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MD&A Best Practices 

 
Introduction 
 
Statement of Federal Financial Accounting Concepts (SFFAC) 3 and Statement of 
Federal Financial Accounting Standards (SFFAS) 15 provide guidance and requirements 
for management’s discussion and analysis (MD&A) in federal agency financial reports.  
The standards call for management to present a frank and concise analysis of 
performance and financial results.  
 
The MD&A should provide management’s view of actual current performance and 
financial results as well as expectations about the future. It should be grounded in facts 
and provide meaningful explanatory data rather than be a series of vague and/or 
generally positive statements or vignettes about the entity’s successes. The MD&A 
should present a balanced discussion of negative as well as positive results, and it 
should relate financial results, especially costs, to performance and both to strategic 
goals.  
 
The MD&A should be a communication vehicle rather than a compliance exercise .  It 
should be concise, meaningful, and readily understandable. In addition to explaining why 
financial results changed during the reporting period, MD&A should explain how 
performance did or did not achieve planned results. To the extent the results have been 
affected by any change in the underlying goals or performance measures, the nature 
and effects of such changes upon the outcomes should also be discussed. 
 
However, current federal MD&A generally tend not to meet expectations established in 
SFFAC 3 and SFFAS 15. They typically do not effectively summarize and communicate 
entity performance and financial results.  For example: 
 

• There is often excessive narrative description, rather than concise information 
focused on the “vital few” matters envisioned by the standards.  Program 
vignettes are often offered in place of concise analysis. 

• Large numbers of performance measures are often included, rather than a 
limited number of key measures that clearly communicate how well the entity is 
achieving its goals and objectives. Numerous internal, operational measures are 
often presented whose relationship to the “vital few” entity goals is unclear, and 
which are not meaningful to external users unfamiliar with the intricacies of daily 
internal operations. Again, the goal should be to present a balanced discussion 
of performance. 

• Discussion of the financial statements is often limited to noting changes in 
account balances during the reporting period, which are fairly obvious on the face 
of the financial statements, rather than explaining the reasons for the changes in 
balances and financial results.  Also, significant variances from the budget are 
often not identified or explained. 
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In addition, charts, graphs, photographs and other pertinent graphics are often used and 
when effectively designed and presented, can significantly enhance the quality of the 
MD&A.  However, in many instances their full potential is not realized due to 
shortcomings in their presentation such as use of (1) excessively small text fonts or 
photographs, (2) shading that obscures the text it is intended to highlight, and (3) overly 
ambitious charts and graphs that attempt to present too much information and thereby 
become very difficult to understand. 
 
These issues have contributed to a perception that the MD&A in federal financial reports, 
as currently presented, is not as useful as was originally envisioned.   
 
It should be noted that the federal government is not alone in questioning the decision-
usefulness of financial reports. Much has been written about the need to improve the 
decision-usefulness of financial reports, especially regarding forward-looking 
information. There is a general call for concise reports with less reiteration of innocuous 
data and more discussion about the future.    
 
Purpose of this Report 
 
By providing available examples of “best practices” from current federal MD&A, this 
report is intended to help preparers of federal MD&A achieve the objectives of the 
standards and avoid some of the pitfalls that in the past have prevented these MD&A’s 
from achieving their full potential as a vehicle to effectively communicate important 
information about the entity’s mission, operations, goals, challenges, financial results, 
and future. This report provides examples of selected sections of certain federal fiscal 
year 2009 MD&As which the Accounting and Auditing Policy Committee (AAPC) 
believes effectively captured the letter and spirit of the key elements of the standards. 
They provide excellent examples. 
 
Structure of this Report 
 
This report is the product of a federal task group under the auspices of the AAPC.1 The 
AAPC is a permanent committee established by the FASAB.  The AAPC’s mission is to 
assist the federal government in improving financial reporting by timely identifying, 
discussing, and recommending solutions to accounting issues within the framework of 
existing authoritative literature. 
 
This report provides ideas for improving federal MD&A.  The techniques and practices 
used to implement the current and past performance initiatives that are discussed in this 
document are not mandatory guidance.  They should be viewed as useful examples of 
techniques for MD&A to better communicate essential information about the entity’s 
operations.  
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The report is organized by the four MD&A section indicated in SFFAS 15 as follows:  
 

• MISSION AND ORGANIZATIONAL STRUCTURE;  
• PERFORMANCE GOALS, OBJECTIVES, AND RESULTS; 
• ANALYSIS OF FINANCIAL STATEMENTS AND STEWARDSHIP 

INFORMATION SECTION;  
• ANALYSIS OF SYSTEMS, CONTROLS AND LEGAL COMPLIANCE.  
• FORWARD-LOOKING INFORMATION; 
• HIGH RISK; 
• IMPROPER PAYMENTS; and 
• TREND DATA. 

 
 

•  
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The following table lists the federal agencies from whose MD&A sections examples of 
best practices were selected and provides Web links to their FY 2009 financial reports 
that includes their MD&A. 
 

Table 1 – Agency Examples by MD&A Section 
MD&A Section Agency 

Example of 
Best 

Practice 

AAPC 
Rpt. 
Page 
No. 

Web Link to PAR or AFR containing the MD&A 

Commerce 7 http://www.osec.doc.gov/bmi/budget/FY09PAR.html 
Defense 13 http://comptroller.defense.gov/afr/index.html 

Overview 

VA 15 http://www4.va.gov/budget/report 
Defense 21 http://comptroller.defense.gov/afr/index.html 
FTC 28 http://ftc.gov/opp/gpra/index.shtm 
NASA 33 http://www.nasa.gov/news/budget/index.html 

Mission and 
Organization 

PTO 39 http://www.uspto.gov/about/stratplan/index.jsp 
Commerce 43 http://www.osec.doc.gov/bmi/budget/FY09PAR.html 
Defense 44 http://comptroller.defense.gov/afr/index.html 
EPA 52 http://www.epa.gov/ocfo/par/2009par/index.htm 
FAA 54 http://www.faa.gov/about/plans_reports 
GSA 57 http://www.gsa.gov/portal/category/26534 
Justice 57 http://www.justice.gov/ag/annualreports/pr2009/Tabl

eofContents.htm 
VA 59 http://www4.va.gov/budget/report 

Performance 
goals, Objectives, 
And Results 

FHFA 61 http://www.fhfa.gov/Default.aspx?Page=136 
Energy 66 http://www.energy.gov/about/budget.htm 
GSA 69 http://www.gsa.gov/portal/category/26534 
FAA 69 http://www.faa.gov/about/plans_reports 

Analysis of 
Financial 
Statements and 
Stewardship SBA 80 http://www.sba.gov/aboutsba/budgetsplans/SERV_A

BTSBA_BUDGET_2009AFR.html 
GSA 83 http://www.gsa.gov/portal/category/26534 
PTO 85 http://www.uspto.gov/about/stratplan/index.jsp 

Analysis of 
Systems, Controls 
and Legal 
Compliance USDA 90 http://www.ocfo.usda.gov/usdarpt/usdarpt.htm 

FHFA 96 http://www.fhfa.gov/Default.aspx?Page=136 
USPS 98 http://www.usps.com/financials/ar/welcome.htm 
PTO 101 http://www.uspto.gov/about/stratplan/index.jsp 

Forward-looking 
Information 

VA 105 http://www4.va.gov/budget/report 
High Risk Energy 111 http://www.cfo.doe.gov/cf12/2009parAFR.pdf 
Improper 
Payments 

SSA 113 http://www.ssa.gov/finance/2009/Complete%20MD&
A.pdf 

Trend Data Treasury 114 http://www.treasury.gov/about/organizational-
structure/offices/Mgt/Documents/09AFR_Treasury_T
agged_07.pdf 

Appendix 1  117 Current Federal MD&A Standards 
Appendix 2  124 MD&A Task Group Members 
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MD&A Best Practices 

 
 
 
DISCLAIMER 
 
The examples of best practices included in this report have been reproduced verbatim 
from agency fiscal year 2009 Management Discussions and Analysis.  The AAPC is not 
responsible for any factual, editorial, or other errors they may contain.  They are 
intended to provide users with illustrative examples of the basic form and content of the 
various sections of the MD&A as they may appear when prepared as intended by the 
standards. The examples, in aggregate, are not intended to illustrate how to satisfy all 
MD&A requirements. That is, there may be some requirements for which the guide 
contains no examples. 
 
 
This guide is intended to assist federal entities in reporting their MD&A information in 
federal agency reports in accordance with federal accounting standards. This guide 
supplements relevant federal accounting standards, but is not a substitute for and does 
not take precedence over the accounting standards issued by FASAB.  
 
The federal agency MD&A examples in this guide illustrate how several federal entities 
report their MD&A sections. However, the examples are for illustrative purposes only. 
The examples are not all-encompassing and agencies may identify other more useful 
and relevant MD&A reporting practices. The examples also do not cover all MD&A 
requirements outlined in SFFAC 3 or SFFAS 15. 
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MD&A OVERVIEW 
 
In addition to the MD&A sections explicitly mentioned in SFFAS 15, MD&A may include 
a brief overview or executive summary explaining the MD&A. An overview section gives 
the reader a useful summary of what is to come. Some agencies include an overview or 
executive summary in the “mission and organizational structure” section of the MD&A.  
 
The following are examples of overview or executive summary “best practices”.  
 
 
Commerce Department 
 
The following is from the Commerce Department’s introductory material for FY 
2009,2which precedes the MD&A, and provides an overview.  
 

