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Summary
This Statement presents amendments to certain portions of Statement of Federal Financial
Accounting Standards 2, Accounting for Direct Loans and Loan Guarantees, (SFFAS 2),
which was issued in August 1993. The objectives of these amendments are to improve
financial reporting for subsidy costs and performance of Federal credit programs.
During 1998 and early 1999, the Board discussed issues related to reporting the credit
subsidy expense and credit subsidy reestimates in general. The Board concluded that
certain portions of SFFAS 2 should be amended so that more useful information on credit
programs’ subsidy costs and performance will be provided to citizens, Congress, program
managers, and other users of Federal financial information. The amendments were
proposed for public comment in an Exposure Draft published in March 1999. After
considering comments, the Board decided to adopt the following amendments:
Report subsidy reestimates in two distinct components: the interest rate
reestimate and the technical/default reestimate.
The former is a reestimate due to a change in interest rates from the rate assumed in
budget preparation and used in calculating the subsidy expense to the rates that are
prevailing at the time the direct or guaranteed loans are disbursed. The latter is a
reestimate due to changes made in projected cash flows under the terms of the direct
loans or loan guarantees after reevaluating all the risk factors as of the financial
statement date, except for the effect of interest rate reestimates.
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Display a reconciliation between the beginning and the ending balances of the
subsidy cost allowance for direct loans and the liability for loan guarantees,
reported in an entity’s balance sheet.
The reconciliation displays activities that affect the subsidy cost allowance or the loan
guarantee liability, such as the subsidy expense for direct or guaranteed loans
disbursed during the reporting period, subsidy reestimates, fees received, interest
supplements paid, loans written off, claim payments made to lenders, recoveries
obtained, and other adjustments.
Provide a description of program characteristics and disclose (1) the amounts of
direct or guaranteed loans disbursed in each program during the reporting year,
(2) the estimated subsidy rates for the total subsidy and the subsidy
components at the program level in the current year’s budget for the current
year’s cohorts, (3) events and changes in economic conditions, other risk
factors, legislation, credit policies, and subsidy estimation methodologies and
assumptions, that have had a significant and measurable effect on subsidy
rates, subsidy expense, and subsidy reestimates; and (4) events and changes in
conditions that have occurred and are more likely than not to have a significant
impact but the effects of which are not measurable at the reporting date.
Reporting entities should discuss how those events and changes have affected or
would affect credit programs’ subsidy costs, subsidy reestimates, and the subsidy rates
estimated in the budget.
In addition to requiring reconciliation for the balances of direct loan allowance and loan
guarantee liability on an entity-wide basis as prescribed in this statement, the Board
recognizes that reconciliation on a program-by-program basis can better reveal information
relevant to program performance. Since the program-by-program reconciliation was not
proposed for public comment in the March 1999 ED, the Board has not received input on
this option. Because the proposal appears to have merit, the Board has decided to issue an
exposure draft to propose program-by-program reconciliation for major programs in addition
to the entity-wide reconciliation.
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Introduction
Purpose
1.

The purpose of this Statement is to amend accounting standards for direct loans and loan
guarantees by adding the following requirements: (a) report subsidy reestimates in two
components: interest rate reestimates and technical/default reestimates, (b) display in a
note to financial statements a reconciliation between the beginning and ending balances of
loan guarantee liability and the subsidy cost allowance for direct loans, and (c) provide
disclosure and discussion for changes in program subsidy rates, subsidy expense, and
subsidy reestimates.

Background
2.

During 1998 and 1999, the Board held discussions on what improvements could be made to
financial reporting for credit subsidy rates, subsidy expense, and subsidy reestimates.1
During the discussions, the Board directed its staff to conduct a survey in two issue areas:
(a) How difficult is it for agencies to prepare and report subsidy data, and (b) What subsidy
data are useful to users of Federal agency financial reports.

3.

In June 1998, representatives of the Small Business Administration and the Department of
Education made presentations to the Board on their experience and capabilities for
preparing subsidy cost data for direct loans and loan guarantees. The presentations
indicated that to meet the budgeting requirements, agencies must have systems and
procedures to estimate for each cohort of direct loans or loan guarantees the subsidy rates,
subsidy expense, and subsidy reestimates in components as currently required in preparing
the budget. The presentations indicated that if a sound system is in place, the information
on subsidy rates, subsidy expense, and subsidy reestimates can be retrieved and
aggregated on a program or entity basis to meet the financial reporting requirements.

4.

A questionnaire on data usefulness was sent to congressional staff members who had been
involved in Federal credit programs. Oral and written responses were received from a

1

The discussions were initiated by the Credit Reform Task Force of the Accounting and Auditing Policy Committee
(AAPC) which proposed that paragraph 25 in SFFAS No. 2 be amended to require disclosure of subsidy rates
estimated in the budget for the current year cohorts in lieu of reporting the dollar amounts of the subsidy components.
That proposal was discussed in the March 1999 ED. The Board accepted the Task Force proposal for disclosing
subsidy rates, but did not remove the requirement for reporting the dollar amounts of subsidy expense components.
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number of the staff members and were presented to the Board at its October 1998 meeting.
All of those who responded indicated that for appropriation and oversight purposes, they
needed more rather than less detailed data on subsidy costs for direct loans and loan
guarantees. They preferred that subsidy data be reported by component in both rates and
dollar amounts. Furthermore, they said that they would like to compare initial budget
expectations with current reestimates and to know causes that explain changes in subsidy
rates.
5.

