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Federal Accounting Standards Advisory Board

August 16, 2012

Memorandum

To: Mew? f the Board
From: Julia E. Ié%ﬁaﬁAssistant Director

Monica R. Valentine, Assistant Director
el 77 7~ /712
Through: Wendy Yz ayne,flé%%guti/e Director
Subject: Risk Assumed — Tab E*

MEETING OBJECTIVES

To obtain member’s views on the issues presented in this memo so that staff can begin
addressing these issues in a timely manner.

BRIEFING MATERIAL

O Staff Memo
[ Attachments (Recommended Reading for Context and More Information)

o Attachment 1 — Excerpts from Agency Financial Reports
0 Attachment 2 — Excerpts from the Financial Report of the U.S. Government
o0 Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

o Attachment 4 — Office of Management and Budget (OMB) Schedule of Spending
Guidance

[ Appendices (Optional Reading for Reference and More Information)
0 Appendix 1 — FASAB Standards on Contingencies
o0 Appendix 2 — FASAB Standards on Insurance and Guarantees
o Appendix 3 — May 9, 2012 Meeting on Commitments and Obligations

o0 Appendix 4 — June 12, 2012 Meeting on Insurance and Guarantees

! The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official
positions of the FASAB are determined only after extensive due process and deliberations.
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Tab E — Risk Assumed Staff Transmittal

BACKGROUND

The risk assumed project is taking a broad look at all types of transactions and events
that may result in future outflows as a result of the federal government’s mission,
operations, and current or past actions. Staff held its first two task force meetings on
two explicit groupings of risk assumed: (1) commitments and obligations, including
contracts, grants, and treaties on May 9, 2012, and (2) insurance and guarantees on
June 12, 2012. As a result of those meetings and related research, staff has identified
several issues that it would like to discuss with the board that are detailed in the staff
analysis and recommendation section that follows.

Member feedback on the issues presented will direct staff on the next steps to take in
the project.
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Tab E — Risk Assumed Staff Analysis and Recommendations

STAFF ANALYSIS AND RECOMMENDATIONS

1: CURRENT RISK ASSUMED REPORTING — Current risk assumed reporting
on insurance and guarantees is inconsistent and, in some cases,
duplicative

Statement of Federal Financial Accounting Standards (SFFAS) 5, Accounting for
Liabilities of the Federal Government, contains standards for liabilities of the
federal government, including (1) contingencies and (2) insurance and guarantee
programs other than social insurance and loan guarantees.

Optional Reading for Context

o Appendix 1 — FASAB Standards on Contingencies at pages A159 through A162
for an excerpt of the contingencies standards from SFFAS 5, paragraphs (pars.)

35 — 42, and the basis for conclusions (BfC), pars. 144 — 147.

Appendix 2 — FASAB Standards on Insurance and Guarantees at pages A163
through A177 for an excerpt of the insurance and guarantee standards from
SFFAS 5, pars. 97 — 121, and the BfC, pars. 185 — 193).

SFFAS 5 requires insurance and guarantee programs, other than social
insurance and loan guarantees, to:

a) recognize a liability for unpaid claims incurred, resulting from insured
events that have occurred as of the reporting date. This liability is to
include items that are known with certainty, items that have been incurred
but not yet reported (IBNR), and an accrual for contingent liabilities that
are probable and measurable. Life insurance programs are to recognize a
liability for future policy benefits (a liability to current policyholders that
relates to insured events, such as death or disability) in addition to the
liability for unpaid claims incurred (SFFAS 5, par. 104); and,

b) disclose the amount of additional risk assumed—beyond that which is
already recognized as a liability—in required supplementary information
(RSI). The standard does not define risk assumed but states that it is
generally measured by the present value of unpaid expected losses net of
associated premiums, based on the risk inherent in the insurance or
guarantee coverage in force. (SFFAS 5, Par. 105)

2 Accounting and reporting for social insurance is addressed primarily in SEFAS 17, Accounting for Social
Insurance, and SFFAS 37, Social Insurance: Additional Requirements for Management’s Discussion and
Analysis and Basic Financial Statements. Accounting and reporting for all federal loan guarantee
programs is addressed in SFFAS 2, Accounting for Direct Loans and Loan Guarantees.
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Tab E — Risk Assumed Staff Analysis and Recommendations

Two of the federal government’s largest insurers—the Pension Benefit Guaranty
Corporation (PBGC) and the Federal Deposit Insurance Corporation (FDIC)—
prepare financial statements using principles issued by the Financial Accounting
Standards Board (FASB). SFFAS 34, The Hierarchy of Generally Accepted
Accounting Principles, Including the Application of Standards Issued by the
Financial Accounting Standards Board, par. 9, permits this practice, stating that
“general purpose financial reports prepared in conformity with accounting
standards issued by the FASB also may be regarded as in conformity with GAAP
for those entities that have in the past issued such reports.”

FASB’s Accounting Standard Codification© (ASC), Sections 450-20—-Loss
Contingencies, and 944-40—Claim Costs and Liabilities for Future Policy Benefits,
provide standards for recognizing and disclosing loss contingencies, including
the risk of loss from catastrophes assumed by property and casualty insurance
entities.®> PBGC and FDIC apply ASC© 450-20 by recognizing probable and
measurable losses as liabilities and disclosing information about reasonably
possible losses in the notes to the financial statements.

SFFAS 5, par. 106, provides additional disclosures for insurance and guarantee
programs administered by government corporations, specifically stating “when
financial information pursuant to FASB'’s standards on federal insurance and
guarantee programs conducted by government corporations is incorporated in
general purpose financial reports of a larger federal reporting entity, the entity
should report as RSI what amounts and periodic change in those amounts would
be reported under the ‘risk assumed’ approach referred to in [par. 105]. In other
words, in addition to the liability for unpaid claims from insured events that have
already occurred (including any contingent liability that meets criteria for
recognition), such reporting entities should also report as RSI risk assumed
information.”

As discussed further in the second issue of this memo (beginning on page 12),
par. 106 of SFFAS 5, in effect, requires larger federal agencies to report
information that is reported as a note disclosure in the general purpose financial
report of a government corporation as RSI when consolidating the information.
This practice has resulted in inconsistent and, in some cases, duplicative
reporting, as detailed on the pages that follow.

8 Accounting and reporting of contingencies related to the risk of loss that is assumed by a property and
casualty insurance entity or reinsurance entity when it issues an insurance policy covering risk of loss
from catastrophes is more specifically addressed in ASC© 944-40; however, entities most often reference
ASCO® 450-20 as the source of guidance for its loss contingencies note. FASB has a current project on
insurance contracts to improve, simplify, and converge the financial reporting requirements for insurance
contracts.
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Tab E — Risk Assumed Staff Analysis and Recommendations

Recommended Reading for More Information

e Attachment 1 — Excerpts from Agency Financial Reports beginning on page A3
for excerpts of contingency and risk assumed reporting in agency financial

reports.

o Attachment 2 — Excerpts from the Financial Report of the U.S. Government
beginning on page A99 for excerpts of contingency and risk assumed reporting
in the CFR.

As part of a review of agency financial reports and the consolidated financial
report of the U.S. Government (CFR), staff noted the following examples of
inconsistency:

= PBGC risk assumed information is reported in the CFR in more than one
place (reasonably possible contingencies note and risk assumed RSI)

Excerpt from Risk Assumed reported in CFR as RSI

Risk Assumed Information as of September 30, 2011, and 2010

(In billions of dollars) 2011 2010

Present value of unpaid expected losses,
net of associated premiums:

Pension Benefit Guaranty Corporation ... 190.0

Department of Agriculture .. 88 75
National Credit Union Administration.........._.. / 74 7.5
Allother .. 0.9 20
TOAI oo 267.3 207.0
Periodic changes in risk assumed am
Pension Benefit Guaranty Corporationy/......... 60.2 218
Department of Agriculture............../........... 13 (1.4)
National Credit Union Administratpn....._.____. (0.1) 16
Allother.. .. e (1.1) 0.4
TOl oo 60.3 224

Insurance Contingencies
At the time an insurance policy £ 1ssued, a contingency arises. The contingency 1s the risk of loss assumed by

estimated aggregate unfunded vested benefits exposure to the PBGC for private-sector single-emplover
and multiemployer defined pension plans that are classified as a reasonably possible exposure to loss.

+  Of the remaining $16.8 billion for 2011, FDIC reported $16.5 billion as of September 30, 2011, and $34.2
billion as of September 30, 2010, for identified additional risk in the financial services industry that could
result in additional loss to the Deposit Insurance Fund should potentially vulnerable insured institutions
ultimately fail. Actual losses, if any. will largely depend on future economic and market conditions.
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Tab E — Risk Assumed Staff Analysis and Recommendations

= FDIC risk assumed-type information is reported in two places in the
CFR’s contingencies note, but nothing is reported for FDIC under risk
assumed in the CFR’s RSI.

Excerpt from Note 22: Contingencies reported in CFR

Insurance Contingencies

At the time an insurance policy 1s issued. a contingency arises. The contingency 1s the risk of loss assumed by
the insurer, that 1s. the nisk of loss from events that may occur durmg the term of the policy. The Government has
insurance contingencies that are reasonably possible i the amount of $267.0 billion as of September 30, 2011, and
5224 2 billion as of September 30, 2010. The major programs are identified below:

L]

PBGC reported $250.2 billion and $190.0 billion as of September 30, 2011, and 2010, respectively, for the
estimated aggregate unfunded vested benefits exposure to the PBGC for private-sector single-emplover
and multiemplover defined pension plans that are classified as a reasonably possible exposure to loss.

Of the remaining $16.8 billion for 2011, FDIC reported $16.5 billion as of September 30, 2011, and $34.2
billion as of September 30, 2010, for identified additional risk in the financial services industry that could
result in additional loss to the Deposit Insurance Fund should potentially vulnerable insured institutions

ultimately fail Actual losses. if any. will largely depend on future economic and market conditions.

Deposit Insurance

Depostt insurance covers all types of deposit accounts such as checking, NOW and savings accounts, money
market deposit accounts, and certificates of deposit (CDs) received at an msured bank, savings association, or credit
umion. The msurance covers the balance of each depositor’s account and shares_ dollar-for-dollar, up to the msurance
limit, including principal and any accrued interest through the date of the insured financial institution’s closing. As a

result,

L]

he Government bas the followine exposure from Federallv-insured financial wnstiintions:

FDIC has estimated mnsured deposits of $6.777.0 billion as of September 30_ 2011, and $5.423 0 billion as

of September 30, 2010, for the Deposit Insurance Fund.

NCUA has estimated insured shares of $782.4 billion as of September 30, 2011, and §750.9 billion as of
September 30, 2010, for the National Credit Union Share Insurance Fund.

Excerpt from Risk Assumed reported in CFR as RSI

Risk Assumed Information as of September 30, 2011, and 2010

(In billions of dollars) 2011 2010

Present value of unpaid expected losses,
net of associated premiums:

Pension Benefit Guaranty Corporation_.....___. 2502 190.0
Department of Agriculture .. . 88 75
National Credit Union Adm|n|stratl0n 7.4 7.5
ANONET e 049 20
Total . 267.3 207.0
Periodic changes in risk assumed amounts:
Pension Benefit Guaranty Corporation._....___. 602 218
Department of Agriculture 1.3 (1.4)
National Credit Union Admmlstranon (0.1) 16
All other (1.1) 04
TOl o 60.3 22.4

(Note: nothing is reported for FDIC)
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Tab E — Risk Assumed Staff Analysis and Recommendations

=>» National Credit Union Administration (NCUA) risk assumed information
only reports total insurance in force of $795.3 billion and the same
contingency amounts that are reported in Note 7: Insurance and
Guarantee Program Liabilities for the Share Insurance Fund (SIF).