THE DEPARTMENT AT LARGE 
 

HISTORY AND ENABLING LEGISLATION 
The Department of Commerce was originally established by Congressional 
Act on February 14, 1903 as the Department of Commerce and Labor (32 
Stat. 826; 5 U.S.C. 591) and was subsequently renamed the U.S. Department 
of Commerce by President William H. Taft on March 4, 1913 (15 U.S.C. 
Section 1512). The defined role of the new Department was “to foster, 
promote, and develop the foreign and domestic commerce, the mining, 
manufacturing, and fishery industries of the United States.” 

 
MISSION 
The Department of Commerce creates the conditions for economic growth and 
opportunity by promoting innovation, entrepreneurship, competitiveness, and 
stewardship.  

 
PROGRAM BUREAUS 

• Economic Development Administration (EDA) 
• Economic Statistics Administration (ESA) 

o Bureau of Economic Analysis (BEA) 
o Census Bureau 

• International Trade Administration (ITA) 
• Bureau of Industry and Security (BIS) 
• Minority Business Development Agency (MBDA) 
• U.S. Patent and Trademark Office (USPTO) 
• National Institute of Standards and Technology 

o National Technical Information Service (NTIS) 
• National Telecommunication and Information Administration (NTIA) 
• National Oceanic and Atmospheric Administration (NOAA) 

                                                 
2 For the referenced agency’s financial report (and MD&A), see Table 1 above.  
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STRATEGIC GOALS 
Goal 1: Maximize U.S. competitiveness and enable economic growth for 
American industries, workers, and consumers 
Goal 2: Promote U.S. innovation and industrial competitiveness 
Goal 3: Promote environmental stewardship 
Management Integration Goal: Achieve organizational and management 
excellence 

 
EMPLOYEES 
As of September 30, 2009, the Department had approximately 54,400 
employees. The size of the Department will fluctuate in the next three years 
depending on the needs of the Census Bureau, growing to more than 140,000 
employees in FY 2010. 
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In the first several pages of the MD&A , the Commerce Department provides additional 
highlights as follows. 
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Defense Department  
 
In its FY 2009 MD&A, the Defense Department presents an effective summary of a 
complex organization as follows. 

 
Fiscal Year 2009 Overview 
 
The Defense Department is committed to executing our mission and responding to 21st Century 
national security requirements. In Fiscal Year (FY) 2009, the Department carried out its mission in 
many ways. We continued to engage in Operation Iraqi Freedom (OIF) military operations while 
executing a substantial portion of our responsible troop withdrawal from Iraq. In FY 2009, 
counter-Insurgency Operations (COIN) brigade combat teams (BCTs) in Iraq decreased from 14 
to 12. Since the President announced the responsible withdrawal in May 2009, the Department 
saved $554 million in contractor costs, transferred 20,000 units of equipment to Afghanistan, and 
returned 10 percent of total OIF equipment to the U.S. The FY 2010 plans reflect the President’s 
decision to decrease force levels to six Advisory and Assistance Brigades by August 31, 2010. 
 
While performing mission requirements in Iraq, we also increased our efforts in Operation 
Enduring Freedom (OEF) in Afghanistan. In FY 2009, we executed the President’s decision to 
increase force levels from three to six BCTs with a Marine Expeditionary Brigade, a Stryker BCT, 
an Afghan Security Force training BCT, and additional supporting forces and capabilities. The 
additional 33,000 troops were critical in training Afghan Security Forces, bolstering International 
Security Assistance Force security in Regional Command East, retaking Helmand Province, and 
increasing security in Kandahar. 
 
While continuing to support OIF and OEF, the Department conducted numerous other military 
operations, including humanitarian efforts and relief operations throughout the world. For 
example, DoD provided disaster relief efforts in Taiwan, including supplies and airlift support, in 
response to the devastation caused by typhoon Marokot. In addition DoD provided humanitarian 
assistance, including building basic infrastructure, such as schools and roads, basic medical 
relief, and projects that enable host nations to prepare for disasters in as many as 80 countries. 
 
The Department depends on the Military Services to execute operations and in FY 2009 the 
Department took a number of steps to strengthen the Military Services. In FY 2009, the Army and 
Marine Corps successfully achieved their “grow the force” active military goals of 547,400 and 
202,000 enlisted, respectively, more than two years ahead of schedule. The successful effort will 
allow the Army and Marine Corps to reduce the stress on their forces and will ultimately result in 
military members spending less time deployed. The Department also continued the growth of the 
special operations force level by over 5,000 military personnel. In addition to “growing the force,” 
the Department created an additional regional command. The Africa Command (AFRICOM) was 
established on October 1, 2008, the first day of FY 2009. This command will greatly enhance the 
nation’s focus on outreach and counterterrorism efforts in Africa. 
 
To carry out its key missions, the Department maintained focus and commitment to take care of 
its people: the all-volunteer military force, including the wounded Service members, military 
families, and civilians. Both military and civilian personnel received a 3.9 percent pay raise. The 
basic allowances for military housing and subsistence increased an average of 5.9 percent and 
10.0 percent, respectively, to ensure that military families could cover increased costs. In 
recognition of the needs of our wounded warriors, the Department improved military health care 
facilities through funding initiatives such as warrior transition units. In addition, healthcare was 
provided for 9.3 million eligible beneficiaries in 59 inpatient medical facilities, more than 800 
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medical and dental clinics, as well as private sector care through the TRICARE program. To 
address the needs of military families, DoD invested in family support efforts such as childcare 
centers, schools, and youth programs. 
 
The Department invested in new weapon system platforms and capabilities such as unmanned 
aerial vehicles, mine resistance ambush protected vehicles, and precision guided munitions to 
improve the nation’s ability to combat unconventional threats. While investing in new weapon 
systems, the Department focused on aligning acquisitions to operational demands and 
requirements. 
 
The Department implemented plans to improve acquisition effectiveness. We are committed to 
pursuing a number of acquisition excellence initiatives that address contracting and contract 
management issues, to include contracting in an expeditionary environment, addressing the 
Government Accountability Office’s (GAO) high-risk area of interagency contracting, growing the 
contracting workforce, and increasing DoD organic acquisition management capability. 
 
In addition to acquisition improvements, the Department continues to make improvements in 
financial management and audit readiness. The DoD established plans to improve business 
practices and internal controls to enhance visibility and accountability of its resources. The 
Department strengthened the business environment within the operational theater to increase 
effectiveness in terms of responsive mission support and better control over resources. To 
accomplish this, the Department formed a cross-functional team of senior leaders to ensure that 
the people, processes, and systems were in place at appropriate levels to provide management 
visibility and assurance over controls. The underlying goal is to provide support for improved 
mission effectiveness, enhanced personnel safety/security, reduced likelihood of loss of funds or 
erroneous payments, less rework, and better cost visibility and control. By applying lessons 
learned from prior theater experience, the Department hopes to develop an enhanced capability 
for future contingencies and theater operations. 
 
In FY 2009, the Department established plans for continued management reform organized 
around high-priority performance goals. These plans will: 
 

• Increase energy efficiencies 
• Reform the personnel security clearance process 
• Execute Virtual Lifetime Electronic Record (VLER) milestones 
• Streamline the hiring process 
• Spend American Recovery and Reinvestment Act (ARRA) funds quickly and effectively 
• Provide effective business operations and ensure logistics support to Overseas 
Contingency Operations (OCO) 
• Increase the audit readiness of individual DoD components 
• Reform the DoD acquisition process 
• Enhance the security cooperation workforce 

 
In summary, during FY 2009, the Secretary emphasized the strategic priorities of taking care of 
our people; reshaping and modernizing the force; reforming how the Department buys equipment 
and services; and supporting the troops in the field. 
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Veterans Affairs 
 
Some MD&A presentations provide a Web-based Performance and Accountability 
Report (PAR) with hyperlinks to MD&A sections (and other sections of its PAR). Several 
agencies provide similar Web pages, which are very helpful. See Table 1 above for the 
Web addresses. The Department of Veteran’s Affairs (VA)’s PAR and MD&A is an 
outstanding example of this approach. 
 
Regarding the overview section, the VA begins its MD&A with a “performance 
scorecard”, which is followed in due course by a concise “performance overview” as 
follows. 
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MISSION AND ORGANIZATIONAL STRUCTURE 
 
Regarding the four MD&A sections listed in SFFAS 15, the mission and organizational 
structure section should be concise and easily understood. Well-designed graphics help 
a great deal. Best practices for the mission and organizational structure follow, starting 
with the Defense Department.   
 
 
 
Defense Department 
 
The Defense Department’s MD&A concise and easily understood description of a 
complex organization is shown on the following pages. 
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Federal Trade Commission 
 
 
The Federal Trade Commission’s mission and organizational structure section is concise 
and easily grasped as follows. 
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NASA 
 
The National Air and Space Administration’s (NASA) MD&A contains a concise and 
graphic mission/organization section as follows.  
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Patent and Trademark Office 
 
The Patent and Trademark Office’s (PTO) MD&A provides an excellent example for 
presenting a great deal of information about “mission and organizational structure” in a 
table as follows. 
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PERFORMANCE GOALS, OBJECTIVES, AND RESULTS 
 
The performance objectives, goals, and results section of the MD&A should highlight 
the key performance measures for a “vital few”3 matters, programs, etc. and relate them 
to strategic goals.  In deciding which matters to present, the entity should consider who 
the stakeholders are.  The MD&A should focus on matters of substantial interest to 
external users (citizens, the public, etc.), and avoid matters that are primarily if not 
exclusively internal, such as routine internal management processes.  External users 
often will neither understand nor care about such matters.  
 
