards, related assessment methods, and reporting
formats be consistently applied unless management determines that changes
are necessary,

(2) eliminating the requirement to report condition information, and

(3) eliminating the (i) optional reporting of low-high DM&R estimates as well as (ii)
option to report critical and non-critical DM&R.

13





SFFAS 42, Deferred Maintenance and Repairs; Amending Statements
of Federal Financial Accounting Standards 6, 14, 29 and 32

Appendix B: Sample lllustration
28

The following illustration presents information on major PP&E categories experiencing
material amounts of deferred maintenance and repairs and meets the basic illustration
requirements of this Standard:

ILLUSTRATION 1 - GENERAL PURPOSE
DISPLAY

Deferred Maintenance and Repair Costs
(Dollars in Millions)

20x2 20x2
Ending Balance Beginning Balance

Asset Category DM&R DM&R
General PP&E $33,500 $30,500
Heritage Assets 5,000 6,000
Stewardship Land 2,500 2,500

Total $41,000 $39,000 14






ILLUSTRATION 3 - EMPHASIS ON ACTIVE vs. INACTIVE and EXCESS BY ASSET CLASS

Deferred Maintenance and Repair Costs
(Dollars in Millions)

Asset Category / Class

Active:

General PP&E:
Structures
Aircraft
Missiles
Ships
subtotal - general PP&E active

Stewardship Land
Heritage Assets

subtotal - all active

Inactive and Excess:

General PP&E
Buildings
Structures
subtotal - general PP&E - inactive and excess

Total

20x2 20x2
Beginning
Ending Balance Balance
DM&R DM&R
$14,375 $14.000
53 5
139 58
1,058 937
15,625 15,000
500 500
0 500
16,125 16,000
2,500 2,500
1,875 1,000
4375 3500
$20,500 $19,500

15





Exposure Draft, Accounting for Impairment of General Property,
Plant, and Equipment Remaining in Use
Comments Requested by May 28, 2012

“The future ain't what it used to be.” Yogi Berra

Asset impairment standards built from GASB and IPSASB
standards

— Assets held in-use

— Indicators of potential impairment

— Techniques for measuring potential impairment

— Recognition guidance vs. adjusting estimates or NBV

Significant & permanent declines in service utility

Should be limited & rare cases
— Prominent events
— Entities not required to “search or hunt”

- -
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Exposure Draft, Accounting for Impairment of General Property, Plant,
and Equipment Remaining in Use
Comments Requested by May 28, 2012

« Some common indicators of impairment include those listed below:

a. evidence of physical damage,

b. enactment or approval of laws or regulations which limit or restrict G-PP&E
usage,

c. changes in environmental or economic factors,

d. technological changes or evidence of obsolescence,9

e. changes in the manner or duration of use of G-PP&E,

f. construction stoppage or contract termination, and

g. G-PP&E scheduled or awaiting disposal (i.e., idled or unserviceable), retirement,
or removal for excessively long periods.

« Widely recognized methods for measuring impairment include:
* Replacement approach
* Restoration approach
» Service units method
» Deflated depreciated current cost approach

» Cash flow approach
» Lower of (1) Net Book value or (2) Higher of Net Realizable Value or Value-in-
Use Approach 17





General PP&E Impairment Decision Table

Selecting a Measurement Method

31

Select a method that reasonably represents diminished
service utility by considering potential indicators and

type of PP&E.

If more than one method is reasonable, select the most

efficient and practicable method.

Measurement Potential Type of Reference lHlustrations
Methods'® Indicators PP&E * that may be
appropriate
Replacement Approach FrysiesiDamag= | Al G-PP&E | Par. 17 a Tc
Restoration Approach FrysiesiBamag= | Multi-use Par. 17 b 2
Heritage
PP&E
Service Units Approach Sl All G-PP&E | Par. 17 ¢ 1d, 3a, 30
lawesregulations
Chamges in
envirommental or
economic factors
Technological
changes or
obsolescence
Deflated Depreciated Change inmanner | All G-PP&E | Par. 17 d 1a
Current Cost Approach
Cash Flow Approach Any of the indicaters | Al G-PP&E | Par. 17 e fa, 7b, 7c, 7d
Paragraph 12 (a
through g)
Construction 5, ba, 6b