The Board agreed that the subsidy cost information reported by Federal credit agencies
could be improved by adopting the following requirements: (a) report subsidy reestimates by
component, (b) display in a note to financial statements a reconciliation between the
beginning and ending balances of the subsidy cost allowance for direct loans and the
liability for loan guarantees, and (c) provide disclosure and discussion that would help the
reader understand the changes in Federal credit programs’ subsidy costs and performance.
These requirements were proposed in the Exposure Draft issued in March 1999 (the March
1999 ED).

6.

The Board received comments from twelve respondents. Of those respondents, ten were
from Federal agencies (including the CFO Council of the Federal Government), and two
were from the private sector. They were generally in favor of the Board’s proposals to
improve financial reporting for credit programs’ subsidy costs and performance. However,
some of them expressed different views on some of the proposals, which are addressed in
Appendix A, Basis for Conclusions. After considering the comments, the Board decided to
issue in this final statement all of the amendments proposed in the March 1999 ED.

7.

The Board considered and agreed with the view that reconciliations for direct loan
allowance and loan guarantee liability on a program-by-program basis can better reveal
variations in program characteristics and performance. Since the program-by-program
reconciliation was not proposed for public comment in the March 1999 ED, the Board has
not received input on this option. Because the proposal appears to have merit, the Board
will issue an exposure Draft to propose reconciliation for major programs in addition to the
entity-wide reconciliation prescribed in this statement.

Effective Date
8.

The accounting standards prescribed in this statement are effective for periods beginning
after September 30, 2000. Earlier implementation is encouraged.
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Accounting Standards For Direct Loans And Loan Guarantees
Subsidy Reestimates-An Amendment To SFFAS No. 2
9.

Paragraph 32 in SFFAS No. 2 is amended to read:
Credit programs should reestimate the subsidy cost allowance for outstanding direct loans
and the liability for outstanding loan guarantees as required in this standard. There are two
kinds of reestimates: (a) interest rate reestimates, and (b) technical/default reestimates.2
Entities should measure and disclose each program’s reestimates in these two components
separately. An increase or decrease in the subsidy cost allowance or loan guarantee liability
resulting from the reestimates is recognized as an increase or decrease in subsidy expense
for the current reporting period.
(A) An interest rate reestimate is a reestimate due to a change in interest rates from the
interest rates that were assumed in budget preparation and used in calculating the
subsidy expense to the interest rates that are prevailing during the time periods in
which the direct or guaranteed loans are disbursed. Credit programs may need to
make an interest rate reestimate for cohorts from which direct or guaranteed loans are
disbursed during the reporting year. If the assumed interest rates that were used in
calculating the subsidy expense for those cohorts differ from the interest rates that are
prevailing at the time of loan disbursement, an interest rate reestimate for those
cohorts should be made as of the date of the financial statements.
(B) A technical/default reestimate is a reestimate due to changes in projected cash flows of
outstanding direct loans and loan guarantees after reevaluating the underlying
assumptions and other factors that affect cash flow projections as of the financial
statement date, except for any effect of the interest rate reestimates explained in (a)
above. In making technical/default reestimates, reporting entities should take into
consideration all factors that may have affected various components of the projected
cash flows, including defaults, delinquencies, recoveries, and prepayments. The
technical/default reestimate should be made each year as of the date of the financial
statements.

2

The term “technical/default reestimate” used in this statement is identical in meaning to the term “technical reestimate”
used in OMB Circular A-11, as revised in July 1999.
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Reconciliation
10. In a note to the financial statements, reporting entities should display a reconciliation
between the beginning and ending balances of the subsidy cost allowance for outstanding
direct loans and the liability for outstanding loan guarantees reported in the entities’ balance
sheet. The reconciliation is accomplished by adding to or subtracting from the beginning
balance the dollar amounts of the following items:
(a) the subsidy expense recognized in the four components as defined in paragraphs 25
through 29 for direct or guaranteed loans disbursed during the reporting year, (b) the two
types of subsidy reestimates as defined in paragraph 32, and (c) other adjustments. For
direct loans, the other adjustments include loan modifications, fees received, loans written
off, foreclosed property or other recoveries acquired, and subsidy allowance amortization.
For loan guarantees, the other adjustments include loan guarantee modifications, fees
received, interest supplements paid, claim payments made to lenders, foreclosed property
or other recoveries acquired, and interest accumulated on the loan guarantee liability. The
requirement to display reconciliation applies to direct loans and loan guarantees obligated
or committed on or after October 1, 1991, the effective date of the Federal Credit Reform
Act of 1990. Reporting entities are encouraged but not required to display reconciliations for
direct loans and loan guarantees obligated or committed prior to October 1, 1991, in
schedules separate from the direct loans and loan guarantees obligated or committed after
September 30, 1991. The U.S. government-wide financial statements need not disclose a
reconciliation between the beginning and ending balances of the subsidy cost allowance for
the outstanding direct loans and the liability for outstanding loan guarantees reported in the
U.S. government-wide financial statements.