For the federal government, the distinction between “internal” and “external” users is 
more difficult to make than for states and local governments or the private sector where 
the primary audience for general purpose financial statements is investors and creditors. 
The Board has stated that, in general, users of federal financial information fall into the 
four categories identified in SFFAC 1:  citizens, Congress, executives, and program 
managers.  However, for information at the more highly summarized governmentwide or 
consolidated level, the Board divided the four groups identified in SFFAC 1 into two 
major groups: external users (citizens), and internal users (Congress, executives, and 
program managers).  
 
Presenting concise performance information is a challenge. The tendency is to include a 
lot of information rather than applying a rigorous relevancy or “vital few” test.  
 
Performance measures should relate costs to outputs and outcomes.  Cost information 
should stimulate interest in determining where resources are going or will go.  Any 
change in how a performance measure is calculated should be explained.  Such 
changes can affect the outcome, including causing an agency to meet a goal they 
otherwise would have failed to meet (or vise-versa). 
 
The large array of performance measures is daunting and not likely to be read and 
therefore has not been identified as a “best practice.”   
 
In addition, the “vital few” unmet performance goals should be discussed because the 
agency’s target should be challenging. 
 
Focusing on clear, measurable outcomes and goals contributes to effective government 
operations.4  The MD&A is an opportunity for management to frankly and concisely 
explain the essentials of performance, and to go beyond the usual formulaic 
communication. The Government Performance and Results Act of 1994 (GPRA) and 
various administrations before and since 1994 have sought to focus on outcomes and 
create useful performance measures.  However, OMB has noted that current GPRA-
                                                 

3 SFFAS 15, par. 6. 
4 See OMB’s “high priority performance goals” (“HPPG) initiative as explained in the Analytical 
Perspectives section of the FY 2011 budget. 



MD&A Best Practices – Performance Goals, Objectives, and Results 

based performance goals and measures are not being used.  Congress does not use 
them to conduct oversight, agencies do not use them to manage, and the public does 
not use them to evaluate government operations.  Moreover, OMB has noted that past 
performance management efforts generally have been ineffective; they have identified 
problems involving management policy and planning rather than focusing on outcomes.  
 
OMB states that current performance reports seldom answer the questions of key 
audiences. The OMB’s recent “high priority performance goals (HPPG) initiative requires 
agencies to commit to a limited number of ambitious, realistic, and achievable high-
priority goals to be achieved within 24 months without additional resources or legislation; 
it requires agencies to have a limited number (generally three to eight) of well-defined, 
outcome-based measures of performance.   
 
The HPPG initiative contrasts with the typical MD&A discussion of performance in 
current reports. The latter often discusses very high level strategic goals and, when 
discussing operations, uses (1) general, usually positive statements and (2) a complex 
table of performance measures that may be challenging to understand.   
 
The following presentation of MD&A performance sections includes some references to 
the HPPG initiative.  
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Commerce Department 
 
Among the extensive material in its discussion of performance in the FY 2009 MD&A, 
the Commerce Department presents an effective chart relating organizational structure 
(bureaus) to the three strategic objectives as follows. 
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Defense Department 
 
Defense Department’s MD&A provides a concise and easily understood description of 
DoD’s key performance outcomes as they relate to their strategic goals.  
 

5 
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5 AFR – Agency Financial Report. 
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Environmental Protection Agency 

The Environmental Protection Agency’s (EPA) effective MD&A performance data 
includes a very informative U.S. map color coded by EPA region reporting an 
accomplishment for each EPA region as follows.  
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The EPA mentions the total number of its performance measures (205) but it does not 
try to present them in the MD&A. For example, no long textual passages or daunting 
table are presented. The EPA presents percentages for met, unmet, and data not 
available, and presents a discussion of “key accomplishments” and “challenges by 
Objective and Strategic Goal” in a “highlights of program performance by goal” (see 
pages 13-35). Although 22 pages of discussion seem excessive, the EPA presents it 
effectively.  
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Federal Aviation Administration 
The Federal Aviation Administration’s (FAA) MD&A is effective. It presents 31 
performance measures for four strategic goals with minimal narrative using an 
informative table as follows.   
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GSA 
 
The General Services Administration’s (GSA) MD&A and financial report as a whole is 
fully Web-based.  GSA presents several key performance measures for each GSA 
strategic goal. There are menu selections for “GSA Overview”, Key Performance 
Measures”, “Financial Results”, and Assurances and Management Challenges”. GSA’s 
report is available on the Web at the address listed in Table 1 above. 
 
 
Justice Department 

 
The Justice Department’s FY 2009 MD&A performance section is concise and 
informative. A table with the 25 “key performance measures” is presented under the 
menu selection for “analysis of performance information” (see the Web address in Table 
1) and is well done, as shown in part immediately below:  
 
 

 
 
 
Thus, the Justice Department presents goals that are generally fairly specific and 
consistent with the Justice Department’s five “high priority performance goals” identified 
during the OMB performance initiative and published in the Analytical Perspectives of 
the FY 2009 Budget, page 82-83. These goals are described as a “subset of those used 
to regularly monitor and report performance”, and are specific and generally quantified, 
e.g., “White Collar Crime: Increase white collar caseload by five percent concerning 
mortgage fraud, health care fraud, and official corruption b 2012, with 90 percent of 
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cases favorably resolved.” Fewer measures are a best practice in part because they can 
be easily tracked. 
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Department of Veterans Affairs 
 
The Department of Veterans Affairs’ (VA) Web-based MD&A provides a hyperlink to a 
summary performance table that provides a great deal of information about strategic 
goals, performance measures and results, as mentioned in a prior section of this report. 
 
The table in combination with the performance overview (see immediately below) 
communicate this information effectively.  
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Federal Housing Finance Administration 
The FHFA presents an effective “summary of performance” about their strategic goals, 
performance goals, and key performance indicators as follows. 
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ANALYSIS OF FINANCIAL STATEMENTS AND STEWARDSHIP 
INFORMATION SECTION 
 
For the financial statement analysis section, the MD&A should focus on the changes 
in financial position and, thus, the results of operations during the period.  It should relate 
financial results, performance, and costs to strategic goals. It should explain the 
significant variations from prior years, from the budget, and from performance plans.  It 
should explain what happened and whether what happened is likely to continue in the 
future. Thus, the financial analysis should do more than merely describe the changes in 
financial statement line items that are obvious from the information on the face of the 
statements. In this regard, charts and tables are especially helpful.  
 
Even if the financial statements have been read, often the true import of the data is not 
well understood by the reader. The MD&A should provide valuable information about 
financial results and trends that are not apparent from the face of the financials. The 
following are some examples of effective presentation of financial results. 
 
Energy Department 
 
In FY 2009, the Energy Department presented a bar graph on the first page of the 
financial statement analysis in the MD&A that shows total assets and liabilities (i.e., 
changes in financial position) since 2005, and a further breakdown by certain asset and 
liability types for 2009, as follows.  
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A further graphic decomposition of assets, liabilities and costs, with minimal narrative, is 
presented, as shown below.   
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General Services Administration 

 
As mentioned above, the General Services Administration’s (GSA) financial report is 
fully Web-based.  GSA presents a concise financial analysis for each strategic goal. See 
menu selection for “Financial Results” for the MD&A discussion at the Web site provided 
in Table 1 above.  
 
 
Federal Aviation Administration 
 
The Federal Aviation Administration (FAA) presents financial results using a good 
balance of narrative and graphs as follows.   
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Small Business Administration 
The FY 2009 Small Business Administration (SBA) annual report provides an example of 
management effectively explaining financial and operational results as shown below. 
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ANALYSIS OF SYSTEMS, CONTROLS AND LEGAL COMPLIANCE 
 
The fourth MD&A section listed in SFFAS 15, systems, controls, and legal 
compliance, should briefly discuss the status of systems, controls, and legal compliance 
and describe material problems revealed by audits or otherwise known to management 
and the corrective actions taken. The volume of information in this section can become 
excessive. Being concise here is difficult but essential for communicating effectively.  
 
This section should also address any non-compliance with laws and regulations 
significant to the financial statements (prompt pay, debt collection, anti-deficiency, 
FFMIA, etc.). 
 
 
General Services Administration 
 
For FY 2009, the General Services Administration’s (GSA) financial report was fully 
Web-based and presented a very “user friendly” and concise analysis of systems, 
controls and legal compliance. See the menu selection for “Assurances and 
Management Challenges” at the Web address listed in Table 1 above, the first page of 
which is as follows. 
 

Statement of Assurance 

The management of the U.S. General Services Administration (GSA) recognizes and 

fully embraces our responsibility to establish and maintain effective internal controls and 

financial management systems that meet the objectives of the Federal Managers’ 

Financial Integrity Act (FMFIA). Management assures the effectiveness of GSA’s internal 

controls to support effective and efficient programmatic operations, reliable reporting, 

and compliance with all applicable laws and regulations. Throughout the year, 

management conducts extensive evaluation and review of its operations. Based on the 

results of this effort, GSA can provide reasonable assurance that the objectives of 

FMFIA are being met, and that no material weaknesses exist in the design or operation 

of the internal controls as of September 30, 2009. 