Excerpt from Note 7: Other Liabilities reported in NCUA’'s Annual Report

The activity in the Insurance and Guarantee Program Liabilities from supervised credit unions and
AME:s for the years ended December 31, 2011 and 2010 was as follows:

For the Year Ended For the Year Ended
December 31,2011 December 31,2010
(Dollars 1 thousands)
Beginning balance $ 1.225.281 $ 715,846
Reserve Expense (Reduction) (525.678) 737.596
Insurance losse claims paid (105.009) (277.801)
Net Estimated Recovery/Claimon AMEs 12.113 49.640

Ending balance 606.617 1,225,281

The Insurance and Guarantee Program Liabilities at December 31.[2011 and 2010, wer

the following:

comprised of

| * Specific reserves were $16.4 million and $173.5 million. regpectively. Specific feserves are

| identified for those credit unions where failure is imminent pr where additional ififormation is
| available that may affect the estimate of losses

\ _*  General reserves were $590.2 million and $1.051.8 millionfrespectively.

————————————————————————————— ] et

In addition to these recorded contingent liabilities, additional advferse performance in fhe financjal
services industry could result in additional losses to the NCUSIF} The ultimate losse§ for insurejd credit
unions will largely depend upon future economic and market cofditions, and accordifigly, could|differ

significantly from these estimates.

Excerpt from RSI reported in NCUA’$ Annual Repor

Risk Assumed Information

Insurance and Guarantee Program Liabilities

Insurance

in Force of December 31. 2011. the aggregate outstanding insured shares of the insured kredit unions wWere

approximarc® This amount represents the magimum potential futfre guarantee
payments that the NCUSIF could be required to make under the share imsurance pfogram. withou
consideration of any possible recoveries. Additionally, pursugnt to Section 217 ()(2)(A) of the FU
Act, to the extent that the required funding for the guarantee gbligations exceeds fhe funds availabje in
the TCCUSEF. the NCUSIF will provide the necessary funds. [These amounts beaf no relationship fo the
NCUSIF's anticipated losses.

As discussed previously herein, NCUA identifies credit uniops at risk of failure fhrough the supervisory
and examination process, and estimates losses based upon edonomic trends and fredit unions’ finarfcial
condition and operations. NCUA also evaluates overall ecorfomic trends and mgnitors potential creflit

union system-wide risk factors. such as increasing levels of fonsumer debt, bankrupteies. and
delinquencies. NCUA applies the CAMEL rating system tq assess a credit unign’s financial conditjon
and operations. The CAMEL rating system is a tool to measure risk and allocage resources for
supervisory purposes. NCUA periodically reviews the CAMEL rating system fo respond to continujng

economic and regulatory changes in the credit union indusffy. The aggregate mount of reserves
recognized for credit unions at risk of failure was@®06.6 million 11' of December 3|,
P

7 J01T andZ0T0 Tespéctively. AtDécember T1.72 i e generarreserves were 55907 mulliom.
and $1.051.8 million. respectively. At December 31, 2011 and 2010. the specific reserves resulting 1
< from supervised credit unions' failures were $16.4 million and $173.5 million. respectively. 1
————————————————————————————————————— T
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Tab E — Risk Assumed Staff Analysis and Recommendations

= NCUA risk assumed information reported in the CFR is made up of the
reserve amounts in NCUA’s SIF and Stabilization Fund as of September
30. The reserve amounts as of December 31 are reported as liabilities in
NCUA'’s financial statements.

Excerpt from Risk Assumed reported in CEFR as RSI

Risk Assumed Information as of September 30, 2011, and 2010

(In billions of dollars) 2011 2010

Present value of unpaid expected losses,
net of associated premiums:

Pension Benefit Guaranty Corporation._....___. 2502 190.0
Department of Agriculture .. 8.8 75
National Credit Union Adm|n|strat|0n 7.5
Allother . 0.9 20

Total . 267.3 \ 207.0

Periodic changes in risk assumed amounts:

Pension Benefit Guaranty Corporation._....___. 60.2 218

Department of Agriculture ... 13 (1.4)

National Credit Union Admmlstranon (0.1) 16

All other (1.1) 04

TOMBI e 60.3 \___ 224
\

Excerpt from support from NCUA for the amounts reported to '&asurv for the CFR*

Fund as of 9/30/11

(in millions)

Share Insurance Fund Reserves $ 9985

Stabilization Fund Reserves 6,365.5
Total Reserves $7,364.0 = illion

The total amount reported as risk assumed and insurance and guarantee
program liabilities for NCUA in the CFR as of September 30, 2011, was $7.4
billion.

Reserve amounts from NCUA's SIF and Stabilization Fund Published Financial Statements

Fund as of 12/30/11

(in millions)

Share Insurance Fund Reserves $ 606.6
Stabilization Fund Reserves 2,944.2
Total Reserves $3,550.8

* Per NCUA supporting documents FASAB staff received from Treasury’s Financial Management Service
on August 7, 2012.
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Tab E — Risk Assumed Staff Analysis and Recommendations

The total amount reported as risk assumed and insurance and guarantee
program liabilities in NCUA's published financial statements for the Share
Insurance Fund and Stabilization Fund as of December 31, 2011, was $3.5
billion. The significant difference in the reserve balance between September 30,
2011, and December 31, 2011, of $3.8 billion or 52%, is due to program changes
within the Stabilization Fund that apparently occurred during that timeframe.

Farm Credit System Insurance Corporation (FCSIC) does not disclose an
amount for reasonably possible in its financial report.

While FCSIC is required to maintain a reserve of two percent of outstanding
insured obligations, includes a detailed discussion of risk management in its
annual report, and discloses the total amount of insured obligations ($184.2
billion) in Note 1: Insurance Fund — Statutory Framework, the extent of FCSIC'’s
reporting of estimated insurance obligations is that management is not aware of
any probable insurance payments to be made in the future. This disclosure is
made in its summary of significant accounting policies note (see below). There is
no discussion of reasonably possible insurance payments to be made in the
future, or whether the reserve of two percent of insured obligations is believed to
be sufficient to cover those payments.

Excerpt from FCSIC’s Note 2: Summary of Significant Accounting Policies
Liability for Estimated [nsurance Obligations—The liability for estimated insurance obligations is
the present value of estimated probable insurance payments to be made in the future based on the
Corporation’s analysis of economic conditions of insured System banks,

The insured System banks” primary lending markets are borrowers engaged in farming, ranching,
and producing or harvesting of aquatic products, and their cooperatives. Financial weaknesses in
these market segments and the effect of general market conditions on the System’s borrowers could
adversely affect the banks’ financial condition and profitability. Insured System banks also face
risks from changing interest rate environments and the need to maintain ongoeing access to financial
markets. Adverse changes in the financial condition and profitability of insured System banks
resulting from increased levels of credit, financial, or other risks could occur in the future which
would have a material effect on the liability for estimated insurance obligations,

The Corporation actively monitors the creditworthiness and financial position of the insured
System banks. Management is not aware of any events or circumstances at this time which
would require a liability for estimated insurance obligations to be recorded.
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Tab E — Risk Assumed Staff Analysis and Recommendations

= Export-Import Bank provides export-credit insurance to exporters but there
is no risk assumed information reported as RSl in its annual report or the
CFR.®

Export-Import Bank’s Export Credit Insurance Program helps U.S. exporters sell
their goods overseas by protecting them against the risk of foreign-buyer or other
foreign-debtor default for political or commercial reasons, allowing them to
extend credit to their international customers. Insurance policies may apply to
shipments to one buyer or many buyers, insure comprehensive (commercial and
political) credit risks or only political risks, and cover short-term or medium-term
sales. Export-Import Bank reported $9.3 billion in outstanding insurance at the
end of fiscal year 2011.

Export-Import Bank’s Annual Report contains extensive reporting on its loans,
guarantees, and insurance in its management’s discussion & analysis (MD&A)
and notes to the financial statements, including schedules of authorized loans,
guarantees, and insurance; risk of foreign currency fluctuation; repayment risk;
concentration risk; operational risk; organizational risk; and interest risk, but it
does not report “risk assumed” in RSI in conformance with the guidance in
SFFAS 5. There is no information reported in the CFR on export insurance.

Staff Recommendation

The risk assumed project was initially undertaken to determine what additional
information should be reported by the federal government about the significant
risks it assumes beyond what is currently required for insurance and guarantee
programs. However, as a result of the inconsistent and, in some cases,
duplicative reporting of risk assumed information for insurance and guarantee
programs, which is already required, staff believes it would be appropriate to
revisit the current standards on risk assumed for insurance and guarantee
programs in a more timely manner. Therefore, staff recommends that it begin
drafting revised guidance for insurance and guarantee programs to clarify current
reporting requirements and not wait until a comprehensive standard on reporting
for all risks assumed is developed. Staff would utilize the insurance and
guarantee task force members to develop recommendations and proposed
options that would be presented to members for consideration at a future board
meeting. Staff would continue researching other risks assumed by the federal
government while developing revised standards for insurance and guarantee
programs.

® Source: Export-Import Bank 2011 Annual Report; available online at http://www.exim.gov/about/reports/ar/;
last accessed June 4, 2012.

Tab E — Risk Assumed, Staff Memo Page 10

——
| —



http://www.exim.gov/about/reports/ar/�



Tab E — Risk Assumed Staff Analysis and Recommendations

CtT <r T <r T < T <

Question 1

Does the board approve the staff recommendation to begin developing
revised standards for insurance and guarantee programs to address the
inconsistent and duplicative reporting in a more timely manner (i.e., as the
first phase of the overall project)?

(Note: Members are not being asked what the revised standards should
look like at this point; this is a preliminary poll of the board to determine if
members desire more timely results in the area of risk assumed reporting

for insurance and guarantee programs to address the inconsistent and
duplicative reporting that currently exists. The majority view of the board
in response to this first question will direct staff how soon to return to the
board with recommendations and proposed options for reporting on risks

assumed by insurance and guarantee programs.)
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Tab E — Risk Assumed Staff Analysis and Recommendations

2. CURRENT STANDARDS — Existing FASAB standards on risk assumed
overlap standards for contingency reporting.

Members of the federal financial management community have expressed
concern over what they perceive as a lack of clarity between FASAB standards
on contingent liabilities and risks assumed for federal insurance and guarantee
programs, most recently at the task force meetings on commitments and
obligations and insurance and guarantees (see Appendices 3 and 4, beginning
on pages A178 and A199 respectively, for the minutes from those meetings).
Based on a review of current reporting, existing standards, and input from federal
preparers and auditors, staff believes that FASAB standards on risk assumed do
fail to adequately differentiate between contingencies and risk assumed for the
various insurance and guarantee programs, leading to the inconsistent and, at
times, duplicative reporting documented in the first issue on pages 3 through 11.

Contingency Standards

SFFAS 5, pars. 35 through 42, contain FASAB’s standards on contingencies.

SFFAS 5, par. 38, requires that a contingent liability be recognized when (1) a
past event or exchange transaction has occurred, (2) a future outflow or other
sacrifice of resources is probable, and (3) the future outflow or other sacrifice of
resources is measurable. Par. 39 states that the specific liability may be a
specific amount or a range of amounts. If some amount within the range is a
better estimate than any other amount within the range, that amount is
recognized. If no amount within the range is a better estimate than any other
amount, the minimum amount in the range is recognized and the range and a
description of the nature of the contingency should be disclosed.

SFFAS 5, par. 40 requires that a contingent liability should be disclosed if any of
the three conditions for liability recognition listed above are not met and there is
at least a reasonable possibility that a loss or an additional loss may have been
incurred. Par. 41 states that the disclosure for contingent liabilities that are
reasonably possible should include the nature of the contingency and an
estimate of the possible liability, an estimate of the range of the possible liability,
or a statement that such an estimate cannot be made.

SFFAS 5, par. 42 notes that contingencies classified as remote need not be
reported in general purpose federal financial reports, though law may require
such disclosures in special purpose reports. Par. 42 further states that if
information about remote contingencies or related to remote contingencies is
included in general purpose federal financial reports (e.g., the total face amount
of insurance and guarantees in force), it should be labeled in such a way to avoid
the misleading inference that there is more than a remote chance of loss of that
amount.
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Tab E — Risk Assumed Staff Analysis and Recommendations

The BfC for SFFAS 5, pars. 144 — 146, discuss the board’s decision about the
amount to be recognized in par. 39. Par. 144 notes that a majority of
respondents preferred that the “expected value” be recognized as a liability
instead of the minimum amount. However, par. 145 states that the board “noted
that it would be difficult to use ‘expected value’ to pinpoint an estimate within a
range. The expected value method would assign a probability percentage to
each of the numbers within the range, but these probabilities would usually be
difficult to estimate.” Par. 146 states that “the majority of the Board preferred the
minimum amount because of established use in other accounting standards.”