Lower of (1) Net Book
value or (2) Higher of
MNet Realizable YWalue or
Value-in-Use Approach

stoppage / Contract A.“ G-F“P&E F"'Ei r. 1 ? f

terminations

* = excluding internal use software

18





Contact and Website Information

* General inquiries can be directed to
fasab@fasab.gov

e Phone: 202 512-7350
« wwwW.FASAB.qov

— Listserv
— Exposure Drafts
— Active Projects

| can be reached at savinid@fasab.qgov or

202 512-6841
FASAE
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‘Views expressed are those
of the speaker. The Board
expresses its views In
official publications.
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Earmarked Funds —
Background (SFFAS 27)
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*SFFAS 27, Identifying and Reporting
Earmarked Funds, was effective in 2006

*Intended to accomplish two goals:

—Enhance awareness of the
restrictions on the use of earmarked
revenues and the financing that will be
needed in order to use those revenues
in the future

—Promote a better understanding of
the nature of federal trust funds





Earmarked Funds —
Background (SFFAS 27)
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 SFFAS 27 requires:

* separate display of summary
information on the balance sheet and
statement of changes in net position

* additional disclosures, including a
“note on investments”





Earmarked Funds —
Background (SFFAS 27)
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Note on Investments:

Investments in Treasury securities for
earmarked funds should be

accompanied by a note that explains the
following:

* The U.S. Treasury does not set aside
assets to pay future expenditures
associated with earmarked funds. The
cash generated from earmarked funds is
used by the U.S. Treasury for general
Government purposes.





Earmarked Funds - %‘
Background (SFFAS 27) ) ca®

Note on Investments cont’d

* Treasury securities are issued to the
earmarked fund. Treasury securities held
by an earmarked fund are an asset of
the fund and a liability of the U.S.
Treasury, so they are eliminated in
consolidation for the U.S. Government-
wide financial statements.





Earmarked Funds —
Background (SFFAS 27)
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Note on Investments cont’d

* When the earmarked fund redeems its
Treasury securities to make
expenditures, the U.S. Treasury will
finance those expenditures in the same
manner that it finances all other
expenditures.





Earmarked Funds Task Force:
24 participating component entities

U.S. Department of Agriculture
Department of Commerce

Commodity Futures Trading
Commission

Department of Defense
Department of Energy
Environmental Protection Agency

Federal Communications
Commission

Government Accountability Office

Department of Health and Human
Services

Department of Homeland Security

Department of Housing and Urban
Development

FASAB

Department of the Interior
Department of Justice

Department of Labor

Office of Management and Budget
Office of Personnel Management
Railroad Retirement Board

Securities and Exchange
Commission

Social Security Administration
State Department
Department of Transportation

Treasury Department (main
Treasury and CFR reporting)

Department of Veterans Affairs






Earmarked Funds —
SFFAS 27 Review
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* Problems with SFFAS 27:

— Confusion regarding the term
“earmarked funds”

— Concern about the
understandability of agency level
financial statements due to multi-
column display with eliminations





Earmarked Funds-
SFFAS 27 Review
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— Funds classified as earmarked

- Some with large negative
balances

« Some with no external source
of dedicated revenue






Proposed SFFAS 43:
Dedicated Collections
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SFFAS 43, Funds from Dedicated
Collections, will amend SFFAS 27

- Changes the name of “earmarked
funds” to “funds from dedicated
collections”





Proposed SFFAS 43:
Dedicated Collections
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. Allows combined or consolidated
amounts to be presented

Excludes certain funds:
- supporting federal employee benefits

- predominantly financed from general
funds rather than a dedicated collection
from external sources





Proposed SFFAS 43:
Dedicated Collections
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. Affects requirement for presentation on
the statement of changes in net
position:

-~ Continue current presentation on the face
of statements if a majority of funding is from

dedicated collections or such funds are
quantitatively or qualitatively material

- If not, present information in a note
referenced on the face of statement of
changes in net position






Proposed SFFAS 43:
Dedicated Collections
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» Expected to be issued in June 2012
and effective in FY 2013





Website and Contact
Information
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* General inquiries can be directed to

Phone: 202 512-7350

« Listserv
 Exposure Drafts
* Active Projects
| can be reached at or

202 512-7356
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Disclaimer

Views expressed are those of the speaker.
The Board expresses its views in official
publications.

FASADB





Federal Reporting Entity

 FASAB established concepts in mid-90’s
« Standards now being developed

e Questions:

— What to include (all entities “established by” the
federal government or a subset)?

— How to present information (all consolidated, some
separately displayed or disclosed)?