Disclosure And Discussion
11. The disclosure and discussion requirements are prescribed in paragraphs 11(A) through
11(C):
(A) Reporting entities should provide a description of the characteristics of the programs
that they administer, and should disclose for each program: (a) the total amount of
direct or guaranteed loans disbursed for the current reporting year and the preceding
reporting year, (b) the subsidy expense by components as defined in paragraphs 25
through 29, recognized for the direct or guaranteed loans disbursed in those years, and
(c) the subsidy reestimates by components as defined in paragraph 32 for those years.
(B) Reporting entities should also disclose, at the program level, the subsidy rates for the
total subsidy cost and its components for the interest subsidy costs, default costs (net
of recoveries), fees and other collections, and other costs, estimated for direct loans
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and loan guarantees in the current year’s budget for the current year’s cohorts. Each
subsidy rate is the dollar amount of the total subsidy or a subsidy component as a
percentage of the direct or guaranteed loans obligated in the cohort. Entities may use
trend data to display significant fluctuations in subsidy rates. Such trend data, if used,
should be accompanied with analysis to explain the underlying causes for the
fluctuations.
(C) Reporting entities should disclose, discuss, and explain events and changes in
economic conditions, other risk factors, legislation, credit policies, and subsidy
estimation methodologies and assumptions, that have had a significant and
measurable effect on subsidy rates, subsidy expense, and subsidy reestimates. The
disclosure and discussion should also include events and changes that have occurred
and are more likely than not to have a significant impact but the effects of which are not
measurable at the reporting date. Changes in legislation or credit policies include, for
example, changes in borrowers’ eligibility, the levels of fees or interest rates charged to
borrowers, the maturity terms of loans, and the percentage of a private loan that is
guaranteed.
The above listed disclosure requirements are not applicable to the U.S. government-wide
financial statements. SFFAS 32 provides for disclosures applicable to the U.S. governmentwide financial statements for these activities.

Page 8 - SFFAS 18

FASAB Handbook, Version 17 (06/18)

SFFAS 18

Appendix A: Basis For Conclusions
This Statement may be affected by later Statements. The FASAB Handbook is updated annually
and includes a status section directing the reader to any subsequent Statements that amend this
Statement. Within the text of the Statements, the authoritative sections are updated for changes.
However, this appendix will not be updated to reflect future changes. The reader can review the
basis for conclusions of the amending Statement for the rationale for each amendment.

Subsidy Reestimates
12. Paragraph 32 in SFFAS No. 2, as amended, requires that entities measure and disclose
reestimates in two components separately; namely, the interest rate reestimate and the
technical/default reestimate. The former is a reestimate made for differences between
interest rate assumptions at the time of budget formulation (the same assumption is used at
the time of obligation or commitment) and the actual interest rates for the years of
disbursement.3 The later is a reestimate due to changes in projected cash flows as reflected
in the direct loan allowance and loan guarantee liabilities at the beginning of each fiscal
year, after reevaluating the underlying assumptions and other factors that affect cash flow
projections as of the financial statement date, except for any effect of interest rate
reestimates.
13. As explained in the March 1999 ED, the rationale for separating the two reestimate
components lies in the fact that interest rate reestimates and technical/default reestimates
differ in nature. The interest rate reestimate depends on how close the assumed interest
rate, which is initially used in the budget, is to the actual interest rates prevailing at the time
of loan disbursement. The interest rate reestimate does not in itself indicate changes in the
quality of loan assets or the overall risk of loan guarantees, nor does it have any implication
for the quality of the agency’s subsidy estimation process. The technical/default reestimate,
on the other hand, reflects the latest developments in risk and program characteristics and
thus it indicates changes in the quality of loan portfolio or the overall risk of loan guarantees.
In some instances, a large technical/default reestimate may indicate that the credit program
management should find ways to improve its subsidy estimation process and/or its portfolio
management. Because of the difference in the nature of the two components, separate
reporting would provide better information to users of the financial reports.