Risk Assumed Standards

SFFAS 5, pars. 105 through 114, contain the bulk of FASAB’s standards on risk
assumed.

SFFAS 5, par. 105 states that risk assumed information is important for all
federal insurance and guarantee programs (except social insurance, life

insurance and loan guarantee programs) and is generally measured by the
present value of unpaid expected losses net of associated premiums,
based on the risk inherent in the insurance or guarantee coverage in force.

As noted in the first issue of this staff memo (see page 4), SFFAS 5, par. 106
requires general purpose financial reports of a larger federal reporting entity to
report financial information pursuant to FASB’s standards on federal
insurance and guarantee programs conducted by government corporations
as RSI. This means that information that is currently being reported as a note
disclosure in the general purpose financial report of a government corporation is
required to be reported as RSI when the information is consolidated into the
general purpose financial report of a larger federal reporting entity.

Par. 111 explains that insurance programs are ongoing and may be viewed as
having long-term characteristics. Thus, from a broader, longer-term perspective,
the liability to be recognized, and the amount to be reported as risk assumed in
supplementary information, may be conceptually different and materially different
from each other. From the broader perspective, risk assumed would be a
longer-term measure and a probabilistic estimate of future costs of these

programs.

The BfC for SFFAS 5, pars. 189 and 190 further explains the board’s intent for
reporting risk assumed. The board noted that they considered two measurement
perspectives for reporting risk assumed and decided that the risk assumed
amount should be a broader and longer-term measure of the government’s
potential cost for on-going insurance programs beyond the cost of coverage
outstanding during the reporting year. The board noted that this approach to
risk assumed could be regarded as an indicator of the “fair” or “full cost”
premium that should be charged if taxpayers are not to subsidize the
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Tab E — Risk Assumed Staff Analysis and Recommendations

program. This measure would be a probabilistic estimate of the expected cost
under certain assumed economic factors.®

Contingencies versus risk assumed

Insurance and guarantee coverage in effect as of the reporting date results in an
obligation to provide assets or services to another entity in the future, but there is
uncertainty about the possibility of loss; the uncertainty will ultimately be resolved
when one or more future events occur or fail to occur. Therefore, staff believes
that all future claims for insurance and guarantee coverage in effect as of the
reporting date are contingent upon a future event that is probable, reasonably
possible, or remote.

Where the two standards are in agreement:

If the contingent liability is probable and measurable, FASAB standards
on contingencies require that the liability be recognized. FASAB
standards on insurance and guarantees also require that a probable and
measurable contingent liability be recognized.

Where the two standards are not in agreement:

If the contingent liability is reasonably possible and measurable, FASAB
standards on contingencies require that the reasonably possible liability
be disclosed in a note to the basic financial statements. Such disclosure
should include the nature of the contingency and an estimate of the
possible liability, an estimate of the range of the possible liability, or a
statement that such an estimate cannot be made. FASAB standards on
insurance and guarantees require that reasonably possible
contingencies be reported as risk assumed in RSI (although the terms
“contingencies” and reasonably possible are not used in the standards
on risk assumed) through reporting of the present value of unpaid
expected losses net of associated premiums using a probabilistic
estimate.

If the contingent liability is remote, FASAB standards on contingencies
states that the contingency need not be reported in general purpose
federal financial reports, and if it is, it should be labeled in such a way to
avoid the misleading inference that there is more than a remote chance
of loss of that amount. FASAB standards on insurance and guarantees,
as further described in the BfC, require that remote contingencies be
reported as risk assumed in RSI (although the terms “contingencies” and
remote are not used in the standards on risk assumed) through reporting

® A probabilistic method of estimation uses assumed economic factors to generate a range of estimates
and their associated probabilities.
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Tab E — Risk Assumed Staff Analysis and Recommendations

of the present value of unpaid expected losses net of associated
premiums using a probabilistic estimate.

In addition, estimates of reasonably possible insurance losses that are
reported in the notes to the financial statements in general purpose
federal financial reports of government corporations are currently
required to be reported as RSI when consolidated into the general
purpose federal financial report of a larger reporting entity.

Ignoring measurement differences, Diagram 1 below illustrates the potential for
overlap in reporting reasonably possible contingent liabilities and risk assumed:

Diagram 1: Potential Overlap in Standards on Contingencies and Risk Assumed

Recognition TN

A
Probable
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N
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Disclosure |
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-
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Disclosure -

In summary, contingent liabilities are required to be reported in basic
information—either recognized as a liability in the financial statements, if
probable and measurable, or disclosed in a note to the basic financial statements
if probable and not measurable, or reasonably possible. Risk assumed
information is required to be reported as RSI, a lower reporting category for
communicating important information. Therefore, staff believes it may be more
appropriate for some reasonably possible insurance and guarantee payments to
be disclosed in the notes to the financial statements with reporting on other
contingencies, rather than in RSI.

——
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If probable insurance and guarantee payments are recognized as a liability in the
financial statements, and reasonably possible insurance and guarantee
payments are disclosed in the notes to the financial statements, it is possible that
the present value of remote insurance and guarantee payments would be
immaterial and not warrant disclosure as RSI. Therefore, staff questions the
benefits of risk assumed reporting for some insurance and guarantee programs
and recommends amending SFFAS 5 to require a more robust discussion of the
risk assumed by some insurance and guarantee programs in the contingencies
note disclosure rather than as RSI. This would be consistent with how agencies
that apply FASB standards report insurance risks assumed and provide for
discussion of this important information in the notes to the basic financial
statements rather than RSI.

RSI versus disclosure

When SFFAS 5 was originally issued in September 1995, par. 106 required risk
assumed information to be reported as required supplementary stewardship
information (RSSI), a category that is unique to federal financial reporting. After
FASAB eliminated the use of RSSI to report information about weapons systems
when it issued SFFAS 23, Eliminating the Category “National Defense Property,
Plant, and Equipment,” the board decided to review the classification of all RSSI
required by federal accounting standards.

While deliberating SFFAS 25, Reclassification of Stewardship Responsibilities
and Eliminating the Current Services Assessment,’ which was issued in July
2003, the board discussed whether to reclassify risk assumed information as RSI
or basic. The following paragraphs from the BfC explain the board’s thinking on
the issue at that time:

" Available online at http://www.fasab.gov/pdffiles/handbook_sffas 25.pdf: last accessed August 9, 2012.
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Staff believes that most agencies’ data systems and modeling capabilities have
improved since SFFAS 25 was issued. FDIC and PBGC currently report
estimates of reasonably possible insurance payments in their financial
statements and receive unqualified opinions on those estimates. In addition, the
development and use of reasonable estimates have become more standard for
all agencies because, in many instances, accelerated due dates for financial
statement reporting do not allow time for actual data to be recorded and agencies
have had to improve their systems and get better at developing estimates as a
result.

However, there are several issues that will need to be addressed by the board if
it decides to pursue disclosure of risks assumed by some insurance and
guarantee programs in the notes to the financial statements rather than RSI,
including the following:

Measurement

e whether to allow for note disclosure of a probabilistic estimate of risk
assumed that would include an estimate for remote liabilities (this would
be in conflict with SFFAS 5, pars. 39 and 42; also, pars. 144 — 146 of
the BfC state that the board was not comfortable using an expected
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value approach to measure contingencies)

e whether to instead require an estimate of the expected cash flows for
some programs (this could affect the reliability and estimability of the
information and require the information to be reported as RSI).

Timing of Underlying Events

e whether to develop contingency standards that differentiate insured and
other events that have already occurred (e.g., lawsuit, hazardous spill,
flood, etc.) from insured and other events that have not yet occurred
(estimated pension plan terminations, estimated loan defaults,
estimated bank failures, etc.)

Type of Insurance

e how current reporting for different types of insurance might be affected
by the standards to be developed (e.g., terrorism events may be less
reliably estimated than pension plan terminations) and whether the
resulting distinction would be meaningful

One option to address the above issues is to have contingency disclosures that
are specific to insurance and guarantee programs and differentiate between
insured events that have already occurred and those that have not yet occurred
(the event that initially creates the present obligation is the insurance contract,
leading to a contingent liability). Developing a separate disclosure framework for
insurance and guarantee programs would help eliminate the current confusion in
reporting of insurance and guarantee programs.

Staff Recommendation

Since the board continues to allow government corporations (and other entities
that have done so in the past)® to primarily apply standards issued by FASB, and
the most significant government insurers are government corporations, staff
recommends that SFFAS 5 be revised to address the inconsistency in reporting
of major insurance and guarantee programs between FASAB and FASB
reporting entities.

To most appropriately address the inconsistency, staff recommends that the
board develop a separate disclosure framework for insurance and guarantee
programs that would specifically resolve issues with reporting that have surfaced
in the years since SFFAS 5 was issued. As part of the separate disclosure
framework, staff also recommends pursuing disclosure of risks assumed by
some insurance and guarantee programs in the notes to the financial statements
rather than as RSI.

8 SFFAS 34, par. 9.
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CT <r T <r T < T <>

Question 2(a)

Does the board approve the staff recommendation to amend SFFAS 5 to
address the inconsistency in reporting of major insurance and guarantee
programs between FASAB and FASB reporting entities?

Question 2(b)

Does the board approve the staff recommendation to develop a separate
disclosure framework for insurance and guarantee programs?

Question 2(c)
Does the board approve the staff recommendation to pursue disclosure of

risks assumed by some insurance and guarantee programs in the notes to
the financial statements rather than as RSI?

Tab E — Risk Assumed, Staff Memo Page 19

——
| —





Tab E — Risk Assumed Staff Analysis and Recommendations

3: BROADER SCOPE — The term “risk assumed” may not be the appropriate
terminology to address broad reporting on future outflows of the federal
government.

The primary objective of the risk assumed project is to study the significant risks
assumed by the federal government and develop (a) definitions of risk assumed,
(b) related recognition and measurement criteria, and (c) disclosure and / or RSI
guidance that federal agencies can apply consistently in accordance with GAAP.

At the recommendation of two members at the February 2011 technical agenda-
setting session, the board agreed to approach the project on risks assumed by
the federal government from a broad perspective to include commitments and/or
inter-governmental dependency, and then narrow down as appropriate.

Staff has been researching the broad types of exposures that would result in
future outflows for the federal government, including the following:

e Insurance and guarantees, including pension , flood, crop, deposit, share,
terrorism risk, airline war risk, overseas investment, and veterans life
insurance, loan guarantees, and agricultural guarantees;

e Direct loans and securitizations, including agricultural, student, and small
business loans and mortgage and government-sponsored enterprise
(GSE) securitizations;

e Market and other financial-related risk, such as market risk (interest rate
risk, currency risk, or other price risk), liquidity risk, risk premium, volatility
risk, default risk, credit risk (credit default risk, concentration risk, or
country risk), systemic risk, and derivatives;

e Entity, dependency, and strategic risk, including operational risk, enterprise
risk, intergovernmental financial and programmatic dependency, public
debt held by foreign countries, intergenerational debt, opportunity cost,
and related-party involvements;

e Entitlement programs, such as Social Security, Medicare, Medicaid,
Temporary Assistance to Needy Families (TANF), Supplemental Security
Income (SSI), Supplemental Nutrition Assistance Program (SNAP,
formerly known as Food Stamps), Unemployment Insurance (Ul), Child
Support Enforcement and Family Support, Grants for Specified Energy
Property, Grants for Low Income Housing Projects, and the Agricultural
Disaster Relief Fund (DRF);

e Commitments and obligations, including contracts, grants, treaties and
other international agreements, undelivered orders, and long-term leases;
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e National defense, security and disaster response, such as natural
disasters (e.g., disaster relief), environmental remediation (e.g., oil spills),
terrorism, war (e.g., national defense and cost of active war), and security
for mass transit;

e Technology, including cyber security and changing technology (e.g.,
global drone proliferation and deferred technology); and,

e Other potential effects on future outflows, such as regulatory actions,
Government-Sponsored Enterprises (non-securitized), Economic
Stabilization and Recovery, and recipient behavior (e.g., risk-taking).