In addition, GSA conducted an assessment of the effectiveness of internal controls over 

financial reporting in accordance with Appendix A, Office of Management and Budget’s 

(OMB) Circular A-123, Management’s Responsibility for Internal Control. Based on the 

results of this assessment, GSA can provide reasonable assurance that its internal 
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controls over financial reporting, as of June 30, 2009, were operating effectively and no 

material weaknesses were found in the design or operation of the internal control over 

financial reporting. The assessment did find that a Federal Financial Management 

Improvement Act (FFMIA) non-compliance had existed in accounting adjustments being 

entered at a summary level, resulting in a FFMIA non-compliance with recording the 

U.S. Standard General Ledger (USSGL) at the transaction level. Subsequent testing 

through September 30, 2009 identified the remediation of the FFMIA non-compliance 

due to a successful Lean Six Sigma project implementation. GSA’s financial 

management systems were in substantial compliance with the requirements of FFMIA as 

of September 30, 2009. 

This system of internal controls is also being used to support the American Recovery 

and Reinvestment Act (Recovery Act) of 2009 awards made at GSA. Relying on OMB 

guidance, GSA performed an assessment of risks related to the Recovery Act. This 

assessment, combined with management’s assessment of internal controls, enables 

GSA to provide reasonable assurance that the key accountability objectives of the 

Recovery Act are being met and that significant risks to meeting these Recovery Act 

accountability objectives are adequately mitigated. 

 

Paul F. Prouty 

Acting Administrator 

November 12, 2009 
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Patent and Trademark Office 
 

The Patent and Trademark Office (PTO) presented a very effective, Web-based analysis 
of systems controls and legal compliance as follows. 
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United States Department of Agriculture 
 
In FY 2009, the Agriculture Department (USDA) presented a summary of the material 
weaknesses it is working to correct in a concise table as follows.  
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FORWARD-LOOKING INFORMATION, TRENDS, AND MANAGEMENT 
CHALLENGES 
 
“Forward-looking information” in the MD&A is arguably the most useful information 
management can provide. The MD&A should discuss the expected future effects of 
current demands, risks, uncertainties, events, conditions, and trends, and it should 
discuss the expected future effects of anticipated events, conditions, and trends, which 
SFFAS 15 encourages but does not require. Forward-looking information may be in any 
of the four MD&A sections. 
 
 
Federal Housing Finance Agency 
 
In the performance section of the Federal Housing Finance Agency’s (FHFA) FY 2009 
MD&A, the FHFA use forward-looking information as follows.   

 
Mortgage Delinquencies and Defaults  
 
Rapidly rising levels of serious delinquencies and defaults, further aggravated by 
high levels of unemployment and severe declines in home prices, continue to 
stress the Enterprises. As of June 30, 2009, Enterprise serious delinquencies 
had increased nearly 200 percent year-over-year to 2.89 percent for Freddie Mac 
and 3.94 percent for Fannie Mae. Real estate owned (REO) acquisitions for the 
first three quarters of FY 2009 at Fannie Mae were 57,469, an approximate 30 
percent increase year-over-year. Freddie Mac had 35,987 REO acquisitions, 
approximately 60 percent higher than the year before.  
 
To mitigate the impact of continued serious delinquencies and defaults, the 
Enterprises expanded loan modification efforts and took leadership roles in the 
MHA program. The FHL Banks that participate in mortgage purchase programs 
developed borrower assistance programs that enhance the foreclosure 
prevention efforts for mortgage loans owned by the FHL Banks.  
 
The Enterprises are recording historic levels of modifications and refinances. For 
borrowers unable to continue homeownership, the Enterprises offer foreclosure 
alternatives, including short sales, deeds in lieu of foreclosure, and REO rental 
programs. The impact of the HAMP and HARP elements remains uncertain as 
unemployment and house prices continue to deteriorate, interest rates rise from 
historic lows, other initiatives are set to expire, and operational difficulties in 
implementing foreclosure prevention programs arise.  
 
Operational Challenges Facing the Enterprises  
 
FHFA placed both Enterprises into conservatorship in September 2008 because 
deteriorating market conditions threatened the companies’ ability to fulfill their 
mission. The Enterprises continue to be challenged by operational constraints 
both internally and by counterparties. To handle high numbers of loan 
modifications, loan servicers are making significant changes in their operational 
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systems. In addition, servicers are increasing personnel to meet the intensive 
labor demands needed to manage and reduce foreclosures. The Enterprises are 
working with the government and servicers to accelerate loan modifications and 
refinancing, but they also must improve systems within their own operations and 
coordinate changes with servicers.  

 
In 2008 Treasury established three finance facilities (GSE Credit Facility, MBS 
Purchase Program, and Senior Preferred Stock Purchase Agreement) to support 
the ongoing business operations of the Enterprises and meet conservatorship 
objectives. These facilities support the Enterprises’ capital and liquidity to provide 
confidence to investors in the Enterprises’ debt and MBS. Some of these facilities 
expire at the end of this year, so the Enterprises and FHFA are working with 
Treasury to ensure investor confidence is maintained through appropriate 
government support coupled with strengthened liquidity and asset liability 
management within the Enterprises. 
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Postal Service 

 
The Postal Service revenue must cover expenditures and therefore the Postal Service 
must project future activity and set rates. The following is from the “Risk Factors” section 
of the Postal Service financial report preceding the MD&A but would be suitable for the 
MD&A. 

 

 
 
 
And from the Postal Service MD&A per se: 
 

May 2011 
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From the Postal Service MD&A, page 35: 
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Patent and Trademark Office 
The Patent and Trademark Office’s (PTO) presents forward-looking information in the 
MD&A section entitled “Management Challenges and What’s Ahead”, as follows. 
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And also, further on in the section -- 
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Department of Veterans Affairs 

 
Among the MD&A sections provided by the Department of Veterans’ Affairs’ (VA) Web-
based presentation is one on “most important achievements and current challenges.” 
The sample shown immediately below is for VA’s strategic goals 1 and 2. It is an 
effective, frank discussion by strategic goal. Another section is on “performance shortfall 
analysis”, which is also presented immediately below for goals 1 and 2 only.  Both 
sections provide excellent forward-looking information. 
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Department of Energy 
 

The sample shown immediately below is from Energy’s Management Priorities and 
includes how Energy plans to address an area on one of GAO’s high risk list. 



MD&A Best Practices – Forward-looking Information, Trends, and Management 
Challenges 
 

112 
Accounting and Auditing Policy Committee 

 Management’s Discussion and Analysis Best Practices Report 

 

 

May 2011 
 



MD&A Best Practices – Forward-looking Information, Trends, and Management 
Challenges 
 

113 
Accounting and Auditing Policy Committee 

 Management’s Discussion and Analysis Best Practices Report 
May 2011 

 

Social Security Administration (SSA) 
The sample shown immediately below is from SSA and includes how they plan to 
address improper payments. 
 



MD&A Best Practices – Forward-looking Information, Trends, and Management 
Challenges 
 

114 
Accounting and Auditing Policy Committee 

 Management’s Discussion and Analysis Best Practices Report 

Department of the Treasury 
 
The sample shown immediately below is from Treasury and includes a summary of both 
Treasury’s performance and financial trend data. 
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Current Federal MD&A Standards 
 
FASAB Standards 
 
Current MD&A standards and concepts provide guidance and establish minimum 
requirements.6 SFFAC 3 provides the basic MD&A concepts while SFFAS 15 
establishes the requirement that an entity present an MD&A with required components in 
its general purpose federal financial report (GPFFR). 

  
SFFAC 3 provides that MD&A should address the entity’s program and financial 
performance measures, financial statements, systems and controls, compliance with 
laws and regulations, and actions taken or planned to address problems. The discussion 
and analysis of these subjects may be based partly on information contained in reports 
other than the GPFFR. In addition, MD&A also should address significant events, 
conditions, trends, and contingencies that may affect future operations.7 

   
SFFAC 3 notes that financial reports have two key roles: feedback and prediction. 
Managers have the knowledge and should explain what the report is communicating. 
MD&A makes the GPFFR understandable.8 Due to the complexity of the federal 
government and the lack of user familiarity with federal financial and performance 
concepts, MD&A may be more important in the federal government than in the private 
sector.9  A third key role is that financial reports require the accumulation and 
compilation of auditable and therefore reliable information, which agencies would not 
otherwise do, and which results in the agency personnel gaining an understanding of 
their agency’s financial condition and operations that they would not otherwise have.10   
 
SFFAC 3 lists five subjects an MD&A should address:11 

 
1) the entity’s structure, mission, goals, and objectives, with indicators of its 

performance; 
2) actions taken or planned to improve performance, when appropriate; 
3) the financial statements; 
4) systems, internal controls and legal compliance, including corrective 

action taken or planned; and 
5) the future effects of existing, currently-known demands, risks, 

uncertainties, events, conditions and trends. MD&A may also address 
the possible future effects of anticipated future demands, events, 

                                                 
6 The table in Appendix A provides a comparison of MD&A concepts, standards, and requirements from 
SFFAC 3, SFFAS 15, and Circular A-136, and shows the similarities and differences between these 
documents.  It illustrates the brevity of SFFAS 15.   
7 SFFAC 3, par. 1. 
8 SFFAC 3, pars. 3-5. 
9 SFFAC 3, par. 7. 
10 SFFAC 3, par. 17. 
11 SFFAC 3, par. 9. 
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conditions, trends, etc. that management believes would be important to 
the reader of the report. MD&A should explain future effects if there is a 
reasonable prospect of occurrence.12  “Future effects” should be 
quantified, if possible, and ranges are useful in discussing future 
effects.13 

 
SFFAS 15, the FASAB’s MD&A standard, establishes the basic requirements for an 
MD&A and requires that each of the above subjects be addressed.14 

 
In addition, SFFAC 3 explains that the MD&A should discuss each topic even if basic 
information on that topic is in a non-GPFFR report. The MD&A concepts included 
referencing such material.  
 