3

See OMB Circular A-11, sec. 85.5 (a), revised in July 1999. The interest rate reestimate does not involve any change
in original assumptions other than the interest rates.
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14. All of the 12 respondents to the March 1999 ED agreed with the Board’s proposal for
reporting subsidy reestimates in those two components. The respondents believe that
reporting the two reestimate components separately will provide information to reveal the
causes of the reestimates. They believe that such information can help program managers
improve credit program performance and subsidy estimation methodology.
15. Although in support for the proposal, one respondent commented on the controllability
argument. Since it was discussed in the March 1999 ED that the magnitude of an interest
rate reestimate is beyond agencies’ control, the respondent pointed out that some default
factors, such as changes in economic conditions and natural disasters, are also beyond the
control of credit programs. While it was stated in the March 1999 ED that “the assumed rate
is determined by the Administration and is beyond the control of the agency,” that statement
does not imply that credit programs can control changes in economic conditions or all of the
other events that would impact default rates. However, the Board believes that a reliable
assessment of the economic changes and other risk factors in making default subsidy
reestimates, whether or not controllable by the agency, can help credit programs better
manage program costs and performance.
16. Another respondent stated that analyses performed by his agency indicated that in past
years, changes in interest rates produced relatively minor changes in that agency’s overall
subsidy rates. Thus, the respondent suggested that the Board consider whether it is costbeneficial to separate out the interest rate reestimates.
17. The interest rate reestimates vary in magnitude from year to year. For some years, the
assumed and the actual rates may be fairly close, whereas in other years they differ
significantly and could produce a material effect on the overall subsidy rate. For example,
the subsidy reestimate data provided USDA Rural Development Water and Waste Direct
Loan program indicated that for fiscal years 1992 through 1994, the amounts of interest rate
reestimates exceeded the amounts of technical/default reestimates. In 1995, the interest
rate reestimate accounted for 84 percent of the total subsidy reestimate. In more recent
years, the impact of interest rate reestimates was relatively small. In any case, we do not
believe one can rely on the past experience for any particular year to make a conclusion
about interest variations in future years.

Reconciliation
18. It is prescribed as an accounting standard in this statement that reporting entities display in
a note to financial statements a reconciliation between the beginning and ending balances
of the subsidy cost allowance for outstanding direct loans and the liability for outstanding
loan guarantees reported in the entities’ balance sheet.
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19. During its discussions about the subsidy expense and subsidy reestimates, the Board held
the view that it is not adequate or desirable to report annual subsidy expense and
reestimates in an isolated fashion. The Board concluded that additional information is
needed to provide a full picture about a credit program’s performance. The Board believes
that the reconciliation can be used as an effective vehicle to provide such information.
20. As explained in the March 1999 ED, an advantage of displaying the reconciliation is to show
in one place the activities that affect the subsidy cost allowance or the loan guarantee
liability. In addition to the subsidy expense and reestimates, which are based on projections
of future cash flows, the reconciliation schedule also displays data on actual performance,
such as fees received, loans written off, claim payments made to lenders, and foreclosed
property, loans receivable, or other recoveries acquired during the reporting year. These
actual performance data and the data on subsidy cost estimates would be a useful tool to
begin assessing the actual performance of a reporting entity’s lending or loan guarantee
activities against its budget expectations.
21. The Board noted as another advantage that the reconciliation process would enhance credit
agencies’ internal control. To comply with the requirement, entities must make the subsidy
data elements consistent, accurate, and thus reconcilable. In conjunction with credit
agencies’ loan monitoring systems, the reconciliation process can serve as a tool to foster a
discipline in organizing data related to subsidy costs and performance in a systematic
manner.
22. A majority of the respondents supported the Board’s proposal for displaying the
reconciliation. They believed that the reconciliation will provide useful information to
Congress, program managers, and other users of financial statements. One respondent
stated that once required as a part of the financial statements, the reconciliation will be
subject to validation through audit and thus will become a reliable source of information for
those who make decisions and evaluate results for credit activities.
23. Several respondents, however, expressed disagreements or reservations about the
proposed reconciliation. Some of them commented that compiling the reconciliation data
would be a burdensome process. We believe that performing the reconciliation would
initially require some staff training and computer programming. However, the effort will be
worthwhile because the process will help agencies organize the necessary data in an
orderly manner. When properly programmed, the reconciliation process can become a
routine and systematic process. In fact the reconciliation requires no more data than those
that are necessary in deriving the ending balances of the subsidy cost allowance and loan
guarantee liability from their beginning balances of a reporting period. Thus, all the data
necessary for the reconciliation should be available and verifiable if the ending balances are
accurate.
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24. It should be noted that it is not unusual to require reconciliation in credit activities. In its
Industry Guide No. 3, the Securities and Exchange Commission (SEC) requires bank
holding companies to provide an analysis of the allowance of loan losses in their financial
statements.4 The analysis is equivalent to the reconciliation of the subsidy cost allowance
required in this statement. The SEC Guide requires that the beginning and ending balances
of the allowance be reconciled with charge-offs (loans written off), recoveries, and additions
charged to operations (equivalent to subsidy reestimates). The charges-offs and recoveries
are displayed by type of loans (such as consumer installments, commercial, real estate, and
lease financing, as so forth). A similar requirement is prescribed by the Financial
Accounting Standards Board (FASB) in paragraph 20, FAS No. 114, as amended by FAS
118, for impaired loans accounted for on a present value basis:
For each period for which results of operations are presented, a creditor also shall
disclose the activity in the total allowance for credit losses related to loans, including
the balance in the allowance at the beginning and end of each period, additions
charged to operations, direct write-downs charged against the allowance, and
recoveries of amounts previously charged off. The total allowance for credit losses
related to loans includes those amounts that have been determined in accordance with
FASB Statement No. 5, Accounting for Contingencies, and with this Statement.
25. Some of those who disagreed with the reconciliation proposal recognized merits in
reconciling subsidy cost allowance for direct loans and liability for loan guarantees, but
doubted whether the reconciliation on an entity basis would provide useful information. They
pointed out that the programs their agencies administer vary in characteristics and subsidy
rates, and that the reconciliation at the entity level will aggregate the program data and, as a
result, will not reveal the characteristics and operating results of individual programs.
26. The Board was aware that programs administered by an agency often differ in
characteristics and subsidy rates. The Board agrees with the view that the entity-wide
reconciliation in itself would not reveal variations in program performance. The Board thus
decided to issue an exposure draft, soon after issuing this statement, to propose a display of
a program-by-program reconciliation for major programs. Nevertheless the Board sees
value in the entity-wide reconciliation itself. With respect to the subsidy cost allowance and
the loan guarantee liability reported on an entity’s balance sheet, the entity-wide
reconciliation shows changes in those balances. Those changes indicate the entity’s
aggregate performance results for all the credit activities under the entity’s management.