— What distinguishes “related” parties from parties
included in governmental reports?

FASADB





Federal Reporting Entity — Draft
Proposal

* INCLUSION PRINCIPLES:

Include any organization in the government-wide
GPFFR:

1. In the budget
2. Majority ownership interest
3. Controlled with expected benefits or risk of loss






Federal Reporting Entity — Draft
Proposal

 Distinguish between core and non-core entities

— Core entities are taxpayer supported with risks and rewards
clearly falling to the taxpayer. On-going decision making is more
clearly linked to elected officials. Information for core entities is
consolidated in financial statements.

— Non-core entities are somewhat independent from elected
officials and may be financial self-sustaining. Limited risks &
rewards fall to the taxpayers. Some relationships are not
expected to be permanent. Information regarding non-core
entities is to be disclosed in notes.

» Relationship explained

« Relevant financial activity during the period revealed
» Risks discussed and quantified if possible






Federal Reporting Entity — Draft

Proposal

« Component Reporting Entities

Should include all core and non-core entities for
which they are accountable — this includes entities
administratively assigned to it as identified by
evaluating:
Scope of the Budget and Budget Approval Process
Accountability Established Within a Component Entity
Other Significant Relationship Considerations






Federal Reporting Entity

 FASAB anticipates ED to be released this year

« Questions:
— Melissa Loughan 202-512-5976
— loughanm@fasab.gov
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* Views expressed are those
of the speaker. The Board
expresses its views in
official publications.
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Lease Accounting —
New FASAB Project

i -, g
S {
R
o
‘“

FASAB

August 2011, the Board approved a
project plan to review existing federal
lease accounting standards. The goal of
the project on lease accounting is to
address the needs of the federal
community and to develop more
comprehensive standards on federal
leasing activities than the existing
standards.






Lease Accounting — ;‘%i
New FASAB Project FASA

Why is a project on lease accounting
needed?

 Distinctions between capital and operating
leases criticized as not meaningful

 New lease accounting guidance being
proposed by FASB/IASB

« Current FASAB guidance is not
comprehensive enough to address all federal
leasing activities





Lease Accounting —
New FASAB Project
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FASA

What questions / issues does the lease
accounting project plan to address?

« How to apply new “asset” and “liability” definitions
(SFFAC 5)

 Whether to consider the FASB/IASB revised
leasing standards

« Effects of alignment between accounting standards
and OMB Circular A-11

 Enhanced use leases
« Comprehensive lease accounting standards





Lease Accounting—- %
Background (SFFAS 5 & 6) FASAR

* Current FASAB standards addressing
leasing transactions include SFFAS 5
Accounting for Liabilities of the Federal
Government [pars. 43 — 46] and SFFAS
6 Accounting for Property, Plant, and
Equipment [pars. 20 & 29].

* These lease standards were originally
developed from Financial Accounting

Standards Board (FASB) lease
standards effective at that time.





Lease Accounting —
FASB/IASB Project
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FASAB

 FASB and IASB have undertaken a joint
project on lease accounting

 The original exposure draft was released
August of 2010

* The Boards have decided to re-expose
the revised lease accounting proposals.
The new exposure draft is expected to
be released sometime during the second
half of 2012.
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Implementation Question ¢,k

Question: Once the new FASB/IASB
lease standards are issued as final, should
federal entities that present general
purpose financial reports in conformance
with SFFAS 34 follow those new
FASB/IASB lease accounting standards?

Answer: No. Issuance of the new
FASB/IASB standards will not
automatically change federal financial
accounting standards.





Lease Accounting-
(SFFAS 5) FASAR

Par 43. Capital leases are leases that transfer substantially all the benefits and risks
of ownership to the lessee. If, at its inception, a lease meets one or more of the
following four criteria, the lease should be classified as a capital lease by the lessee:

* The lease transfers ownership of the property to the lessee by the end of the
lease term.

* The lease contains an option to purchase the leased property at a bargain price.

* The lease term is equal to or greater than 75 percent of the estimated economic
life of the leased property.

* The present value of rental and other minimum lease payments, excluding that
portion of the payments representing executory cost, equals or exceeds 90
percent of the fair value of the leased property.

The last two criteria are not applicable when the beginning of the lease term falls
within the last 25 percent of the total estimated economic life of the leased property.
If a lease does not meet at least one of the above criteria it should be classified as
an operating lease.