Regarding financial statement analysis – item 3 in the paragraph above – SFFAC 3, the 
MD&A concepts, provides that management should give readers the benefit of its 
understanding from both a short- and long-term perspective.  Management should 
discuss the significance and potential effect of variations in assets, liabilities, costs, 
revenues, obligations, and outlays; of particular balances and amounts in the financial 
statements; and of stewardship information.15 The MD&A should explain significant 
variations from prior years, from the budget, and from plans, and the potential effect of 
these factors, of changed circumstances, and of expected future trends.16 The 
discussion should include only those variations of potential interest to readers who are 
not part of agency management.  
 
Not all material changes are sufficiently important to be included in MD&A. Thus, the 
MD&A should summarize the most important items, explain the relevant causes and 
efforts, and place them in context.17 
 
Regarding performance, SFFAC 3 calls for the entity to explain what it does and how 
well it is doing it. The MD&A should provide information readers need to gauge success. 
It should explain how the entity measures success and what the measures show.18  
 
To assess a government entity’s performance, readers need to know more than simple 
financial information.19 Reporting performance in government is different than in the 
private sector.20 The financial statement analysis should answer questions such as: 
What is the entity’s financial position and condition? How did this come about? MD&A 
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13 SFFAC 3, par. 35-36. 
14 SFFAS 15, pars. 2-4. 
15 SFFAC 3, 26-7. 
16 SFFAC 3. par. 14. 
17 SFFAC 3, 26-7. 
18 SFFAC 3, par. 11. 
19 SFFAC 3, par. 13. 
20 SFFAC 3, par. 42. 
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should relate the strategic plan to the entity’s results, include both positive and negative 
results, explain what needs to be done and what is planned, and note the limitations of 
performance reporting.21 
 
Regarding systems and controls, the MD&A should tell the reader whether the internal 
accounting and administrative controls are adequate.22 The GPFFR may include 
summaries of information about systems, internal legal compliance from other reports, 
e.g., FMFIA and FFMIA reports, or incorporate them by reference. The MD&A, in turn, 
should discuss the most important aspects of this information.23 
 
OMB Circular A-136 
 
OMB Circular A-136, Financial Reporting Requirements,24 defines the form and content 
for the federal agency PARs and Pilot Program reports required to be submitted to the 
OMB and the Congress.25 Circular A-136 provides a framework within which individual 
agencies have flexibility to provide information useful to the Congress, agency 
managers, and the public.26  
 
Circular A-136 MD&A Provisions 
 
The MD&A provisions of Circular A-136 cite SFFAC 3 and SFFAS 15.  Thus, the Circular 
A-136 requires MD&A sections wherein the entity is to discuss and analyze: 

 
1) mission and organizational structure 
2) performance goals, objectives, and results 
3) financial statements and stewardship information 
4) systems, controls and legal compliance.27   

 
Also as in SFFAS 15 (par. 3), Circular A-136 includes the requirement for forward-
looking information.  
 
Circular A-136 MD&A Performance Reporting 
 
In addition, Circular A-136 includes extensive MD&A instructions with respect to 
performance reporting. The Circular provides that the MD&A should include (in no 
                                                 

21 SFFAC 3, par. 45-9. 
22 SFFAC 3, par. 15. 
23 SFFAC 3, pars. 18-22. 
24 June 10, 2009. 
25 See the Chief Financial Officers Act of 1990 (“CFO Act”) (Pub. L. 101 – 576), as amended by the 
Reports Consolidation Act of 2000 (Pub. L. 106-531); the Accountability of Tax Dollars Act of 2002 
(“ATDA”) ( Pub. L. 107–289); and Annual Management Reports under the Government Corporations 
Control Act (31 U.S.C. § 9101 et seq.). The PARs and AFRs are in addition to the reports submitted to 
OMB for purposes of monitoring budget execution. 
26 See Circular A-136, Section I.1, Guide to the Circular. 
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specific order) highlights of performance goals and results (positive and negative) 
related to and consistent with major goals and objectives in the entity’s strategic and 
performance plans, including trend data where available. These performance highlights 
should:  
 

1) provide a clear, objective picture of the entity’s program results 
compared to its goals and objectives;  

2) indicate the extent to which its programs are achieving their intended 
goals and objectives, and explain performance trends;  

3) discuss the strategies and resources the entity uses to achieve its 
performance goals;  

4) evaluate the significance of underlying factors that may have affected the 
reported performance. These may include information about factors that 
are substantially outside the entity’s control as well as information about 
factors over which the entity has significant control;  

5) include an explanation of plans and timelines to improve performance 
where targets were not met;  

6) summarize the procedures management has designed and followed to 
provide reasonable assurance that reported performance information is 
relevant and reliable; and  

7) discuss important limitations and difficulties associated with performance 
measurement and reporting should be noted to the extent relevant.28 

 
Circular A-136 encourages entities to provide information in the PAR that helps the 
reader assess the relative efficiency and effectiveness of entity programs/operations. 
Efficiency is defined as the ratio of an “effective or useful” outcome or output to the total 
input resources of a system. Effectiveness means having an intended or expected  
effect. 29  

  
Entities are instructed to strive to articulate efficiency and effectiveness by developing 
and reporting objective measures that, to the extent possible, indicate results achieved 
and relate major goals and objectives in their strategic plan to cost categories (i.e., 
responsibility segments) presented in the entity’s statement of net cost.  Entities should 
be engaged in strategic management, including recognizing that the dual objectives of 
and the occasional trade-offs between efficiency and effectiveness (e.g., the most 
effective solution or process is not always the most efficient, nor is the most efficient 
always the most effective). Entities should focus on tracking and reporting the most 
appropriate and meaningful measures that show program effectiveness, efficiency, and 
results. 
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Circular A-136 MD&A Financial Statement Analysis 
 
With respect to financial statement analysis, Circular A-136 incorporates SFFAS 15 
paragraphs. 30  Thus, MD&A should help users understand the entity’s financial results, 
position and condition conveyed in the principal financial statements. The MD&A should 
include comparisons of the current year to the prior year and should provide an analysis 
of the agency's overall financial position and results of operations to assist users in 
assessing whether that financial position has improved or deteriorated as a result of the 
year's activities. It should give users the benefit of management’s understanding of the:  
 

1) Major changes in types or amounts of assets, liabilities, costs, revenues, 
obligations, and outlays;  

2) Relevance of particular balances and amounts shown in the principal 
financial statements, particularly if relevant to important financial 
management issues; and  

3) Entity’s stewardship information.  
 
This section should also include a discussion of key financial-related measures 
emphasizing financial trends and assess financial operations. 

 
Circular A-136 MD&A Systems and Controls 
 
Circular A-136 requires agencies to provide assurances related to the Federal 
Managers’ Financial Integrity Act (FMFIA) and the Federal Financial Management 
Improvement Act (FFMIA)31 in a separate section of the MD&A entitled “Management 
Assurances.”  The Circular instructs the agencies that the FMFIA assurance statement 
should: 
  

1) Provide management’s assessment of the effectiveness of the 
organization’s internal controls to support effective and efficient 
programmatic operations, reliable financial reporting, and compliance 
with applicable laws and regulations (FMFIA § 2); and whether the 
financial management systems conform to financial systems 
requirements (FMFIA § 4).  

2) Provide a separate assessment of the effectiveness of the internal 
controls over financial reporting as a subset of the overall FMFIA 
assurance statement (i.e., separate paragraph within the FMFIA 
Assurance Statement).  

3) Include a summary of material weaknesses (FMFIA § 2) and non-
conformances (FMFIA § 4), and a summary of corrective actions to 
resolve the material weaknesses and non-conformances. Illustrative 
assurance statements and further guidance on corrective action plans 
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can be found in the CFOC Implementation Guide, Management’s 
Responsibility for Internal Control, Appendix A, Internal Control over 
Financial Reporting located at: 
(http://www.cfoc.gov/documents/Impementation_Guide_for 
OMB_Circular_A-123.pdf).  

 
Management is also directed to include its FFMIA compliance assessment in this 
section. FFMIA requires management to assess the organization’s compliance with 
Federal financial management systems requirements, standards promulgated by 
FASAB, and the U.S. Standard General Ledger (USSGL) at the transaction level. 
Further guidance on the financial systems requirements can be found in OMB Circular 
A-127, Financial Management Systems. Circular A-11, Part 2, Section 52, Information 
on Financial Management outlines requirements for agency’s plans for bringing its 
systems into substantial compliance.  
 
Management is to review its FMFIA assurance statements and its FFMIA compliance 
determination for consistency with the findings specified in the annual financial 
statement audit report(s).  The Office of Inspector General or auditor is to compare 
material weaknesses disclosed during the audit with those material weaknesses 
reported in the agency’s FMFIA report and document any differences. The reports could, 
in fact be different, but they should not be in direct conflict. When conflicting 
discrepancies exist, it is management’s responsibility to ensure that outstanding issues 
are appropriately reported.  