Federal agencies are beginning to focus more on risk management (e.qg.,
appointing chief risk officers and creating offices specifically focused on risk
management) and incorporate discussions of the above exposures in their
general purpose federal financial reports, but most discussions are far from
robust.

As noted in staff's April 2012 update to the board, staff has focused on two
particular groupings of risk assumed first: (a) insurance and guarantees and
(b) commitments and obligations (e.g., grants, contracts, treaties, and other
undelivered orders beyond grants and contracts). These two groupings were
chosen to be addressed first because of the explicit nature of the exposures.
Staff held two separate task force meetings on commitments and obligations
and insurance and guarantees on Wednesday, May 9, 2012, and Tuesday,
June 12, 2012, respectively.

Optional Reading for More Information

Appendix 3 — May 9, 2012 Meeting on Commitments and Obligations beginning

on page A178 for detailed minutes from the meeting.
Appendix 4 — June 12, 2012 Meeting on Insurance and Guarantees beginning
on page A199 for detailed minutes from the meeting.

At those first two task force meetings, staff requested feedback on the
following draft definition of risk assumed developed by staff:

The possible or probable risk of future outflows that the federal
government is expected to incur, in the judgment of a reasonable
person, as a result of its mission, operations, and current or past
actions. The population of risk assumed may be determined through
a review of varied information, including, but not limited to, obligations
incurred, commitments undertaken, contracts signed, agency policy,
legislative history, economic projections, programmatic responsibility,
and risk analysis.
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Risk assumed is generally measured by the present value of unpaid
expected outflows net of associated inflows (e.g., premiums), if any,
based on management’s best estimate of the total risk assumed.

(Source: Staff Draft, April 2012)

The above draft definition was intended to be broad and address reporting
about all future outflows, not just those related to insurance and guarantee
programs.

While the insurance and guarantees task force participants were more
accepting of the definition because they were already familiar with the term
“risk assumed” and the use of present value (PV) to measure risk assumed,
the commitments and obligations task force meeting found the term “risk
assumed” and PV to be troubling. Comments and concerns about the draft
definition included the following:

e “risk” has a bad connotation and when making a grant, spending in
the future is what was intended and is actually a good thing; the term
should be more descriptive such as “expected outflows of obligated
grants;”

e future outflows are being exchanged for goods and/or services so
they are not considered losses like those arising through risk assumed
related to insurance and guarantees;

e itis not clear how the obligated amount for a grant or contract would
be different than a contingency, whereby the government has an
obligation that is contingent upon receiving the goods and/or services;

e the term “risk assumed” is archaic, the terminology that will be used
should give the reader a better inclination as to what exactly is being
reported such as “fiscal exposure;” and,

e the definition should not refer to PV because PV adds a level of
complexity that would not enhance the disclosure (one participant
disagreed with this comment, noting that it would seem appropriate to
use a relevant discount rate when reporting on multi-year cash flows).

The term “risk assumed” is closely associated with insurance and guarantee
programs and risk of loss. As a result, confusion from the community about
the true scope of the project and what exactly is intended to be addressed
from a broad perspective has led staff to the conclusion that risk assumed is
really only one part of a broader scope and a more appropriate term is
necessary that would encompass reporting about risks assumed as well as
other fiscal exposures that are facing the federal government.
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A good example of why staff believes the term “risk assumed” does not apply
broadly to other programs would be social insurance. The statement of
social insurance is a perfect example of detailed reporting on estimated net
future outflows. These outflows are contingent upon many future events
including continued authorization and funding of the program and participant
eligibility. While this reporting embodies the spirit of reporting on risk
assumed, the program is considered a social benefit and not a risk of loss.
While there are many risks that affect the program and related future
outflows (interest rate, morbidity rate, beneficiary behavior, etc), this program
is a long-term commitment to provide retirement and disability benefits, with
benefits being provided to society in direct proportion to the costs being
incurred, not a risk that would result in a loss to the federal government.

Alternative Project Names

Through communications with members of the federal community and review
of federal financial statements and other reports, staff has considered the
following alternative project names:

e Risk Assumed and Other Contingencies. If the board agrees to
pursue broadening contingent liability disclosures to include more
forward-looking outflows such as risk assumed as proposed in the
second issue above, the disclosures could include a broad spectrum
of contingencies that would be reported in a basic financial statement,
note disclosure or as RSI, depending on the factors to consider in
distinguishing basic information from RSI.° The word “contingent,”
defined in the most generic sense, means “dependent on something
else.” Almost all future outflows of the federal government are
contingent upon something (e.g., grant payments are contingent upon
the grantee incurring eligible expenses, contract payments are
contingent upon satisfactory delivery of goods and/or services,
disaster relief is contingent upon a disaster occurring, entitlement
payments are contingent upon participants meeting eligibility
requirements, etc.).

e Risk Assumed and Other Fiscal Exposures. The term “fiscal
exposures” has long been used by the Government Accountability
Office (GAO) to describe the range of federal responsibilities that
obligate the government to future spending or create an expectation of

° See Table 1: Factors to Consider in Distinguishing Basic Information from RSI in Statement of Federal
Financial Accounting Concepts (SFFAC) 6, Distinguishing Basic Information, Required Supplementary
Information, and Other Accompanying Information, available online at http://www.fasab.gov/pdffiles/
handbook_sffac_6.pdf; last accessed August 8, 2012.
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future spending.'® This term found favor with several task force
participants.

e Risk Assumed and Other Off-Balance-Sheet Exposures. The term
“off-balance-sheet exposure” is used in FDIC note 14: Commitments
and Off-Balance-Sheet Exposure (see page Al7) to disclose total
estimated insured deposits (“insurance in force”).

e Risk Assumed and Other Possible Future Costs. The National
Science Foundation (NSF) uses the term “possible future costs” in
Note 1P: Contingencies and Possible Future Costs (see page A92)
with respect to its disclosures about the potential for termination
claims if a cooperative agreement is terminated and the possibility that
NSF may choose to accept responsibility for environmental cleanup in
Antarctica.

Staff Recommendation

Staff recommends renaming the project on risk assumed to more appropriately
encompass the scope of reporting on risks assumed as well as other risks and
fiscal exposures that are facing the federal government. Staff favors the title
“Risk Assumed and Other Contingencies” because staff believes it would be
broad enough to encompass discussions about all types of future outflows and
risk beyond risk assumed such as outstanding commitments, active treaties,
changing economic conditions, market risk, enterprise risk, and systemic risk.

CIT <r T < T <p T <o

Question 3

Does the board approve the staff recommendation to rename the project
“Risk Assumed and Other Contingencies” to encompass reporting about
risks assumed as well as other risks and fiscal exposures that are facing the
federal government?

1% Eor example, see GAO Report D-03-213, Fiscal Exposures: Improving the Budgetary Focus on Long-
Term Costs and Uncertainties; available online at http://www.gao.gov/new.items/d03213.pdf ; last
accessed August 8, 2012.
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4: CURRENT COMMITMENT AND CONTINGENCY REPORTING — Current
reporting on commitments and contingencies is inconsistent and, in many
cases, not very comprehensive.

Recommended Reading for More Information

o Attachment 1 — Excerpts from Agency Financial Reports beginning on page A3
for excerpts of contingency and risk assumed reporting in agency financial

reports.

o Attachment 2 — Excerpts from the Financial Report of the U.S. Government
beginning on page A99 for excerpts of contingency and risk assumed reporting
in the CFR.

In addition to insurance and guarantee programs, staff has been looking at
agency reporting about other explicit commitments and obligations of the federal
government that are known at year-end, particularly grants, contracts, and other
undelivered orders.

Grants

Grants, except for entittement and block grants, are generally recorded as
budgetary obligations in the financial system when they are awarded to the
grantees. However, awarded grants are not recorded as a payable for GAAP
reporting until the grantee has reported actual expenses under the grant or a
grant accrual is estimated based on grantee expenses incurred but not yet
reported. The only information that is typically reported about billions of dollars in
outstanding grants is an aggregated number for all grants, contracts, and other
undelivered orders in the note to the financial statement (discussed further
below).

Entitlement and block grants are generally considered “obligate and pay” which
means they are obligated and paid simultaneously; expected payments for
entittement and block grants are not estimated and reported in advance. Two
task force participants stated that it would not be worth the exercise to estimate
future payments because the programs are required to pay all eligible
participants; if the program runs out of money, it has to go back to Congress to
request more funding (see pages A188 — A190 for minutes from the meeting).

Furthermore, grantees have long-term expectations about funding that are not
recorded as obligations at all because they are not funded. For example,
grantees can submit budgets for five years, but only the first year is funded.
Information on these grants are reported in the agencies’ grant systems and do
not flow to the general ledger, so it would be difficult to extract out-year
information for many agencies (see page A192 for minutes from the meeting).
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Contracts

Similar to grants, contracts are generally recorded as budgetary obligations in the
financial system when they are awarded to the contractors. However, they are
not recorded as a payable for GAAP reporting until goods and/or services are
actually delivered or, in the case of construction in progress, amounts recorded
as payable are based on an estimate of work completed under the contract or the
agreement.

Furthermore, multi-year contracts are only funded one year at a time, so
obligations that are recorded in the financial system for contracts that span
multiple years are limited to the first year.

Other Undelivered Orders

Undelivered orders are goods and services ordered and obligated that have not
been received. This includes any orders for which advance payment has been
made but for which delivery or performance has not yet occurred.*

Undelivered orders includes obligated grants for which expenses have not been
incurred by the grantee, obligated contracts for which the contracted goods
and/or services have not yet been delivered and accepted, and other
miscellaneous obligations such as purchase orders and bulk purchase
agreements.

SFFAS 7, Accounting for Revenue and Other Financing Sources and Concepts
for Reconciling Budgetary and Financial Accounting, par. 79, requires that the
amount of budgetary resources obligated for undelivered orders at the end of the
period be disclosed.

In conformance with SFFAS 7, OMB Circular A-136, Financial Reporting
Requirements,*? requires agencies to “disclose the amount of budgetary
resources obligated for undelivered orders at the end of the period.”

Therefore, undelivered orders are generally disclosed in the notes to the financial
statements in one aggregated amount, without any accompanying narrative that
explains what the undelivered orders are composed of (grants, contracts, and
other) or the extent of the federal government’'s commitments to multiple-year
contracts and grants.

Undelivered Orders reported in the CFR are over $1.3 trillion (see page A109)
and generally represent a significant majority of agencies’ total unexpended

1 Source: GAO-05-734SP-A Glossary of Terms Used in the Federal Budget Process; available online at
www.gao.gov/new.items/d05734sp.pdf; last accessed April 10, 2012.

 Most recent version, dated August 3, 2012, available online at http://www.whitehouse.gov/sites/default/
files/omb/assets/omb/circulars/al36/a136 revised 2012.pdf; last accessed August 10, 2012.
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appropriations, and this amount only relates to amounts remaining from what
was obligated during the year, not the total related grant or contract funds
expected to eventually be awarded over the life of the grant program or contract.

Based on a review of the CFR and agency financial reports, staff noted the
following examples of reporting about undelivered orders:

e The majority of agencies disclose one total aggregated amount for
undelivered orders, without any further discussion of what types of
obligation make up those undelivered orders (e.g., grants, contracts,
etc.). For example, the Department of Defense (DoD) disclosed the
following, which is typical of federal agency reports:

(Note: The CFR reports $315.9 billion in undelivered orders for DoD in
Note 23: Commitments on page A109).

e The U.S. Agency for International Development reports in its Note 1.:
Summary of Significant Accounting Policies that “unexpended
appropriations are the portion of the appropriations represented by
undelivered orders and unobligated balances,” but it does not disclose
the total amount of undelivered orders anywhere in its financial
statements (see page A96).

e The Export-Import Bank of the United States does not mention or
disclose the total amount of undelivered orders anywhere in its
financial statements.*® The CFR reports $9.7 billion in undelivered
orders for Export-Import Bank in Note 23: Commitments on page
A109.