4

SEC Accounting Rules, ¶ 8303, 1984 Commerce Clearing House, Inc. [Additional reference: Securities Act Guide 3
adopted in Release No. 34-12784, amended by Release Nos 33-6221, 33-6383, FR-11, FR-13 and FR-27]
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27. The Board considered two primary reasons for adopting the entity-wide reconciliation in this
statement, rather than postpone it until the program-by-program reconciliation is proposed
and considered. First, by making the entity-wide reconciliation effective as early as possible,
agencies can begin to get their personnel and systems resources ready for implementing
the requirement without further delay. Second, by requiring the display of the entity-wide
reconciliation, it is likely that program-by-program reconciliation data would be available for
users. This is based on the rationale that in order to display the entity level reconciliation,
the reporting entity would normally first reconcile the balances of individual programs. If they
do so, program managers as well as auditors will have access to the program reconciliation
data to validate the entity-wide reconciliation and to use the program-based data in program
analysis and evaluation. If requested by Congress, special reports for any particular
program can also be made available to Congress.
28. One respondent pointed out that loan guarantee programs sometimes acquire guaranteed
loans for direct collection upon paying default claims for those loans. He asked whether the
subsidy cost allowance of those loans should be reconciled in a separate schedule. Under
credit reform accounting, guaranteed loans acquired by the loan guarantee program upon
paying default claims are carried at their present value and the present value is reestimated
annually before the loans are collected or written off. The amount of those loans and their
allowance are reported in Note 7 in OMB Bulletin 97-01, Form and Content of Agency
Financial Statements. Since the acquired loans do not represent a primary line of business
for loan guarantee programs, the Board does not believe that a display of reconciliation for
those acquired loans should be required.
29. One respondent asked whether the reconciliation requirement applies to pre-credit reform
direct loans and loan guarantees as well as post-credit reform direct loans and loan
guarantees. The Board considered the issue and concluded that the reconciliation
requirement applies only to post-credit reform direct loans and loan guarantees, i.e., direct
loan and loan guarantees obligated or committed after September 30, 1991. One of the
principal objectives for the reconciliation requirement is to provide information that can be
used to compare initial budget expectations with operating results. This is achievable with
direct loans and loan guarantees that were obligated or committed after September 30,
1991, because under credit reform, budgeting and financial reporting for credit activities are
performed on the same present value basis. This is not the case with pre-credit reform
direct loans and loan guarantees.
30. However, aside from the basic objective discussed above, the other advantages of the
reconciliation are valid for both pre and post-credit reform direct loans and loan guarantees.
Those advantages include: (a) revealing information on activities that affect the balances,
and (b) enhancing accounting integrity and internal control. Agencies are encouraged, but
not required, to reconcile the direct loan allowance and loan guarantee liability balances for
direct loans and loan guarantees obligated or committed prior to October 1, 1991. Since the
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measurement bases differ between pre and post-credit reform direct loans and loan
guarantees, agencies should use separate reconciliation schedules for pre and post-credit
reform direct loans and loan guarantees.