 
A review of agency reporting reveals some noteworthy aspects of FMFIA reporting. 
What appears to be happening is that management reports material weaknesses in 
internal control using criteria different than the auditors use to determine material 
weaknesses and system non-conformances in the accounting and financial reporting 
systems. The result is that some of the management-determined material weaknesses 
are different than what the auditor reports and some are the same. However, no 
instances were found where the auditor reported that a material weakness in internal 
control in financial systems that management did not report. 
 
The review found different results for FFMIA than for FMFIA.  Several instances were 
found where the auditor reported non-compliance with the FFMIA but management felt 
that the agency complied. Management frequently tried to justify its position rather than 
state what it will do to remove the auditor’s finding. 
 
Circular A-136 MD&A Other Provisions 

 
In addition, Circular A-136 affords management the discretion to include a summary in 
the MD&A of other information, initiatives, and issues it identifies. This could include 
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summarizing entity progress in implementing key administration management 
initiatives.32 
 
Circular A-136 requires the MD&A to include a section articulating the limitations of the 
principal financial statements, and provides the specific wording.33 

Circular A-136 Non-MD&A PAR Sections 
 
Circular A-136 directs that Sections 2, 3 and 4 of the PAR be for performance reporting, 
financial statements, and other accompanying information, respectively. The instructions 
for performance reporting in Circular A-136 are taken from Circular A-11, Section 230, 
Preparing and submitting the Annual Performance Report, the Performance Portion of a 
Performance and Accountability Report. Circular A-11 takes precedent if there is any 
inconsistency between Circulars A-11 and A-136.34  Agencies are instructed to refer to 
Circular A-11 for a comprehensive discussion on performance. The annual performance 
report required by GPRA provides information on an agency's actual performance and 
progress in achieving the goals in its strategic plan and performance budget.  

 
Agencies prepare one annual performance report for a fiscal year. For most agencies, 
this is the “Performance Section” of its PAR.  For those agencies participating in the 
pilot, the APR is to accompany the Congressional Budget Justification (CBJ).
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	Introduction
	Statement of Federal Financial Accounting Concepts (SFFAC) 3 and Statement of Federal Financial Accounting Standards (SFFAS) 15 provide guidance and requirements for management’s discussion and analysis (MD&A) in federal agency financial reports. 
	The standards call for management to present a frank and concise analysis of performance and financial results. 
	The MD&A should provide management’s view of actual current performance and financial results as well as expectations about the future. It should be grounded in facts and provide meaningful explanatory data rather than be a series of vague and/or generally positive statements or vignettes about the entity’s successes. The MD&A should present a balanced discussion of negative as well as positive results, and it should relate financial results, especially costs, to performance and both to strategic goals. 
	The MD&A should be a communication vehicle rather than a compliance exercise .  It should be concise, meaningful, and readily understandable. In addition to explaining why financial results changed during the reporting period, MD&A should explain how performance did or did not achieve planned results. To the extent the results have been affected by any change in the underlying goals or performance measures, the nature and effects of such changes upon the outcomes should also be discussed.
	However, current federal MD&A generally tend not to meet expectations established in SFFAC 3 and SFFAS 15. They typically do not effectively summarize and communicate entity performance and financial results.  For example:
	 There is often excessive narrative description, rather than concise information focused on the “vital few” matters envisioned by the standards.  Program vignettes are often offered in place of concise analysis.
	 Large numbers of performance measures are often included, rather than a limited number of key measures that clearly communicate how well the entity is achieving its goals and objectives. Numerous internal, operational measures are often presented whose relationship to the “vital few” entity goals is unclear, and which are not meaningful to external users unfamiliar with the intricacies of daily internal operations. Again, the goal should be to present a balanced discussion of performance.
	 Discussion of the financial statements is often limited to noting changes in account balances during the reporting period, which are fairly obvious on the face of the financial statements, rather than explaining the reasons for the changes in balances and financial results.  Also, significant variances from the budget are often not identified or explained.
	In addition, charts, graphs, photographs and other pertinent graphics are often used and when effectively designed and presented, can significantly enhance the quality of the MD&A.  However, in many instances their full potential is not realized due to shortcomings in their presentation such as use of (1) excessively small text fonts or photographs, (2) shading that obscures the text it is intended to highlight, and (3) overly ambitious charts and graphs that attempt to present too much information and thereby become very difficult to understand.
	These issues have contributed to a perception that the MD&A in federal financial reports, as currently presented, is not as useful as was originally envisioned.  
	It should be noted that the federal government is not alone in questioning the decision-usefulness of financial reports. Much has been written about the need to improve the decision-usefulness of financial reports, especially regarding forward-looking information. There is a general call for concise reports with less reiteration of innocuous data and more discussion about the future.   
	Purpose of this Report
	By providing available examples of “best practices” from current federal MD&A, this report is intended to help preparers of federal MD&A achieve the objectives of the standards and avoid some of the pitfalls that in the past have prevented these MD&A’s from achieving their full potential as a vehicle to effectively communicate important information about the entity’s mission, operations, goals, challenges, financial results, and future. This report provides examples of selected sections of certain federal fiscal year 2009 MD&As which the Accounting and Auditing Policy Committee (AAPC) believes effectively captured the letter and spirit of the key elements of the standards. They provide excellent examples.
	Structure of this Report
	This report is the product of a federal task group under the auspices of the AAPC. The AAPC is a permanent committee established by the FASAB.  The AAPC’s mission is to assist the federal government in improving financial reporting by timely identifying, discussing, and recommending solutions to accounting issues within the framework of existing authoritative literature.
	This report provides ideas for improving federal MD&A.  The techniques and practices used to implement the current and past performance initiatives that are discussed in this document are not mandatory guidance.  They should be viewed as useful examples of techniques for MD&A to better communicate essential information about the entity’s operations. 
	The report is organized by the four MD&A section indicated in SFFAS 15 as follows: 
	 MISSION AND ORGANIZATIONAL STRUCTURE; 
	 PERFORMANCE GOALS, OBJECTIVES, AND RESULTS;
	 ANALYSIS OF FINANCIAL STATEMENTS AND STEWARDSHIP INFORMATION SECTION; 
	 ANALYSIS OF SYSTEMS, CONTROLS AND LEGAL COMPLIANCE. 
	 FORWARD-LOOKING INFORMATION;
	 HIGH RISK;
	 IMPROPER PAYMENTS; and
	 TREND DATA.
	The following table lists the federal agencies from whose MD&A sections examples of best practices were selected and provides Web links to their FY 2009 financial reports that includes their MD&A.
	DISCLAIMER
	The examples of best practices included in this report have been reproduced verbatim from agency fiscal year 2009 Management Discussions and Analysis.  The AAPC is not responsible for any factual, editorial, or other errors they may contain.  They are intended to provide users with illustrative examples of the basic form and content of the various sections of the MD&A as they may appear when prepared as intended by the standards. The examples, in aggregate, are not intended to illustrate how to satisfy all MD&A requirements. That is, there may be some requirements for which the guide contains no examples.
	This guide is intended to assist federal entities in reporting their MD&A information in federal agency reports in accordance with federal accounting standards. This guide supplements relevant federal accounting standards, but is not a substitute for and does not take precedence over the accounting standards issued by FASAB. 
	The federal agency MD&A examples in this guide illustrate how several federal entities report their MD&A sections. However, the examples are for illustrative purposes only. The examples are not all-encompassing and agencies may identify other more useful and relevant MD&A reporting practices. The examples also do not cover all MD&A requirements outlined in SFFAC 3 or SFFAS 15.
	MD&A OVERVIEW
	In addition to the MD&A sections explicitly mentioned in SFFAS 15, MD&A may include a brief overview or executive summary explaining the MD&A. An overview section gives the reader a useful summary of what is to come. Some agencies include an overview or executive summary in the “mission and organizational structure” section of the MD&A. 
	The following are examples of overview or executive summary “best practices”. 
	Commerce Department

	The following is from the Commerce Department’s introductory material for FY 2009,which precedes the MD&A, and provides an overview. 
	THE DEPARTMENT AT LARGE
	In the first several pages of the MD&A , the Commerce Department provides additional highlights as follows.
	Defense Department 

	In its FY 2009 MD&A, the Defense Department presents an effective summary of a complex organization as follows.
	Veterans Affairs

	Some MD&A presentations provide a Web-based Performance and Accountability Report (PAR) with hyperlinks to MD&A sections (and other sections of its PAR). Several agencies provide similar Web pages, which are very helpful. See Table 1 above for the Web addresses. The Department of Veteran’s Affairs (VA)’s PAR and MD&A is an outstanding example of this approach.
	Regarding the overview section, the VA begins its MD&A with a “performance scorecard”, which is followed in due course by a concise “performance overview” as follows.
	MISSION AND ORGANIZATIONAL STRUCTURE
	Regarding the four MD&A sections listed in SFFAS 15, the mission and organizational structure section should be concise and easily understood. Well-designed graphics help a great deal. Best practices for the mission and organizational structure follow, starting with the Defense Department.  
	Defense Department

	The Defense Department’s MD&A concise and easily understood description of a complex organization is shown on the following pages.
	Federal Trade Commission

	The Federal Trade Commission’s mission and organizational structure section is concise and easily grasped as follows.
	NASA

	The National Air and Space Administration’s (NASA) MD&A contains a concise and graphic mission/organization section as follows. 
	Patent and Trademark Office