13 Source: Export-Import Bank 2011 Annual Report; available online at http://www.exim.gov/about/reports/ar/;
last accessed June 4, 2012.
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Schedule of Spending

Recommended Reading for More Information

o Attachment 4 — OMB'’s Schedule of Spending Guidance beginning on page

A151 for current year guidance on presenting a schedule of spending (SOS) as
other accompanying information (OAl).

Beginning with fiscal year 2012, OMB Circular A-136 requires agencies to
present an SOS that provides an overview of how and where agencies are
spending money.

Task force participants at the May 9, 2012, meeting on commitments and
obligations noted that the SOS may address staff's concerns that there is no
reporﬂng on outstanding obligations by type of obligation (e.g., grant, contract,
etc.).

As noted in the illustrative SOS on the next page, the SOS does require agencies
to report how the money was issued (e.g., grants, contracts, financial assistance,
loans and guarantees, insurance, interest, etc), but, as noted in the explanatory
narrative requirements (see pages A153 — A156), the amounts are to tie to “total
spending” (i.e., outlays, money that has gone out the door) plus amounts that are
“remaining to be spent” (i.e., unpaid obligations, which would include undelivered
orders), not just undelivered orders; there is no required breakout of amounts
remaining to be spent by type of obligation.

In addition, the amounts reported in the SOS are again related only to total
amounts obligated during the year, not the total related grant or contract funds
expected to eventually be awarded over the life of the grant program or contract.

14 At that meeting, staff had not yet been provided with a copy of the draft plans for the SOS. The draft A-
136 was released for comment on June 6, 2012, and the final was issued on August 3, 2012.
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lustrative Schedule of Spending

Agency Name
Schedule of Spending
For the Years Ended September 30, 2xxx (CY) and 2xxx (PY)
in millions
FY 20XX FY 20XX

What Money is Available to Spend?
Total Resources PXKX XXX SX, X XXX
Less Amount Available but Not Agreed to be Spent FHX XXX SR XXX
Less Amount Not Available to be Spent FRAXRX XXX
Total Amounts Agreed to be Spent SR XXX X SXXX XXX
How was the Money Spent?
Categoiy™

Object Class XX XXX XX XXX

Object Class 12 0.9.60.0.0.4 FXXX XXX

Object Class PO XXX L300 8.6.¢.4

Other b 0. 8.0.0.4 XX XXX
Category * :

Object Class FXIK XXX FAXN XXX

Object Class $XOAXX SN XXX

Other FXX,XXX $XXXXX
Total Spending FXXH XXX $IOOXXX
Amounts Remaining to be Spent EXX XXX $IOLXXK
Total Amounts Agreed to be Spent SXXXXXX SXX XXX
Who did the Money go to?
For Profit FXXX XXX FXO XXX
Government OO XXX E3.0.0.8.0.9.4
Higher Education XXX EXAXXX
Individuals FXOK, XXX PO XXX
MNot-For-Profits FXOLAXX PROLXXX
Other $XO XXX X XXX
Total Amounts Agreed to be Spent SXUXXOLXXX SXXXXXX
How was the Money Issued?
Non-Financial Assistance Direct Payments £3:6.0.8:0.¢.4 5. 0.0.6:9.6.4
Contracts XX XXX FROOLXHX
Grants FXOOL XXX (2 9.6.6.9.9.4
Loans and Guarantees PR XXX FAOLHXX
Financial Assistance Direct Payments £ 5. 6.9.8:0.9.4 5. 0.6.60:9.6.4
Other Financial Assistance £3.0.6.0.0.¢ FHR XXX
Insurance 1 5:0.90.0.0.4 1.0.89.0.0.4
Tnterest and Dividends FXO XXX $HK XXX
Other Payment Types FRX XXX FHXXXKXK
Total Amounts Agreed to be Spent SX,XXX, XXX SXXX, XXX
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Staff Recommendation:

As discussed in the operating performance and stewardship objectives of federal
financial reporting,** federal financial reporting should assist report users in
evaluating the service efforts, costs, and accomplishments of the reporting entity;
the manner in which these efforts and accomplishments have been financed; and
the management of the entity’s assets and liabilities. In addition, federal financial
reporting should assist report users in assessing whether the government’s
financial position improved or deteriorated over the period and if future budgetary
resources will likely be sufficient to sustain public services and to meet
obligations as they come due. Understanding the additional obligations incurred
and risks assumed by the nation’s government beyond what is reported in
traditional federal financial statements is crucial to obtaining a more complete
picture of the nation’s finances.

Staff recommends that additional reporting on outstanding grants, contracts, and
other undelivered orders beyond one aggregate number in the notes to the
statements should be pursued.
CT <r M or M o T o
Question 4(a)
Does the board approve the staff recommendation to pursue reporting on

outstanding grants, contracts, and other undelivered orders beyond one
aggregate number in the notes to the statements?

Foreign Disclosures

Recommended Reading for More Information

e Attachment 3 — Examples of Disclosures in Foreign Federal Financial

Statements beginning on page A112 for examples from Canada and Australia of
detailed disclosures about commitments and contingencies, including
contractual obligations.

If the board approves the staff recommendation to pursue reporting on
outstanding grants, contracts, and other undelivered orders beyond one
aggregate number in the notes to the statements, staff is interested in members’
preliminary views on how detailed such reporting should be.

!> SFFAC 1, Objectives of Federal Financial Reporting, pars. 14-16; available online at http://www.fasab
.gov/pdffiles/handbook_sffac_1.pdf; last accessed August 9, 2012.
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To provide some background for the board’s discussion on this matter,
Attachment 3, Examples of Disclosures in Foreign Federal Financial Statements,
beginning on page A112 contains examples from Australia and Canada of
detailed disclosures about commitments and contractual obligations.

For example, on page A130, Australia presents a schedule of commitments by
type and by maturity. This type of schedule presents all outstanding
commitments and then breaks them out by maturity, similar to our note
disclosure for capital leases and operating leases.

Another example, on page A115, is Canada’s schedule of minimum payments,
which shows the minimum amounts required to satisfy obligations under
contractual obligations each year from 2012 to 2016, and the total for amounts
due in the year 2017 and subsequently. Again, this would be similar to our note
disclosure for capital leases and operating leases, but relates to all contractual
obligations.

Canada goes on, on pages A116 to A121, to provide a detailed listing of
individual contractual obligations (transfer payment agreements, capital assets,
purchases and operating leases) by category and by entity. This type of detalil
may be excessive for all contractual obligations but may be informative for the
most significant contracts. Also, including a column that indicates, for each major
contractor/grantee, the percentage of revenue provided through contracts/grants
with the government over total contractor/grantee revenue would go a long way
in reporting on the level of inter-dependency and potential related parties.

Staff Recommendation:

Staff recommends pursuing detailed disclosures about all contractual obligations
and other commitments, similar to current disclosures about capital and
operating leases.

CT <r ot or M i T 3
Question 4(b)
Does the board approve the staff recommendation to pursue detailed

disclosures about all contractual obligations and other commitments,
similar to current disclosures about capital and operating leases?
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Tab E — Risk Assumed Staff Analysis and Recommendations

Additional Commitments and Contingencies Reporting

Through a review of agency financial reports, staff has determined that additional
reporting on commitments and contingencies beyond undelivered orders is
inconsistent and, in most cases, not very comprehensive.

Staff believes the lack of consistency and detail in most agency reports is
understandable given the minimal guidance provided in SFFAS 5 for disclosing
contingencies (see Appendix 1 — FASAB Standards on Contingencies at pages
A159 through A162). The examples below merely serve to highlight the diverse
reporting among agencies.

The following six agencies reported on some of their contractual obligations and
major long-term commitments:

e The Department of Commerce reports the following in relation to its
major long-term contracts in Note 16: Commitments and Contingencies
(excerpt from Note 16 shown below in thousands):*®

e The Railroad Retirement Board Note 10: Commitments and
Contingencies contains the following general statement about
“contractual arrangements:”*’

As of September 30, 2011, the RRB had contractual arrangements which may result in future
financial obligations of $29.7 million.

'8 Source: Department of Commerce 2011 Performance and Accountability Report; available online at
http://www.osec.doc.gov/ofm/OFM_Publications.htm; last accessed June 4, 2012.

" Source: Railroad Retirement Board 2011 Performance and Accountability Report; available online at
http://www.rrb.gov/bfo/perf_plans_rpts.asp; last accessed June 4, 2012.
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Tab E — Risk Assumed Staff Analysis and Recommendations

The Department of Justice’s complete Note 16: Contingencies and
Commitments (shown below) reports on the estimated range of loss of
its contingent liabilities (with no narrative discussion of what the
amounts are being accrued for) and additional “firm purchase
commitments” for solar panel material as follows:*®

e The Department of Homeland Security (DHS) reports the following in
Note 21: Commitments and Contingent Liabilities:

'8 Source: Department of Justice 2011 Performance and Accountability Report; available online at
http://www.justice.gov/ag/publications.htm; last accessed June 4, 2012.

——
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Tab E — Risk Assumed Staff Analysis and Recommendations

¢ Inits Note 22: Commitments under HUD’s Grant, Subsidy, and Loan
Programs, the Department of Housing and Urban Development (HUD)
included extensive disclosures on its long-term commitments to
provide grants, subsidies, or loans including the following schedule of
obligations and contractual commitments (dollars in millions):

HUD also discloses in Note 22, that beginning in 1988, Congress
began appropriating funds “up-front” for the entire contract term (up to
40 years) in the initial year for Section 8 and Section 235/236
programs, so the undelivered orders of nearly $13 billion for these
programs include the maximum amounts available under existing
agreements and contracts (see pages A88 — A91).

e The Smithsonian Institution reports the following in relation to its
outstanding construction contracts in Note 15: Commitments and
Contingencies:*®

(c) Construction

The Smithsonian has various commitments related to construction projects in process throughout its
museums with significant projects at the National Museum of African American History and Culture
($21.7), National Museum of Natural History ($9.4). the Smithsonian Environmental Research
Center ($10.8). and the Arts and Industries Building ($30.1). Remaining commitments under related
confracts aggregated approximately $72.0 at September 30. 2011.

Staff believes that the above reporting examples may be due, in part, to
the following requirement in OMB Bulletin A-136, Section 11.4.3.4:

In addition to the contingent liabilities required by SFFAS No.5,
the following commitments will also be disclosed: (1) an estimate
of obligations related to canceled appropriations for which the
reporting entity has a contractual commitment for payment, and
(2) amounts for contractual arrangements, which may require
future financial obligations.

¥ Source: Smithsonian Institution 2011 Financial Statements available online at http://www.si.edu/about/
policies/; last accessed June 4, 2012.
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Tab E — Risk Assumed Staff Analysis and Recommendations

This requirement imposed by OMB agrees in concept with what staff
recommended above, but does not appear to be complied with by most
government agencies since staff did not find similar disclosures in more
agency financial reports.

Staff also noted the following examples of inconsistent disclosures:

DoD recognizes a contingent liability for the difference between the
estimated costs incurred to date by contractors and the total amounts
authorized to be paid. In Note 15: Other Liabilities, DoD states that it
has recognized a contingent liability for estimated future payments
which are conditional pending delivery and government acceptance
due to the probability that the contractors will complete their efforts and
deliver satisfactory products (see page A52).

DoD classifies its legal contingencies into three buckets with
associated dollar amounts: “reasonably possible,” “remote,” and
“unable to determine the probability of loss.” The majority of DoD’s
$12.4 trillion estimate ($12.3 trillion) is in the third (“unable to
determine”) category (also on page A52).

DoD discloses its commitments for operating leases in a separate note
(Note 25: Other Disclosures) that is near the end of the disclosures
and not cross-referenced to anything (see page A53).

NCUA does not include a general commitments and contingencies
note that discloses lease commitments and existence of pending
litigation. A brief acknowledgement of loss contingencies is made in
Note 1: Summary of Significant Accounting Policies under the heading
“Insurance and Guarantee Program Liabilities” (see page A22)

As noted on page 9, FCSIC'’s financial report does not include any
discussion of reasonably possible insurance payments to be made in
the future, or whether the reserve of two percent of insured obligations
would be sufficient to cover those payments. There are also no
disclosures of other contingencies such as litigation (see page A47).