Par 44. The amount to be recorded by the lessee as a liability under a capital lease
is the present value of the rental and other minimum lease payments during the
lease term, excluding that portion of the payments representing executory cost to be
paid by the lessor.





Lease Accounting — %
(SFFAS 6) FASAR

« Par 29. The cost of general PP&E acquired
under a capital lease shall be equal to the
amount recognized as a liability for the capital
lease at its inception (i.e., the net present
value of the lease payments calculated as
specified in the liability standard unless the net
present value exceeds the fair value of the
asset).





Lease Accounting —
Project Objectives

FASAB

The primary objectives of this project are to:

« Develop an approach to lease accounting that would
ensure that all assets and liabilities [consistent with
Statement of Federal Financial Accounting Concepts
(SFFAC) 5 definitions] arising under lease contracts
are recognized in the statement of financial position
and related costs are recognized in the statement of
net cost.

« FEvaluate and revise as needed the current lease-
related definitions and recognition guidance in
SFFAS 5 and 6, including consideration of the
advantages and disadvantages of applying the
FASB/IASB lease standard in the federal
environment.





Lease Accounting —
Project Objectives (con’t)

FASAB

« Ensure that the standards to be developed
fully address the various lease
transactions/activities currently being used in
the federal community (e.g. enhanced use
leases).

« Consider the differences between lease
accounting and the budgetary treatment of
lease-purchases and leases of capital assets
as outlined in Office of Management and
Budget (OMB) Circular A-11.





Lease Accounting —

Overview of FASB/IASB Proposal '
P FASAB

« The Boards are proposing a right-of-use model to
all lease arrangements. Under that model, a
lessee in an arrangement that is, or contains, a
lease would recognize an asset representing its
right to use an underlying asset during the lease
term and a liability representing its obligation to
make lease payments during the lease term.

« Alease is defined as a contract in which the right
to use a specified asset (the underlying asset) is
conveyed, for a period of time, in exchange for
consideration.





Lease Accounting —

Overview of FASB/IASB Proposal '
P FASAB

Lessee Accounting

The Boards tentatively decided that lessees should
apply a single accounting approach for all leases. This
accounting approach would require a lessee to:

 Initially recognize a liability to make lease payments
and a right-of-use asset, both measured at the present
value of the lease payments.

« Subsequently measure the liability to make lease
payments using the effective interest method.

« Amortize the right-of-use asset on a systematic basis
that reflects the pattern of consumption of the
expected future economic benefits.





Lease Accounting —
Overview of FASB/IASB Proposal

FASAB

Lessor Accounting

The Boards discussed the receivable and residual approach and tentatively
decided that for all lease contracts within the scope, a lessor should:

« Initially measure the right to receive lease payments at the present value of the
lease payments, discounted using the rate the lessor charges the lessee, and
subsequently measure at amortized cost applying an effective interest method.

« Initially measure the residual asset as an allocation of the carrying amount of the
underlying asset. The initial measurement of the residual asset comprises two
amounts: (a) the gross residual asset, measured at the present value of the
estimated residual value at the end of the lease term discounted using the rate
the lessor charges the lessee and (b) the deferred profit, measured as the
difference between the gross residual asset and the allocation of the carrying
amount of the underlying asset.

«  Subsequently measure the gross residual asset by accreting to the estimated
residual value at the end of the lease term using the rate the lessor charges the
lessee. The lessor would not recognize any of the deferred profit in profit or loss
until the residual asset is sold or re-leased.

* Present the gross residual asset and the deferred profit together as a net
residual asset.





Lease Accounting —
Overview of GASB Lease Project

FASAB

In April 2011 GASB added a research project on lease
accounting to its agenda.

»  The objective of the project is to reexamine issues associated
with lease accounting, considering improvements to existing
guidance. If the project is added to the GASB’s current
agenda, the research project will provide a basis for the GASB
to consider whether operating leases meet the definitions of
assets or liabilities.

« Part of the GASB'’s strategic plan is to evaluate the
effectiveness and impact of existing standards that have been
in effect for a sufficient length of time. The project would
provide an opportunity for a fresh look at the existing guidance
for any improvements not contemplated by the FASB/IASB
project given the unique nature of governmental entities and
the complexities of their leasing transactions.