	The Patent and Trademark Office’s (PTO) MD&A provides an excellent example for presenting a great deal of information about “mission and organizational structure” in a table as follows.
	PERFORMANCE GOALS, OBJECTIVES, AND RESULTS
	The performance objectives, goals, and results section of the MD&A should highlight the key performance measures for a “vital few” matters, programs, etc. and relate them to strategic goals.  In deciding which matters to present, the entity should consider who the stakeholders are.  The MD&A should focus on matters of substantial interest to external users (citizens, the public, etc.), and avoid matters that are primarily if not exclusively internal, such as routine internal management processes.  External users often will neither understand nor care about such matters. 
	The large array of performance measures is daunting and not likely to be read and therefore has not been identified as a “best practice.”  
	In addition, the “vital few” unmet performance goals should be discussed because the agency’s target should be challenging.
	Focusing on clear, measurable outcomes and goals contributes to effective government operations.  The MD&A is an opportunity for management to frankly and concisely explain the essentials of performance, and to go beyond the usual formulaic communication. The Government Performance and Results Act of 1994 (GPRA) and various administrations before and since 1994 have sought to focus on outcomes and create useful performance measures.  However, OMB has noted that current GPRA-based performance goals and measures are not being used.  Congress does not use them to conduct oversight, agencies do not use them to manage, and the public does not use them to evaluate government operations.  Moreover, OMB has noted that past performance management efforts generally have been ineffective; they have identified problems involving management policy and planning rather than focusing on outcomes. 
	OMB states that current performance reports seldom answer the questions of key audiences. The OMB’s recent “high priority performance goals (HPPG) initiative requires agencies to commit to a limited number of ambitious, realistic, and achievable high-priority goals to be achieved within 24 months without additional resources or legislation; it requires agencies to have a limited number (generally three to eight) of well-defined, outcome-based measures of performance.  
	The HPPG initiative contrasts with the typical MD&A discussion of performance in current reports. The latter often discusses very high level strategic goals and, when discussing operations, uses (1) general, usually positive statements and (2) a complex table of performance measures that may be challenging to understand.  
	The following presentation of MD&A performance sections includes some references to the HPPG initiative. 
	Commerce Department

	Among the extensive material in its discussion of performance in the FY 2009 MD&A, the Commerce Department presents an effective chart relating organizational structure (bureaus) to the three strategic objectives as follows.
	Defense Department

	Defense Department’s MD&A provides a concise and easily understood description of DoD’s key performance outcomes as they relate to their strategic goals. 
	Environmental Protection Agency

	The Environmental Protection Agency’s (EPA) effective MD&A performance data includes a very informative U.S. map color coded by EPA region reporting an accomplishment for each EPA region as follows. 
	The EPA mentions the total number of its performance measures (205) but it does not try to present them in the MD&A. For example, no long textual passages or daunting table are presented. The EPA presents percentages for met, unmet, and data not available, and presents a discussion of “key accomplishments” and “challenges by Objective and Strategic Goal” in a “highlights of program performance by goal” (see pages 13-35). Although 22 pages of discussion seem excessive, the EPA presents it effectively. 
	Federal Aviation Administration

	The Federal Aviation Administration’s (FAA) MD&A is effective. It presents 31 performance measures for four strategic goals with minimal narrative using an informative table as follows.  
	GSA

	The General Services Administration’s (GSA) MD&A and financial report as a whole is fully Web-based.  GSA presents several key performance measures for each GSA strategic goal. There are menu selections for “GSA Overview”, Key Performance Measures”, “Financial Results”, and Assurances and Management Challenges”. GSA’s report is available on the Web at the address listed in Table 1 above.
	Justice Department

	The Justice Department’s FY 2009 MD&A performance section is concise and informative. A table with the 25 “key performance measures” is presented under the menu selection for “analysis of performance information” (see the Web address in Table 1) and is well done, as shown in part immediately below: 
	Thus, the Justice Department presents goals that are generally fairly specific and consistent with the Justice Department’s five “high priority performance goals” identified during the OMB performance initiative and published in the Analytical Perspectives of the FY 2009 Budget, page 82-83. These goals are described as a “subset of those used to regularly monitor and report performance”, and are specific and generally quantified, e.g., “White Collar Crime: Increase white collar caseload by five percent concerning mortgage fraud, health care fraud, and official corruption b 2012, with 90 percent of cases favorably resolved.” Fewer measures are a best practice in part because they can be easily tracked.
	Department of Veterans Affairs

	The Department of Veterans Affairs’ (VA) Web-based MD&A provides a hyperlink to a summary performance table that provides a great deal of information about strategic goals, performance measures and results, as mentioned in a prior section of this report.
	The table in combination with the performance overview (see immediately below) communicate this information effectively. 
	Federal Housing Finance Administration

	The FHFA presents an effective “summary of performance” about their strategic goals, performance goals, and key performance indicators as follows.
	ANALYSIS OF FINANCIAL STATEMENTS AND STEWARDSHIP INFORMATION SECTION
	For the financial statement analysis section, the MD&A should focus on the changes in financial position and, thus, the results of operations during the period.  It should relate financial results, performance, and costs to strategic goals. It should explain the significant variations from prior years, from the budget, and from performance plans.  It should explain what happened and whether what happened is likely to continue in the future. Thus, the financial analysis should do more than merely describe the changes in financial statement line items that are obvious from the information on the face of the statements. In this regard, charts and tables are especially helpful. 
	Energy Department

	In FY 2009, the Energy Department presented a bar graph on the first page of the financial statement analysis in the MD&A that shows total assets and liabilities (i.e., changes in financial position) since 2005, and a further breakdown by certain asset and liability types for 2009, as follows. 
	A further graphic decomposition of assets, liabilities and costs, with minimal narrative, is presented, as shown below.  
	General Services Administration

	As mentioned above, the General Services Administration’s (GSA) financial report is fully Web-based.  GSA presents a concise financial analysis for each strategic goal. See menu selection for “Financial Results” for the MD&A discussion at the Web site provided in Table 1 above. 
	Federal Aviation Administration

	The Federal Aviation Administration (FAA) presents financial results using a good balance of narrative and graphs as follows.  
	Small Business Administration

	The FY 2009 Small Business Administration (SBA) annual report provides an example of management effectively explaining financial and operational results as shown below.
	ANALYSIS OF SYSTEMS, CONTROLS AND LEGAL COMPLIANCE
	The fourth MD&A section listed in SFFAS 15, systems, controls, and legal compliance, should briefly discuss the status of systems, controls, and legal compliance and describe material problems revealed by audits or otherwise known to management and the corrective actions taken. The volume of information in this section can become excessive. Being concise here is difficult but essential for communicating effectively. 
	This section should also address any non-compliance with laws and regulations significant to the financial statements (prompt pay, debt collection, anti-deficiency, FFMIA, etc.).
	General Services Administration

	For FY 2009, the General Services Administration’s (GSA) financial report was fully Web-based and presented a very “user friendly” and concise analysis of systems, controls and legal compliance. See the menu selection for “Assurances and Management Challenges” at the Web address listed in Table 1 above, the first page of which is as follows.
	Patent and Trademark Office

	The Patent and Trademark Office (PTO) presented a very effective, Web-based analysis of systems controls and legal compliance as follows.
	United States Department of Agriculture
	In FY 2009, the Agriculture Department (USDA) presented a summary of the material weaknesses it is working to correct in a concise table as follows. 
	FORWARD-LOOKING INFORMATION, TRENDS, AND MANAGEMENT CHALLENGES
	“Forward-looking information” in the MD&A is arguably the most useful information management can provide. The MD&A should discuss the expected future effects of current demands, risks, uncertainties, events, conditions, and trends, and it should discuss the expected future effects of anticipated events, conditions, and trends, which SFFAS 15 encourages but does not require. Forward-looking information may be in any of the four MD&A sections.
	Federal Housing Finance Agency

	In the performance section of the Federal Housing Finance Agency’s (FHFA) FY 2009 MD&A, the FHFA use forward-looking information as follows.  
	Mortgage Delinquencies and Defaults 
	Rapidly rising levels of serious delinquencies and defaults, further aggravated by high levels of unemployment and severe declines in home prices, continue to stress the Enterprises. As of June 30, 2009, Enterprise serious delinquencies had increased nearly 200 percent year-over-year to 2.89 percent for Freddie Mac and 3.94 percent for Fannie Mae. Real estate owned (REO) acquisitions for the first three quarters of FY 2009 at Fannie Mae were 57,469, an approximate 30 percent increase year-over-year. Freddie Mac had 35,987 REO acquisitions, approximately 60 percent higher than the year before. 
	To mitigate the impact of continued serious delinquencies and defaults, the Enterprises expanded loan modification efforts and took leadership roles in the MHA program. The FHL Banks that participate in mortgage purchase programs developed borrower assistance programs that enhance the foreclosure prevention efforts for mortgage loans owned by the FHL Banks. 
	The Enterprises are recording historic levels of modifications and refinances. For borrowers unable to continue homeownership, the Enterprises offer foreclosure alternatives, including short sales, deeds in lieu of foreclosure, and REO rental programs. The impact of the HAMP and HARP elements remains uncertain as unemployment and house prices continue to deteriorate, interest rates rise from historic lows, other initiatives are set to expire, and operational difficulties in implementing foreclosure prevention programs arise. 
	Operational Challenges Facing the Enterprises 
	FHFA placed both Enterprises into conservatorship in September 2008 because deteriorating market conditions threatened the companies’ ability to fulfill their mission. The Enterprises continue to be challenged by operational constraints both internally and by counterparties. To handle high numbers of loan modifications, loan servicers are making significant changes in their operational systems. In addition, servicers are increasing personnel to meet the intensive labor demands needed to manage and reduce foreclosures. The Enterprises are working with the government and servicers to accelerate loan modifications and refinancing, but they also must improve systems within their own operations and coordinate changes with servicers. 
	In 2008 Treasury established three finance facilities (GSE Credit Facility, MBS Purchase Program, and Senior Preferred Stock Purchase Agreement) to support the ongoing business operations of the Enterprises and meet conservatorship objectives. These facilities support the Enterprises’ capital and liquidity to provide confidence to investors in the Enterprises’ debt and MBS. Some of these facilities expire at the end of this year, so the Enterprises and FHFA are working with Treasury to ensure investor confidence is maintained through appropriate government support coupled with strengthened liquidity and asset liability management within the Enterprises.
	Postal Service