The Nuclear Regulatory Commission does not have a general note on
commitments and contingencies. It does include a discussion of
contingent litigation in Note 1: Summary of Significant Accounting
Policies.*

As pointed out on page 24, FDIC reports its insurance in force in Note
14: Commitments and Off-Balance-Sheet Exposure (see page Al7).

% Source: Nuclear Regulatory Commission 2011 Performance and Accountability Report; available online
at http://www.nrc.gov/reading-rm/doc-collections/nuregs/staff/sr1542/; last accessed June 4, 2012.
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Tab E — Risk Assumed Staff Analysis and Recommendations

In addition, FDIC includes an extensive disclosure of systemic risk in
Note 16: Systemic Risk Transactions (see page A18 — A20).

e Department of Labor includes a discussion of its concentration of risk
in Note 23: Material Concentration of Risk (see page A59).

e The Department of Energy includes an extensive discussion of
purchase power and transmission commitments and irrigation
assistance, including a schedule of future commitments in its Note 18:
Contingencies and Commitments (see pages A61 — A64).

e Inits Note 17: Commitments and Contingencies, the Department of
Transportation includes disclosures about the pre-authorization of state
construction budgets, letters of intent regarding grant agreements,
aviation insurance, marine war risk insurance, environmental liabilities
and Amtrak (see pages A66 — A70).

e Inits Note 28: Commitments and Contingencies, the Department of the
Treasury discloses information about treaties and international
agreements, loan commitments, callable capital in multilateral
development banks, terrorism risk insurance, exchange stabilization
agreement, and arrangements to borrow (see pages A85 — A86).

Staff Recommendation

Staff believes that a more detailed disclosure framework for commitments and
contingencies would result in more comprehensive disclosures that are more
consistent across agencies and would result in the type of reporting that the risk
assumed project intended. Therefore, staff recommends that the board pursues
development of a detailed disclosure framework for commitment and contingency
reporting.

T <r T <r T < T >

Question 4(c)

Does the board approve the staff recommendation to pursue developing a
detailed disclosure framework for commitment and contingency reporting?
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

FASAB/ Revenue Expenses Report
Agency . . . 21 Page
FASB Amount Major Types Amount Major Types Disclosures

Pension FASB $5.8 billion Investment $8.8 billion Actuarial losses | $C, $PC, $RP Ad
Benefit income and and losses from
Guaranty premiums financial
Corporation assistance
Federal FASB $16.3 billion Assessments | ($2.9 billion) | Provision for $C, $PC, $RP All
Deposit insurance losses
Insurance (reduction)
Corporation
(Deposit
Insurance
Fund)
National FASAB $212 million Investment (%400 Provision for $PC, $RA, $UO A22
Credit Union income million) insurance losses
Administration (reduction)
(Share
Insurance
Fund)
National FASAB $2.3 billion Premiums and | $124.8 Insurance and $PC, $RA, $UO A29
Credit Union Fees million guarantee loss
Administration
(Temporary
Corporate

2l C = Commitments (other than undelivered orders), O = Other, PC = Probable Contingency, RA = Risk Assumed, RP = Reasonably Possible
Contingency, and UO = Undelivered Orders. Bolded letter means the disclosures are more informative than those in other agency reports (A
bolded “C” denotes that the agency reported on more than just leases and undelivered orders. A bolded “PC” or “RP” denotes that the agency
reported on something substantive other than litigation). Underlined letter means the disclosures are less informative than those in other agency
reports. “$” means an amount is disclosed in addition to narrative (e.g., $RP).
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

Agency

FASAB/
FASB

Revenue

Expenses

Amount

Major Types

Amount

Major Types

Report
Disclosures®

Page

Credit Union
Stabilization
Fund)

Agriculture

FASAB

$159.5 billion

Appropriations

$159.3 billion

“Ensure that All
of America's
Children Have
Access to Safe,
Nutritious, and
Balanced Meals”
and “Assist
Rural
Communities to
Create
Prosperity so
They Are Self-
Sustaining,
Repopulating,
and
Economically
Thriving”??

$C, $PC, $RA,
$RP, $UO

A39

Farm Credit
System
Insurance
Corporation

FASB

$169 million

Premiums and
interest
income

$3 million

Administrative

$C, $0

A41

22 pgriculture reports costs by strategic goal in its statement of net costs; it does not report costs by major type (e.g., grant, contract, personnel
and payroll, etc.) anywhere in its agency financial report (AFR).

——
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

FASAB/ Revenue Expenses Report
FASB Amount Major Types Amount Major Types Disclosures™

Agency Page

Defense FASAB $873.1 billion Appropriations | $799.2 billion | Operations, $C, $0, $PC, A51
Readiness & $RP, $UO
Support® and
Military
Personnel

Homeland FASAB $63.6 billion Appropriations | $64.8 billion FEMA, CBP, $C, $RA, $RP, A54
Security uscGc* $uUo

Labor FASAB $127.1 billion Appropriations | $139.5 billion | Unemployment | O, $UO A59
and employer benefits and
taxes disability
benefits

Energy FASAB $50.3 billion Appropriations | $56.6 billion Transform Our $C, $0, $UO A6l
Energy System,
Secure Our
Nation, and The
Science and
Engineering
Enterprise®

Transportation | FASAB $72.7 billion Excise taxes $80.3 hillion Surface $C, $0, $RP, 3UO | A66
and transportation
and air

% Defense does not explain what types of expenses make up the category “Operations, Readiness & Support” anywhere in its AFR.

24 DHS reports costs by major responsibility segment in its statement of net costs. It does not report costs by major type anywhere in its AFR.

% Energy reports costs by strategic goal in its statement of net costs; it does not report costs by major type anywhere in its AFR. Also, 37 percent
of its net costs are not assigned to any of its goals and are further described in a separate note.
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

% Transportation reports costs by major program in its statement of net costs; it does not report costs by major type anywhere in its AFR.

Career from
Birth Through
12th grade,”
“Ensure
Equitable
Educational
Opportunities for
All Students,”
and “American
Recovery and
Reinvestment

FASAB/ Revenue Expenses Report
Agency _ _ , 21 Page
FASB Amount Major Types Amount Major Types Disclosures
appropriations transportation?®
Health and FASAB $924 .4 billion Appropriations | $945.6 billion | Medicare and $C, $PC, $RP, A71
Human and taxes health®’ $UO
Services
(HHS)
Education FASAB $93.5 bhillion Appropriations | $89.9 billion “Increase RP, $UO A74
and interest College Access,
income Quality, and
Completion,”
“Improve
Preparation for
College and

2" HHS reports costs by responsibility segment in its statement of net costs with Centers for Medicare and Medicaid Services having the significant
majority; Figure 2 in the MD&A section breaks its net costs into the following four major budget functions: Medicare, health, income security, and

education & training. A table in OAI shows the net cost of the top 20 programs. It does not report costs by major type anywhere in its AFR.
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

FASAB/ Revenue Expenses Report
Agency . . . 21 Page
FASB Amount Major Types Amount Major Types Disclosures
Act and
Education Jobs
Fund”®
Treasury FASAB $458.1 billion Appropriations | $421.5 billion | Financial $PC, $RP, $UO A76
Program,
Economic
Program, and
non-entity costs
(mostly federal
debt interest)?*
Housing and | FASAB $59.9 billion Appropriations | $61.1 billion | Section 8% $PC, $RP, $UO A88
Urban
Development
National FASAB $7.3 billion Appropriations | $7.3 billion Research and $C, RP, $UO A92
Science related
Foundation activities®
Environmental | FASAB $11.5 billion Appropriations | $11.6 billion Clean Air, Clean | $C, $PC, $RP, A94
Protection and Safe Water, | $UO
Agency Land
Preservation and
Restoration,
Healthy

% Education reports costs by major strategic goal in its statement of net costs. It does not report costs by major type anywhere in its AFR.
? Treasury reports costs by major program in its statement of net costs. It does not report costs by major type anywhere in its AFR.

%0 HUD reports costs by responsibility segment in its statement of net costs. It does not report costs by major type anywhere in its AFR.

3L NSF reports costs by major program in its statement of net costs. It does not report costs by major type anywhere in its AFR.
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Table 1: Summary of Agency Disclosures about Commitments and Contingencies, Undelivered Orders, and Risk Assumed

FASAB/ Revenue Expenses Report
FASB Amount Major Types Amount Major Types Disclosures™

Agency Page

Communities
and Ecosystems

Small FASAB $6.1 billion Appropriations | $4.1 billion Growing $C, $UO A96

Business Businesses and
Administration Creating Jobs

U.S. Agency FASAB $12.5 billion Appropriations | $12.4 billion Economic $C, $PC, $RP A96

for Growth,
International Investing in

Development People

Governing Justly
and
Democratically,
and
Humanitarian
Assistance

Department of | FASAB $31.6 billion Appropriations | $30.1 billion | Achieving Peace | $C, $RP, $UO A97
State and Security,
Investing in
People,
Strengthening
Consular and
Management
Capabilities
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Tab E — Risk Assumed Questions

The objective of this session is to obtain member’s views on the
issues presented in this memo so that staff can begin
addressing these issues in a timely manner.

If you require additional information or wish to suggest another
alternative not considered in the staff proposal, please contact
staff as soon as possible. In most cases, staff would be able to
respond to your request for information and prepare to discuss
your suggestions with the board, as needed, in advance of the
meeting. If you have any questions or comments prior to the
meeting, please contact Julia Ranagan at 202-512-7377 or
ranaganj@fasab.gov and Monica Valentine at 202-512-7362 or
valentinem@fasab.gov with a cc to paynew@fasab.gov.

A\
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Tab E — Risk Assumed Questions

QUESTIONS

Question 1 — CURRENT RISK ASSUMED REPORTING

1. Does the board approve the staff recommendation to begin developing revised
standards for insurance and guarantee programs to address the inconsistent and
duplicative reporting in a more timely manner (i.e., as the first phase of the overall
project; see pages 3 through 11 for related discussion)?

Questions 2a — 2c — CURRENT STANDARDS

2a. Does the board approve the staff recommendation to amend SFFAS 5 to address
the inconsistency in reporting of major insurance and guarantee programs between
FASAB and FASB reporting entities (see pages 4 and 12 through 19 for related
discussion)?

2b. Does the board approve the staff recommendation to develop a separate disclosure
framework for insurance and guarantee programs (see pages 12 through 19 for
related discussion)?

2c. Does the board approve the staff recommendation to pursue disclosure of risks
assumed by some insurance and guarantee programs in the notes to the financial
statements rather than as RSI (see pages 12 through 19 for related discussion)?

Question 3 - BROADER SCOPE

3. Does the board approve the staff recommendation to rename the project “Risk
Assumed and Other Contingencies” to encompass reporting about risks assumed as
well as other risks and fiscal exposures that are facing the federal government (see
pages 20 through 24 for related discussion)?

Question 4a — 4c — CURRENT COMMITMENT AND CONTINGENCY REPORTING

4a. Does the board approve the staff recommendation to pursue reporting on
outstanding grants, contracts, and other undelivered orders beyond one aggregate
number in the notes to the statements (see pages 25 through 30 for related
discussion)?

4b. Does the board approve the staff recommendation to pursue detailed disclosures
about all contractual obligations and other commitments, similar to current
disclosures about capital and operating leases (see pages 30 through 31 for related
discussion)?

4c. Does the board approve the staff recommendation to pursue developing a detailed

disclosure framework for commitment and contingency reporting (see pages 32
through 36 for related discussion)?
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Attachment 1 — Excerpts from Agency Financial Reports
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report’

Excerpt from Financial Statement Highlights

Estimates of Reasonably Possible Contingencies

s At year-end, PBGC’s estimate of its single-employer reasonably possible exposure totaled
approzimately $227 billion, a significant mcrease from $170 billion in FY 2010. This exposure
increased pramarily due to the growth in the number of companies meeting the reasonable possible
criteria and the decrease in the interest rate used for valuing liabilities.

¢ PBGC’s estimate of its multiemplover reasonably possible exposure increased from $20 billion in
2010 to $23 billion in FY 2011, due primanly to new data received for the larger plans with
deteriorating funding levels; and the decrease in interest rates for valuing liabilities.