Lease Accounting —
Status of FASAB Project
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 Task Force
 Agency Questionnaire

* Follow Progress of FASB/IASB
Project

 Research on Federal Leasing
Activities





Website and Contact
Information
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* General inquiries can be directed to

Phone: 202 512-7350

» Listserv
 Exposure Drafts
* Active Projects

| can be reached at

or

202 512-7362
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Disclaimer

Views expressed are those of the speaker.
The Board expresses its views in official
publications.

FASADB





Asbestos-Related Liabilities

* Technical Bulletin 2006-1, Recognition
and Measurement of Asbestos-
Related Cleanup Costs

— Effective in fiscal year 2013

— Affects all agencies that own buildings,
facilities, ships, or other tangible PP&E that
contains any form of asbestos

FASADB





Asbestos-Related Liabilities

 Requirements of Technical Bulletin 2006-1

— Clarifies the required reporting of liabilities and
related expenses arising from asbestos-related
cleanup costs

— Includes friable and non-friable

— Additional disclosures

FASADB





Asbestos-Related Liabilities

 Additional Guidance issued in June 2010

— Technical Release 10: Implementation
Guidance on Asbestos Cleanup Costs
Associated with Facilities and Installed
Equipment

* http://www.fasab.gov/pdffiles/handbook_tr 10.pdf

FASADB





Asbestos-Related Liabilities

« FASAB Roundtable
— Held in June 2011
— Offered valuable tips and lessons learned

— Complete minutes are posted on the FASAB
Web site at:

* http://www.fasab.gov/pdffiles/minutes asb
estos_roundtable.pdf

FASADB





Asbestos-Related Liabilities

 Two main pieces of information needed:

— Population of PP&E that is likely to contain
asbestos

— Information on how much it will cost to remove
the asbestos from the population

FASADB





Asbestos-Related Liabilities

+ Selected Roundtable Tips

— FASAB standards require a reasonable
estimate

— Surveys of PP&E are not the only
acceptable option

— Various assumptions may be used
— An allowance may be used

— A contingency factor may be used






Asbestos-Related Liabilities

« Early Implementers:
— Department of Justice (FY 2010)
— Department of Energy (FY 2011)

 Other Potential Resources:

— Department of the Interior

— National Aeronautics and Space
Administration

FASADB





Asbestos-Related Liabilities

 FASAB does not anticipate further deferral
of the requirements

* Questions:
— Julia Ranagan 202-512-7377
— ranaganj@fasab.gov

FASADB
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Disclaimer FASAB

* Views expressed are those of the speaker. The
Board expresses its views in official publications.





Overview

Risk Assumed

Public Private Partnerships
Fiscal Projections
Integration

FASAB





Risk Assumed

« What are the significant risks
assumed by the federal government?

* What information should be reported
about the risks?
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Public-Private Partnerships

A PPP is a contractual agreement between a
public agency and a private sector entity.
Through this agreement, the skills and assets
of each sector (public and private) are shared
in delivering a service or facility for the use of
the general public. In addition to the sharing of
resources, each party shares in the risks and
rewards potential in the delivery of the service

and/or facility. : 5 %
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SFFAS 36 - Comprehensive
Long-term Fiscal Projections

« Basic Information (audited)

the present value of projected receipts and non-
interest spending under current policy without
change including its relationship to projected
GDP

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

the assumptions underlying the projections
factors influencing trends

significant changes in the projections from period
to period
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SFFAS 36 - Comprehensive
Long-term Fiscal Projections, cont.

* Required Supplemental Information

— the projected trends in:

* the relationship between receipts and
spending
« deficits or surpluses

» Treasury debt held by the public as a share of
GDP

— possible results using alternative
scenarios

— the likely impact of delaying corrective

action when a fiscal gap exists (“cost of - . =,
delay”) % %
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FY2011 Projections

Chart : History and Current Policy Projections for
PR Debt Hedd By the Public, 1940-2086





International Public Sector

Accounting Standards Board

Supplementing information provided in the statement of financial position

Past Cash Flows Future Cash Flows
Present economic benefits
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Present economic sacrifices
settled in future (Liabilities)
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Long-Term Fiscal Sustainability
Proposal

« Recommended Practice Guidelines

« Challenges

— Diversity among governments

« Structure of social programs

« Expertise with projections
— Role of general purpose financial reports
— Voluntary adoption






Integration






Contact and Website Information

General inquiries can be directed to
fasab@fasab.gov

Phone: 202 512-7350
www.FASAB.qov

— Listserv
— Exposure Drafts
— Active Projects

Wendy Payne
— paynew@fasab.qgov or 202 512-7357
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