Disclosing Subsidy Rates
31. A disclosure provision has been prescribed in this statement to require that reporting entities
disclose, at the program level, the rates for the total estimated subsidy cost and the subsidy
cost components in the current year’s budget for the current year’s cohorts. Each rate
equals the amount of the total subsidy or a subsidy component divided by the amount of
direct or guaranteed loans obligated in the cohort for the reporting year. The Board
members believed that the budget subsidy rates for the reporting year are highly important
because they represent budget expectations that reflect the most recent program
characteristics.
32. The standard provides that reporting entities may use trend data to display significant
fluctuations in a program’s subsidy rates. To avoid excessive and purposeless presentation
of historical data, the use of trend data should be limited to the subsidy rate for the total
subsidy or for a subsidy component of a particular program that has experienced significant
fluctuations in recent years. The presentation of trend data should be accompanied by
analysis to explain causes of the fluctuations.
33. A majority of the respondents supported the proposal for disclosing the estimated subsidy
rates for cohorts of the current year. The arguments for the proposal they presented include:
(a) those subsidy rates estimated in the current year’s budget “give the reader the most upto-date information on cohorts as established by appropriation law,” (b) those rates reflect
the most recent program characteristics, and (c) the subsidy rates reported for a number of
recent years can form a trend for comparison and analysis.
34. One respondent requested clarification for the phrase “in the current year’s budget for the
current year’s cohorts.” The required disclosure is for budget subsidy rates for the cohorts of
the current reporting year, i.e., the year for which the financial reports are published. For
example, in the financial reports for the 2001 fiscal year, the budget subsidy rates in the FY
2001 budget for the FY 2001 cohorts should be complied and disclosed at the program
level. The standard does not require disclosure of subsidy rates for cohorts of previous
years, although some of the cohorts may continue to disburse loans during the current
reporting year. However, as provided in the standard, entities may use trend data to display
significant fluctuations in subsidy rates over a number of the most recent years.
35. Those who were opposed to the disclosure for subsidy rates presented the following
arguments: (a) budget subsidy rates for all credit programs are published in the Federal
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Credit Supplement to the Budget of the U.S. Government, and it is unnecessary to duplicate
the same data in financial reports, (b) the inclusion of budget subsidy rates in financial
reports would appear to invite calculation of subsidy costs by applying the subsidy rates to
disbursements, and such calculation could produce confusing results, and (c) the subsidy
rates in the budget are estimated before all the data concerning the reporting year are
available, and are subject to changes.
36. The Board was aware that the budget subsidy rates are published in the Federal Credit
Supplement to the Budget of the U.S. Government. However, the inclusion of those subsidy
rates in the financial reports will provide the reader of the financial statements with an easy
access to the budget data. The Board was also aware that one cannot calculate the subsidy
expense for the current year by applying the estimated subsidy rates of the current year
cohorts to the amount of direct or guaranteed loans disbursed during the current year. Such
calculation may give erroneous results because some of the loans disbursed during the
current year may belong to previous years’ cohorts. The disclosure of budget subsidy rates
was initially proposed by the AAPC Credit Reform Accounting Task Force. When proposing
the disclosure, the AAPC Credit Reform Accounting Task Force suggested that the
disclosure be accompanied by a narrative explaining in conceptual terms how the total
subsidy rate differs from the total subsidy expense recognized in the financial statements.
The Board believes that it is necessary to have such a narrative to avoid confusion between
the subsidy rates of the current year cohorts and the subsidy expense recognized for the
current reporting year.
37. It is true that the estimated subsidy rates for a program in the current year’s budget reflect
budget expectations for that program, and do not reflect the program’s operating results for
the current reporting year. The actual performance of a program can be viewed from such
data as subsidy reestimates, loans written off, default claims paid, and fees received. One of
the purposes for the disclosure of the budget subsidy rates is to provide an indication of
budget expectations of the most recent cohorts.
38. The Board believes that the disclosure for the subsidy rates for the cohorts of the current
reporting year will prove beneficial as they are important indicators for management’s latest
expectations reflecting the programs’ current characteristics. The disclosure requirement is
adopted because the advantages of the disclosure outweigh its disadvantages.