Excerpt from Note 2: Significant Accounting Policies

Present Value of Future Benefits (PVFE)

The PVFEB is the estimated lability for futnre pension benefits that PBGC is or will be oblipated to pay
the participants of trusteed plans and the net liability for plans pending termination and trusteeship. The
PVEB liability (including trusteed plans as well as plans pending termination and trusteeshup) is stated as the
actuarial present value of estimated future benefits less the present value of estimated recoveries from
sponsors and members of their controlled group and the assets of plans pending termination and trusteeship
as of the date of the financial statements. PBGC also includes the estimated liabilities attributable to plans
classified as probable terminations as a separate line item in the PVEFE (net of estimated recoveries and plan
assets). PBGC uses assumptions to adjust the value of those future payments to reflect the ume value of
meoney (by discounting) and the probability of payment (by means of decrements, such as for death or
retirtement). PBGC also includes anticipated expenses to settle the benefit obligation in the determination of
the PVEB. PBGC’s benefit payments to participants reduce the FVEDB liability.

The walues of the PVFB are particularly sensitive to changes i underlying estimates and assumptions.
These estimates and assumptions could change and the impact of these changes may be material to PBGC's
financial statements (see Note 6).

(1) Trusteed Plans—represents the present value of future benefit payments less the present value of
expected recoveries (for which a settlement agreement has not been reached with sponsors and members of
their controlled group) for plans that have terminated and been trusteed by PBGC poor to fiscal year-end.
Assets are shown separately from liabilities for trusteed plans.

(2) Pending Termination and Trusteeship—represents the present value of future benefit payments less
the plans’ net assets (at fair value) anticipated to be received and the present value of expected recoveries (for
which a settlement agreement has not been reached with sponsors and members of their controlled group)
for plans for which termination action has been initiated and/or completed prior to fiscal year-end. Unlike
trusteed plans, the liability for plans pending termination and trusteeship is shown net of plan assets.

(3) Settlements and Judgments—represents estimated lLiabilities related to settled Litigation.

(4) Net Claims for Probable Terminations—In accordance with the FASB Accounting Standards
Codification Section 450, Contingencier, PBGC recognizes net claims for probable terminations with $50
million or more of underfunding, which represent PEGC’s best estimate of the losses, net of plan assets and
the present value of expected recoveries (from sponsors and members of their controlled group) for plans

' Available online at http://www.pbgc.gov/res/annual-reports.html: last accessed June 4,2012.
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Excerpt from Note 2: Significant Accounting Policies (contd.)

that are likely to terminate in the future. These estimated losses are based on conditions that existed as of
PBGC’s fiscal year-end. Management believes it is likely that one or more events subsequent to PBGC’s
fiscal year-end will occur, confirming the loss. Criteria used for classifying a specific plan as a probable
termination include, but are not limited to, one or more of the following conditions: the plan spensor is in
liquidation or comparable state insolvency proceeding with no known solvent controlled group member;
sponsor has filed or intends to file for distress plan termination and the criteria will likely be met; or PBGC is
considering the plan for involuntary termunation. In addition, management takes into account other
economic events and factors in making judgments regarding the classification of a plan as a probable
termination. These events and factors may include, but are not limited to: the plan sponsor is in bankmiptey
or has indicated that a bankmiptey filing is imminent; the plan sponsor has stated that plan termination is
likely; the plan sponsor has recerved a going concern opinion from its independent auditors; or the plan
sponsor 1s in default under existing credit agreement(s).

In addition, a reserve for small unidentified probable losses and incurred but not reported (IBNR) claims
15 recorded based on an acmarial loss development methodology (ratio method) (see Note 6).

(5) PBGC identifies certain plans as high-risk if the plan sponsor is in Chapter 11 proceedings or the
sponsor’s senior unsecured debt is rated CCC+/Caal or lower by S&P or Moody's respectively. PBGC
specifically reviews each plan identified as high-risk and classifies those plans as probable if, based on
avatlable evidence, PBGC concludes that plan termination is likely (based on crtena described in (4) above).
Otherwise, high-risk plans are classified as reasonably possible.

(6) In accordance with Section 450, PBGC’s exposure to losses from plans of companies that are
classified as reasonably possible 1s disclosed in the footnotes. In order for a plan sponsor to be specifically
classified as reasonably possible, it must first have 85 nullion or more of underfunding, as well as meet
additional criteria. Criteria used for classifying a company as reasonably possible include, but are not Limited
to, one or more of the following conditions: the plan sponsor 1s in Chapter 11 reorganization; funding waiver
pending or outstanding with the Internal Revenue Service; sponsor missed minimum funding contribution;
sponsor’s bond rating 1s below-investment-grade for Standard & Poor’s (BB+) or Moody’s (Bal); or sponsor
has no bond rating but the Dun & Bradstreet Financial Stress Score is below the threshold considered to be
investment grade (see Note 9).

Present Value of Nonrecoverable Furure Financial Assistance

In accordance with Title IV of ERISA, PEGC prowides financial assistance to multemployer plans, in the
form of loans, to enable the plans to pay guaranteed benefits to participants and reasonable adnunistrative

expenses. These loans, issued in exchange for interest-bearing promissory notes, constitute an obligation of
each plan.

The present value of nonrecoverable future financial assistance represents the estimated nonrecoverable
payments to be provided by PBGC in the future to multemployer plans that will not be able to meet their
benefit obligations. The present value of nonrecoverable future financial assistance is based on the difference
between the present value of future puaranteed benefits and expenses and the market value of plan assets,
wncluding the present value of future amounts expected to be paid by emplovers, for those plans that are
expected to require future assistance. The amount reflects the rates at which, in the opinion of management,
these liabilities (net of expenses) could be settled in the market for single-premium nonparticipating group
annuities 1ssued by provate msurers (see Note 7).

A liability for a particular plan 1s included in the “Present Value of Nonrecoverable Future Financial
Assistance” when it is determined that the plan is currently, or will likely become in the future, insolvent and
will requuire assistance to pay the participants their guaranteed benefit. Determiming nsolvency requures
considering several complex factors, such as an estumate of future cash flows, future mortality rates, and age
of participants not in pay status.
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Excerpt from Note 2: Significant Accounting Policies (contd.)

Each year, PBGC analyzes msured multiemplover plans to identify those plans that are at risk of
becoming claims on the insurance program. Regulatory filings with PBGC and the other ERTSA agencies are
important to this analysis and determunation of risk  For example, a multiemplover plan that no longer has
contributing employers files a notice of termination with PBGC. In general, if a terminated plan s assets are
less than the present value of its labilities, PEGC considers the plan a probable nsk of requiring financial
assistance in the funure.

PBGC also analyzes ongoing multemployer plans (Le., plans that continue to have employers making
regular contributions for covered work) to determine whether any such plans may be probable or possible
claims on the insurance program. In conducting this analysis each vear, PEGC examines plans that are
chronically underfunded, have poor cash flow trends, a falling contribution base, and that may lack a
sufficient asset cushion to weather temporarily income losses. A combination of these factors, or any one
factor that 1s of sufficient concern, leads to a more detailed analysis of the plan’s funding and the likelihood
that the contributing emplovers will be willing and able to maintain the plan.

Note 7: Multiemployer Financial Assistance

Note 7: Multiemplover Financial Assistance

PEGC provides financial assistance to multiemployer defined benefit pension plans in the form of loans.
Since these loans are not generally repaid, an allowance is set up to the extent that repayment of these loans is
not expected.

NOTES RECEIVABLE MULTIEMPLOYER FINANCIAL ASSISTANCE

September 30, September 30,
(Dallars in milfions) 2011 2010
Gross balance at beginning of year S484 1387
Financial assistance payments - current year 115 97
Wirite-offs related to settlement agreements 0 0
Subtotal 509 464
Allowance for uncollectible amounts (599) (454
Net balance at end of year § 0 0

The losses from financial assistance reflected in the Statements of Operations and Changes in Net
Position include period changes in the estimated present value of nonrecoverable future financial assistance.

As of September 30, 2011, the corporation expects 135 multiemployer plans will exhaust plan assets and
need financial assistance from PBGC to pay guaranteed benefits and plan administrative expenses. The
present value of nonrecoverable future financial assistance for these 135 plans is $4.475 billion. The 135
plans fall into three categories — plans currently recerving financial assistance; plans that have terminated but
have not vet started recerving finanecial assistance from PBGC; and ongomng plans (not terminated) that the
corporation expects will require financial assistance in the future.

—_—
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Note 7: Multiemployer Financial Assistance (contd.)

MULTIEMPLOYER FINANCIAL ASSISTANCE

September 30, 2011 September 30, 2010
Number of Net Number of Net

(Dollars in millians) Plans Liability Plans Lishility
Plans ensgently receiving financial assistance 41 31,232 41 $1,179
Plans that have terminated but have not yet started 60 1,487 51 1,067
receiving financial assistance

Ongomg plans (not termunated) that the corporation 34 1,750 29 784
expects will require financial assistance in the future

Total 135 34,475 121 £3,030

Of the 135 plans:

41 have exhausted plan assets and are currently receiving financial assistance payments from PBEGC.

The present value of future financial assistance payments for these insolvent 41 plans is $1.232
billion.

60 plans have terminated but have not yet started recerving financial assistance payments from
PBGC. Terminated multiemployer plans no longer have employers making regular contributions for
covered wotk, though some plans continue to receive withdrawal liability payments from withdrawn
employers. In general, PBGC records a loss for future financial assistance for any underfunded
multiemployer plan that has terminated. The present value of future financial assistance payments to
these 60 terminated plans is $1 487 billion.

34 plans are ongoing (ie., have not terminated), but PBGC expects these plans will exhanst plan
assets and need financial assistance within 10 years. In this analysis, PBGC takes into account the
current plan assets, future income to the plan, the statutory funding rules, and the possibility for
future increases in contributions. The present value of future financial assistance payments for these
34 ongoing plans is $1.756 billion.

PRESENT VALUE OF NONRECOVERABLE FUTURE FINANCIAL
ASSISTANCE AND LOSSES FROM FINANCIAL ASSISTANCE

September 30, September 30,
(Daliars i millipns) 2011 2010
Balance at beginning of vear §3,030 $ 2296
Changes in allowance:
Losses (credits) from financial assistance 1,560 831
Financial assistance granted
(prewionsly acemed) (115) (o7
Balance at end of year 84,475 § 3,030
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Note 9: Reasonably Possible Contingencies

Note 9: Reasonably Possible Contingencies

Single-employer plans sponsored by companies whose credit quality 1s below mnvestment grade pose a
greater risk of being terminated. In addition, there are some multiemployer plans that may require future
financial assistance. The estimated unfunded vested benefits exposure amounts disclosed below represent the
Corporation’s estimates of the reasonably possible exposure to loss in these plans given the inherent
uncertainties about these plans.

In accordance with the FASB Accounting Standards Codification Section 450, Contingencies, PBGC
classified a number of these companies as reasonably possible rather than probable terminations as the
sponsors’ financial condition and other factors did not indicate that termination of their plans was likely.
This classification was done based upon information about the companies as of September 30, 2011

The estimate of unfunded vested benefits exposure to loss for the single-employer plans of these
companies was measured as of December 31, 2010. The reasonably possible exposure to loss in these plans
was $227 billion for FY 2011, This is an increase of $57 billion from the reasonably possible exposure of
$170 billion in FY 2010. This reasonably possible exposure increased primarnly due to the growth in the
number of companies meeting the reasonable possible crtena (see Note 2), and the decrease in the interest
rate used for valuing liabilities. Although high asset returns for calendar year 2010 partially offset the increase
in liabilities, the net result was an increase in unfunded liabilities.

The estimate of unfunded vested benefits exposure to loss 1s not based on PBGC-guaranteed benefit
levels, since data is not available to determine an estimate at this level of precision. PEGC calculated this
estimate, 4s in previous years, by using the most recent data available from filings and submussions to the
Corporation for plan years ended on or after December 31, 2009. The Corporation adjusted the value
reported for liabilities to December 31, 2010, using a select rate of 3.93% for the first 20 years and 4.33%
thereafter and applying the expense load as defined in 29 CFR Part 4044, Appendix C. The rates were
dermved in conjunction with the 1994 Group Anmuity Mortality Static Table (with margins) projected to 2020
using Scale AA to approximate annuity prices as of December 31, 2010. The 1mderfundmg associated with
these plans could be substantially different at September 30, 201 l, because of the economic conditions that
existed between December 31, 2010 and September 30, 2011. The Corporation did not adjust the estimate
for events that occurred between December 31, 2010, and September 30, 2011.