	The Postal Service revenue must cover expenditures and therefore the Postal Service must project future activity and set rates. The following is from the “Risk Factors” section of the Postal Service financial report preceding the MD&A but would be suitable for the MD&A.
	And from the Postal Service MD&A per se:
	From the Postal Service MD&A, page 35:
	Patent and Trademark Office

	The Patent and Trademark Office’s (PTO) presents forward-looking information in the MD&A section entitled “Management Challenges and What’s Ahead”, as follows.
	And also, further on in the section --
	Department of Veterans Affairs

	Among the MD&A sections provided by the Department of Veterans’ Affairs’ (VA) Web-based presentation is one on “most important achievements and current challenges.” The sample shown immediately below is for VA’s strategic goals 1 and 2. It is an effective, frank discussion by strategic goal. Another section is on “performance shortfall analysis”, which is also presented immediately below for goals 1 and 2 only.  Both sections provide excellent forward-looking information.
	Department of Energy

	The sample shown immediately below is from Energy’s Management Priorities and includes how Energy plans to address an area on one of GAO’s high risk list.
	Social Security Administration (SSA)

	The sample shown immediately below is from SSA and includes how they plan to address improper payments.
	Department of the Treasury

	The sample shown immediately below is from Treasury and includes a summary of both Treasury’s performance and financial trend data.
	Current Federal MD&A Standards
	FASAB Standards

	Current MD&A standards and concepts provide guidance and establish minimum requirements. SFFAC 3 provides the basic MD&A concepts while SFFAS 15 establishes the requirement that an entity present an MD&A with required components in its general purpose federal financial report (GPFFR).
	SFFAC 3 provides that MD&A should address the entity’s program and financial performance measures, financial statements, systems and controls, compliance with laws and regulations, and actions taken or planned to address problems. The discussion and analysis of these subjects may be based partly on information contained in reports other than the GPFFR. In addition, MD&A also should address significant events, conditions, trends, and contingencies that may affect future operations.
	SFFAC 3 notes that financial reports have two key roles: feedback and prediction. Managers have the knowledge and should explain what the report is communicating. MD&A makes the GPFFR understandable. Due to the complexity of the federal government and the lack of user familiarity with federal financial and performance concepts, MD&A may be more important in the federal government than in the private sector.  A third key role is that financial reports require the accumulation and compilation of auditable and therefore reliable information, which agencies would not otherwise do, and which results in the agency personnel gaining an understanding of their agency’s financial condition and operations that they would not otherwise have.  
	SFFAC 3 lists five subjects an MD&A should address:
	1) the entity’s structure, mission, goals, and objectives, with indicators of its performance;
	2) actions taken or planned to improve performance, when appropriate;
	3) the financial statements;
	4) systems, internal controls and legal compliance, including corrective action taken or planned; and
	5) the future effects of existing, currently-known demands, risks, uncertainties, events, conditions and trends. MD&A may also address the possible future effects of anticipated future demands, events, conditions, trends, etc. that management believes would be important to the reader of the report. MD&A should explain future effects if there is a reasonable prospect of occurrence.  “Future effects” should be quantified, if possible, and ranges are useful in discussing future effects.
	SFFAS 15, the FASAB’s MD&A standard, establishes the basic requirements for an MD&A and requires that each of the above subjects be addressed.
	In addition, SFFAC 3 explains that the MD&A should discuss each topic even if basic information on that topic is in a non-GPFFR report. The MD&A concepts included referencing such material. 
	Regarding financial statement analysis – item 3 in the paragraph above – SFFAC 3, the MD&A concepts, provides that management should give readers the benefit of its understanding from both a short- and long-term perspective.  Management should discuss the significance and potential effect of variations in assets, liabilities, costs, revenues, obligations, and outlays; of particular balances and amounts in the financial statements; and of stewardship information. The MD&A should explain significant variations from prior years, from the budget, and from plans, and the potential effect of these factors, of changed circumstances, and of expected future trends. The discussion should include only those variations of potential interest to readers who are not part of agency management. 
	Not all material changes are sufficiently important to be included in MD&A. Thus, the MD&A should summarize the most important items, explain the relevant causes and efforts, and place them in context.
	Regarding performance, SFFAC 3 calls for the entity to explain what it does and how well it is doing it. The MD&A should provide information readers need to gauge success. It should explain how the entity measures success and what the measures show. 
	To assess a government entity’s performance, readers need to know more than simple financial information. Reporting performance in government is different than in the private sector. The financial statement analysis should answer questions such as: What is the entity’s financial position and condition? How did this come about? MD&A should relate the strategic plan to the entity’s results, include both positive and negative results, explain what needs to be done and what is planned, and note the limitations of performance reporting.
	Regarding systems and controls, the MD&A should tell the reader whether the internal accounting and administrative controls are adequate. The GPFFR may include summaries of information about systems, internal legal compliance from other reports, e.g., FMFIA and FFMIA reports, or incorporate them by reference. The MD&A, in turn, should discuss the most important aspects of this information.
	OMB Circular A-136

	OMB Circular A-136, Financial Reporting Requirements, defines the form and content for the federal agency PARs and Pilot Program reports required to be submitted to the OMB and the Congress. Circular A-136 provides a framework within which individual agencies have flexibility to provide information useful to the Congress, agency managers, and the public. 
	Circular A-136 MD&A Provisions
	The MD&A provisions of Circular A-136 cite SFFAC 3 and SFFAS 15.  Thus, the Circular A-136 requires MD&A sections wherein the entity is to discuss and analyze:
	1) mission and organizational structure
	2) performance goals, objectives, and results
	3) financial statements and stewardship information
	4) systems, controls and legal compliance.  
	Also as in SFFAS 15 (par. 3), Circular A-136 includes the requirement for forward-looking information. 
	Circular A-136 MD&A Performance Reporting

	In addition, Circular A-136 includes extensive MD&A instructions with respect to performance reporting. The Circular provides that the MD&A should include (in no specific order) highlights of performance goals and results (positive and negative) related to and consistent with major goals and objectives in the entity’s strategic and performance plans, including trend data where available. These performance highlights should: 
	Circular A-136 MD&A Financial Statement Analysis

	With respect to financial statement analysis, Circular A-136 incorporates SFFAS 15 paragraphs.   Thus, MD&A should help users understand the entity’s financial results, position and condition conveyed in the principal financial statements. The MD&A should include comparisons of the current year to the prior year and should provide an analysis of the agency's overall financial position and results of operations to assist users in assessing whether that financial position has improved or deteriorated as a result of the year's activities. It should give users the benefit of management’s understanding of the: 
	This section should also include a discussion of key financial-related measures emphasizing financial trends and assess financial operations.
	Circular A-136 MD&A Systems and Controls
	Circular A-136 MD&A Other Provisions

	In addition, Circular A-136 affords management the discretion to include a summary in the MD&A of other information, initiatives, and issues it identifies. This could include summarizing entity progress in implementing key administration management initiatives.
	Circular A-136 requires the MD&A to include a section articulating the limitations of the principal financial statements, and provides the specific wording.
	Circular A-136 Non-MD&A PAR Sections

	Circular A-136 directs that Sections 2, 3 and 4 of the PAR be for performance reporting, financial statements, and other accompanying information, respectively. The instructions for performance reporting in Circular A-136 are taken from Circular A-11, Section 230, Preparing and submitting the Annual Performance Report, the Performance Portion of a Performance and Accountability Report. Circular A-11 takes precedent if there is any inconsistency between Circulars A-11 and A-136.  Agencies are instructed to refer to Circular A-11 for a comprehensive discussion on performance. The annual performance report required by GPRA provides information on an agency's actual performance and progress in achieving the goals in its strategic plan and performance budget. 
	Agencies prepare one annual performance report for a fiscal year. For most agencies, this is the “Performance Section” of its PAR.  For those agencies participating in the pilot, the APR is to accompany the Congressional Budget Justification (CBJ).
	MD&A Task Group

	Name
	Federal Agency
	Regina Kearney, Chairperson
	Office of Management and Budget
	Carmen Pearlstein
	Commerce Department
	Shirley Watt
	National Science Foundation
	Lisa Hemmer
	Department of Homeland Security
	Cynthia Simpson
	Labor Department
	Scott Bell
	Treasury Department
	Joseph Donovan
	Labor Department
	Melissa Evans
	Department of Homeland Security
	Mike Swanchara
	General Services Administration
	Molly Dawson
	Department of Health and Human Services
	Charles Fox
	Government Accountability Office
	Kevin McFadden
	KPMG
	Richard Fontenrose
	Federal Accounting Standards Advisory Board
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