Disclosure And Discussion
39. The Board holds the view that merely reporting the figures for the subsidy expense and
subsidy reestimates would not provide complete and understandable information to users of
Federal agency financial reports. The Board believes that to make the figures meaningful,
significant events and changes in assumptions underlying the cost estimates should be
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disclosed and their impact should be discussed. The disclosure and discussion should help
explain the subsidy cost data. In other words, the Board believes that it is necessary to tell
the stories behind the figures.
40. Reporting entities are required to provide a description of the programs that they administer
and disclose at the program level the amounts of direct or guaranteed loans disbursed
during the reporting year. This information would provide the reader with an indication of the
programs’ characteristics and the magnitude of their credit activities. With the information on
amounts disbursed, analysts can calculate the subsidy expense, or one of its components,
as a ratio to the amount of the loans disbursed and compare the ratios among programs or
over time.
41. Reporting entities are required to disclose events and changes that have had a significant
and measurable effect on subsidy costs. These would include changes in economic
conditions and risk factors, changes in legislation and policies regarding direct loans or loan
guarantees, and changes in methodologies and assumptions used in making subsidy
estimates and reestimates. Credit agencies are also required to disclose and discuss events
and changes that have occurred and are more likely than not to have a significant impact on
subsidy rates, subsidy expense, and subsidy reestimates but the effects of which are not
measurable at the reporting date. These include events and changes that have occurred
after the reestimation cut off date and will be taken into consideration in making reestimates
for the following year. Reporting entities should discuss how those events and changes
have or would have impacted the various components of subsidy expense, subsidy rates,
and subsidy reestimates.
42. The Board noted in particular that changes in legislation and credit policies could
significantly alter a program’s characteristics and thus affect its subsidy rates. These
changes include, for example, changes in borrowers’ eligibility, the level of fees or interest
rates charged borrowers, the maturity terms of loans, and the percentage of a private loan
that is guaranteed. If such a change occurs during a reporting year, the reporting entity
should disclose and explain the nature of the change and discuss its impact on program
characteristics and its estimated subsidy rates.
43. Most respondents supported the Board proposal. They believed that to make the reported
financial figures meaningful, significant events and changes in assumptions underlying
those figures should be disclosed and their effect should be discussed. Some of the
respondents provided examples of events that can affect default rates. For example,
drought, flood, tornadoes, and other natural disasters may affect some regions or some
sectors of the economy, and consequently, affect borrowers’ ability to make loan payments.
Those respondents also noted that changes in economic conditions, such as interest and
employment rates, could an also have a significant impact on credit risks and performance.
Some of them stated that legislative and policy changes could have a direct impact on the
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costs and performance of certain affected programs. They contend that without disclosing
those events and changes and discussing their impact, the reader cannot fully understand
the financial figures, such as subsidy rates, expenses, and reestimates.
44. One respondent noted that the same type of disclosure and discussion that is now required
for credit subsidies is not usually required for many other operating costs, such as
employees salary, rent, and computer service costs. The respondent questioned why the
disclosure and discussion for credit activities are more critical than other costs reported in
the statement of net cost. To address this issue, we can provide at least two reasons for this
difference. First, unlike salary, rent, or the costs of other services, the credit subsidy costs
are under a greater degree of uncertainty, as they are exposed to many risk factors external
to the government. Many factors discussed in the March 1999 ED and by other
respondents, such as changes in interest and employment rates and disastrous events,
would cause the subsidy costs to vary from their estimates in the budget. Second, unlike
most other cost items, the credit subsidy costs are reported in present values of future cash
flows projected over the life of the underlying direct loans and loan guarantees. To a large
extent, the reliability of the subsidy cost information depends on the factors considered in
making the cash flow projections. The reliability is also affected by the quality of the
agency’s data and its estimation methodology. The narrative disclosure and discussion
would help the user to understand the factors that cause significant changes in the subsidy
costs during the reporting year, which do not usually occur in salary, rent, or other operating
costs.
45. Two respondents, however, were opposed to the narrative disclosure and discussion
requirement on the grounds that it would be burdensome for entities with varied programs to
present the required information. These respondents may have come under a misperception about the disclosure and discussion requirement. They may have perceived that
the standard would require an excessively detailed description of all the technical aspects of
the subsidy estimation methodologies and assumptions, and an extensive analysis of all risk
factors in the programs and even sub-programs administered by the reporting entity. Thus,
they concluded the requirement is extremely burdensome. However, such detailed
disclosure and discussion were not intended. It was stated in paragraph 50 of the March
1999 ED:
While the Board members believe that the proposed disclosure and discussion are
necessary, they prefer that entity financial reports are not overwhelmed with detailed
numbers and ratios that may overburden the reader of the financial reports. The Board
members believe that to the extent possible, the narrative discussion should be written
in non-technical language so that the average reader can understand the data and the
explanations.
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46. The primary emphasis of the disclosure and discussion requirement is on significant
changes in subsidy rates and reestimates. The disclosure and discussion should be focused
on events that have occurred and have caused those significant changes. In addition, the
disclosure and discussion should also include events that have occurred and are more likely
than not to have a significant impact on subsidy rates and reestimates but the effects for
which are not measurable at the reporting date.
47. Some respondents believed that the narrative disclosure and discussion should more
appropriately belong to the Management Discussion and Analysis (MD&A) section of
financial reports. The Board disagrees with this view. The narrative disclosure and
discussion required in this statement should be specifically tailored to address credit
subsidy activities. As such, it differs from the MD&A requirements in breadth, depth, and
detail. The Board believes that the disclosure and discussion required in this statement
belong in a note to financial statements, such as Note 7 in OMB Bulletin 97-01, the Form
and Content of Agency Financial Statements, in which all the data on direct loan assets,
loan guarantee liabilities, subsidy rates, subsidy expenses, and reestimates are reported.
By including the narrative disclosure and discussion in the same note, the reader would find
all the information in one place. However, this does not preclude entity management from
including a discussion and analysis to highlight credit activities in MD&A, so long as entity
management determines that such a discussion and analysis meets the MD&A
requirements in SFFAS 15.
48. Audit efforts for information provided in a footnote to financial statements differ from those
for information provided in MD&A. MD&A is regarded as required supplementary
information (RSI) and is subject to less stringent audit than basic financial statements and
their notes.5 The Board believes that program subsidy data should be reported in a note to
agency financial statements because they are directly related to information reported in the
financial statements. Those program subsidy data should be audited as basic financial
information. Based on the preceding paragraph, it might appear that including the narrative
disclosure and discussion in the same footnote with the subsidy data (instead of in MD&A)
would expand the audit burden associated with credit subsidies. However, since the auditor

5

See Statement of Recommended Accounting Standards No. 15, Management Discussion and Analysis, (April 1999)
par. 18.
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already needs to test the reliability of the estimates and reestimates in the context of
auditing the basic program subsidy data6, the Board believes that there would be no
substantial increase in audit burden from including the narrative disclosure and discussion
in a footnote instead of in MD&A. In fact, the process of generating the required disclosure
and discussion for the footnote should provide information on risk factors underlying the
subsidy estimates and reestimates and thus should facilitate the audit of the basic subsidy
data.
49. One respondent commented that there may not be a basis to audit future events and their
effect disclosed in the narrative. The required disclosure is for events that have occurred,
but does not include events that are anticipated to occur. Also, the provision does not
require quantifying the effect of an event that has occurred but whose effects cannot be
measured at the reporting date.

The Effective Date
50. In the March 1999 ED, it was proposed that the amendments be made effective for periods
beginning after September 30, 1999. Two respondents requested that the effective date be
made for periods beginning after September 30, 2000. They argued that many agencies
were still having difficulties in implementing existing credit reform requirements and that the
new requirements would require revisions in accounting procedures and systems. The CFO
Council stated that many agencies are busy with resolving Y2K problems, and would not be
able to initiate new systems changes until some time in year 2000.
51. There were arguments against postponing the effective date. First, the requirements
prescribed in this statement do not require any new data. For example, the data needed for
the reconciliation schedules should be in the system. Without that data, agencies could not
report the ending balances of the subsidy cost allowance and the loan guarantee liability at
the end of each fiscal year. Second, the proposed effective date, beginning with fiscal year
2000, provides adequate time because financial statements for that year will be issued in
early calendar year 2001.
52. On the other hand, the Board recognizes that staff training and computer re-programming
may be necessary to implement the new requirements. Therefore, the Board considered
6

For example, Federal Financial Accounting and Auditing Technical Release No. 3, Preparing and Auditing Direct Loan
and Loan Guarantee Subsidies under the Federal Credit Reform Act (July 1999), requires auditors to identify
significant external and internal factors that may affect the credit subsidy estimates and reestimates. External factors
include economic conditions, current political climate, and relevant legislation. Internal factors include the size of the
agency’s budget and accounting staff qualifications of key personnel, turnover of key personnel, and system
capabilities.
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and granted a delay for the effective date to periods beginning after September 30, 2000.
However, the Board emphasizes that this should not be considered a precedent for
postponing implementation of adopted accounting standards. The Board encourages early
implementation of the standards.

Vote For Approval
53. The accounting standards prescribed in this statement are approved by the Board
unanimously.
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Appendix B: Illustrative Reporting Formats
The following two schedules illustrate the reconciliation between beginning and ending balances
of the subsidy cost allowance for direct loans and the liability for loan guarantees.

A: Schedule for Reconciling Subsidy Cost Allowance Balances
Dollars in thousands
Beginning Balance, Changes, and Ending Balance
Beginning balance of the subsidy cost allowance

FY 2000

FY 2001

$

$

Add: subsidy expense for direct loans disbursed during the reporting years by component:
(a) Interest subsidy costs
(b) Default costs (net of recoveries)
(c) Fees and other collections
(d) Other subsidy costs
Total of the above subsidy expense components
Adjustments:
(a) Loan modifications
(b) Fees received
(c) Foreclosed property acquired
(d) Loans written off
(e) Subsidy allowance amortization
(f) Other
Ending balance of the subsidy cost allowance before reestimates
Add or subtract subsidy reestimates by component
(a) Interest rate reestimate
(b) Technical/default reestimate
Total of the above reestimate components
Ending balance of the subsidy cost allowance
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B: Schedule for Reconciling Loan Guarantee Liability Balances
Dollars in thousands
Beginning Balance, Changes, and Ending Balance
Beginning balance of the loan guarantee liability

FY 2000

FY 2001

$

$

Add: subsidy expense for guaranteed loans disbursed during the reporting years by
component:
(a) Interest subsidy costs
(b) Default costs (net of recoveries)
(c) Fees and other collections
(d) Other subsidy costs
Total of the above subsidy expense components
Adjustments:
(a) Loan guarantee modifications
(b) Fees received
(c) Interest supplements paid
(d) Foreclosed property and loans acquired
(e) Claim payments to lenders
(f) Interest accumulation on the liability balance
(g) Other
Ending balance of the loan guarantee liability before reestimates
Add or subtract subsidy reestimates by component:
(a) Interest rate reestimate
(b) Technical/default reestimate
Total of the above reestimate components
Ending balance of the loan guarantee liability
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Appendix C: The Accounting Standards in SFFAS No. 2
See “Statement of Federal Financial Accounting Standards 2: Accounting for Direct Loans and
Loan Guarantees.”
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Appendix D: Glossary
See Consolidated Glossary in “Appendix E: Consolidated Glossary.”
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