The following table by industry itemizes the single-employer reasonably possible exposure to loss:

REASONABLY POSSIBLE EXPOSURE TO LOSS BY INDUSTRY

(PRINCIPAL CATEGORIES)

(Diadiars in muilfions) FY 2011 FY 2010
Mannfactnong * $120,6%0 $101,888
Transporation, Commnnication and Utilities ** 50,133 30,178
Servives 25,879 15,356
Wholesale and Retail Trade 12,218 12,544
Health Cace 5,518 3,985
Finance, Insnrance, and Real Estate 5,053 2,840
Aggienliure, Mining, and Constmetion 3426 2,653
Total $227,117 §169,744

# Primarily antomobile /anto parts and pomary and fabgcated metals
** Primarily airline
PBGC included amounts in the liability for the present value of nonrecoverable future financial assistance

(see Note 7) for multemployer plans that PBGC estimated may require future financial assistance. In
addition, PBGC currently estimates that it is reasonably possible that other multiemployer plans may require
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Note 9: Reasonably Possible Contingencies (contd.)

future financial assistance in the amount of $23 billion, due primarily to two large plans. PBGC obtained an
independent actuarial analysis of the solvency of these two large plans in both FY 2010 and FY 2011

The Corporation calculated the future financial assistance liability for each multiemployer plan identified
as probable (see Note 7), or reasonably possible as the present value of praranteed future benefit and expense
payments net of any future contributions or withdrawal hability payments as of the later of September 30,
2011, or the projected (or actual, if known) date of plan insolvency, discounted back to September 30, 2011,
The Corporation’s identification of plans that are likely to require such assistance and estimation of related
amounts required consideration of many complex factors, such as an estimate of future cash flows, future
mortality rates, and age of participants not in pay status. These factors are affected by future events,
including actions by plans and their sponsors, most of which are beyond the Corporation’s control.

Note 10: Commitments

Note 10: Commitiments

PBGC leases its office facility under a commitment that began on January 1, 2005, and expires December
10, 2019, Thus lease prowvides for penodic rate increases based on increases in operating costs and real estate
taxes over a base amount. In addition, PBGC is leasing space for field benefit admunistrators. These leases
began in 1996 and expire in 2014. The minimum future lease payments for office facilities having

nonecancellable terms in excess of one year as of September 30, 2011, are as follows:

COMMITMENTS: FUTURE LEASE PAYMENTS

(Dhaliars in millions)

Year: Ending Operating
Septembes 30, Leazes
2012 $188
2013 18.0
2014 17.7
2015 17.6
2016 17.0
Thereafter 39.0
Minimmm lease payments $1281

Lease expenses were $18.3 million 1n 2011 and $18 4 million in 2010

Note 16: Litigation

Note 16: Litigation

Legal challenges to PEGC’s policies and positions continued in 2011. At the end of the fiscal year,
PBGC had 40 active cases in state and federal courts and 459 bankmiptey and state receivership cases.

PEGC records as a liability on its financial statements an estimated cost for unresolved litigation to the
extent that losses in such cases are probable and estimable in amount. In addition to such recorded costs,
PBGC estimates with a degree of certainty that possible losses of up to $68 million could be incurred in the
event that PBGC does not prevail in these matters.
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Attachment 1 — Excerpts from Agency Financial Reports

Pension Benefit Guaranty Corporation 2011 Annual Report (contd.)

Excerpt from Balance Sheet

PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF FINANCIAL CONDITION

Sinple-Employer Multiemployer Memorandom
Program Program Tatal
September 30, September 30, September 30,
{Doliars i Millions) 2011 2010 2011 2010 2011 2010
LIABILITIES
Present value of future benefits, net (Note 6):
Trusteed plans $01,718 3 85021 81 3 1 £01,719 3 35022
Plans pending termunation and tmsteeship 346 50 0 0 346 501
Settlements and mdaments 56 55 0 0 56 55
Clamms for probable terminations 833 1445 0 0 833 1445
Total present value of fnture benefits, net 92,953 90,022 1 1 92,954 90,023
Present value of nonrecoverable futnge
financial assistance Note 7)
Insolveat plans 0 0 1,232 L1179 1,232 1,179
Probable wnsolvent plans ] 0 3,243 1,651 3,243 1,851
Total present value of nonrecoverable
foture financial assstance ] 0 4,475 31030 4,475 3,030
Payables, net:
Denvatrve contracts (Note 4) 173 67 0 0 173 67
Dmue for purchases of secnnties 4,079 3,076 0 0 4,079 3,076
Payable npon retnrn of secnaties loaned 4,587 5,427 0 0 4,587 5,427
Unearned preminms 366 364 k1 31 397 395
Acconnts payable and accmed expenses (Note §) 68 101 2 2 70 103
Total payables 9,273 9,035 33 33 9,306 9,068
Total Eabdities 102,226 99057 4,500 3064 106,735 102,121
Net position (23,266) (21,594 (2,770)  (1436) (26,036)  (23,030)
Total habilities and net position 878,960 § 77463 $1,739 51628 $80,699 § 79091
The accompanying notes are an mtegral part of these financial statements.
{ Tab E - Risk Assumed, Attachment 1 Page A10 }





Attachment 1 — Excerpts from Agency Financial Reports

Federal Deposit Insurance Corporation 2011 Annual Report?

Note 7: Liabilities Due to Resolutions

1. Liabilities Due to Resolutions

As of December 31, 2011 and 2010, the DIF recorded
liabilities rotaling $32.7 billion and $30.4 billion to
resolution entities representing the agreed-upon value
of assets transferred from the receiverships, at the time
of failure, to the acquirers/bridge institutions for use in
funding the deposits assumed by the acquirers/bridge
institutions. Ninety-one percent of these liabilities are
due to failures resolved under whole-bank purchase and
assumption transactions, most with an accompanying
SLA. The DIF satsfies these liabilities either by directly
sending cash to the receivership to fund shared-loss
and other expenses or by offsetting receivables from

resolutions when the receivership declares a dividend.

In addition, there was $80 million in unpaid deposit
claims related to multiple receiverships as of December
31,2011 and 2010. The DIF pays these liabilities when the
claims are approved.

2 Available online at http://www.fdic.gov/about/strategic/report/; last accessed June 4,2012.
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Attachment 1 — Excerpts from Agency Financial Reports

Federal Deposit Insurance Corporation 2011 Annual Report (contd.)

Note 8: Contingent Liabilities

8. Contingent Liabilities for:
ANTICIPATED FAILURE OF INSURED INSTITUTIONS

The DIF records a contingent liability and a loss provision
for DIF-insured institutions that are likely to fail, absent
some favorable event such as obtaining additional capital
or merging, when the liability is probable and reasonably
estimable. The contingent liability is derived by applying
expected failure rates and loss rates to institutions based
on supervisory ratings, balance sheet characteristics, and

projected capital levels.

The banking industry continued recovering in 2011. The
industry recorded total net income of $119.5 billion for
all of 2011, an increase of nearly 40 percent from 2010 net
income. The improvement in industry earnings continued
to be driven by declining loan loss provisions, with full-
year provisions at their lowest level in four years. At the
same time, the pace of U.S. economic growth slowed,
unemployment remained at historically high levels, and
real estate markets exhibited ongoing weaknesses in

many parts of the country. These factors have slowed the
improvement in asset quality and contributed to keeping
the number of problem institutions and failures well
above historic norms. Notwithstanding these challenges,
the losses ro the DIF from failures that occurred in 2011
fell short of the amount reserved at the end of 2010, as the
aggregate number and size of institution failures in 2011
were less than anticipated. The removal from the reserve of
banks that did fail in 2011, as well as projected favorable
trends in bank supervisory downgrade and failure rares
and the smaller size of institurions that remain troubled,
all contributed to a decline by $11.2 billion to $6.5 billion
in the contingent liability for anticipated failures of

insured institutions at the end of 2011.

In addition to these recorded contingent liabilities, the
FDIC has identified risk in the financial services industry
that could result in additional losses to the DIF should

potentially vulnerable insured institutions ultimarely

.
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fail. As a resulr of these risks, the FDIC believes thar it is
reasonably possible that the DIF could incur additional
estimated losses of up to $10.2 billion for year-end 2011
as compared to $24.5 billion for year-end 2010. The
actual losses, if any, will largely depend on future
economic and market conditions and could differ

materially from this estimarte.

During 2011, 92 banks failed with combined assets at the
date of failure of $36.6 billion. Supervisory and market data
suggest that while the financial performance of the banking
industry should continue to improve over the coming year,
ongoing asset quality problems and limired opportunities
for earnings growth will continue to result in an elevared
level of stress for the industry. The FDIC continues to
evaluare the ongoing risks to affected institutions in light
of the existing economic and financial conditions, and the
extent to which such risks will continue to put stress on the

resources of the insurance fund.

LITIGATION LOSSES

The DIF records an estimated loss for unresolved legal
cases to the extent that those losses are considered
probable and reasonably estimable. During 2011, the
contingent liability declined by $299 million to $1
million due primarily to a payment of $276 million for
a judgment of one legal case for which an allowance was
previously recorded. As of December 31, 2011 and 2010,
the FDIC has determined that there are no reasonably

possible losses from unresolved cases.

OTHER CONTINGENCIES

IndyMac Federal Bank Representation and Indemni-
fication Contingent Liability

On March 19,2009, the FDIC as receiver of IndyMac
Federal Bank (IMFB) and certain subsidiaries (collectively,
sellers) sold substantially all of the assets of IMFB and

the respective subsidiaries, including mortgage loans

and mortgage loan servicing rights, to OneWest Bank

and irs affiliates. To maximize sale returns, the sellers
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Attachment 1 — Excerpts from Agency Financial Reports

Federal Deposit Insurance Corporation 2011 Annual Report (contd.)

Note 8: Contingent Liabilities (contd.)

made certain representations customarily made by
commercial parties regarding the assets and agreed to
indemnify the acquirers for losses incurred as a resulr

of breaches of such representations, losses incurred as a
result of the failure to obtain contractual counterparty
consents to the sale, and third party claims arising from
pre-sale acts and omissions of the sellers or the failed
bank. Although the representations and indemnifications
were made by or are obligations of the sellers, the FDIC,
in its corporate capacity, guaranteed the receivership’s
indemnification obligarions under the sale agreements.
The representations relare generally to ownership of and
right to sell the assets; compliance with applicable law

in the origination of the loans; accuracy of the servicing
records; validity of loan documents; and servicing of the
loans serviced for others. Until the periods for asserting
claims under these arrangements have expired and all
indemnificarion claims quanrified and paid, losses could
continue to be incurred by the receivership and, in turn,
the DIF, either directly, as a result of the FDIC corporate
guaranty of the receivership’s indemnification obligations,
or indirectly, as a result of a reduction in the receivership’s
assets available to pay the DIF’s claims as subrogee for
insured accountholders. The acquirers’ rights to assert
claims ro recover losses incurred as a result of breaches of
loan seller representations extend our to March 19,2019
for the Fannie Mae and Ginnie Mae reverse morrgage
servicing portfolios (unpaid principal balance of $16.7
billion at December 31, 2011 compared to $21.7 billion
at December 31, 2010), and March 19, 2014 for the
Fannie Mae, Freddie Mac and Ginnie Mae mortgage
servicing portfolios (unpaid principal balance of $38.5
billion at December 31, 2011 compared to $45.3 billion
at December 31, 2010). The acquirers’ rights to assert
claims to recover losses incurred as a result of other third
party claims (including due to pre-March 19, 2009 acts
or omissions) and breaches of servicer representations,
including liability with respect to the Fannie Mae, Ginnie
Mae and Freddie Mac portfolios as well as the privare

mortgage servicing portfolio and whole loans (unpaid

.
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principal balance of $62.0 billion at December 31, 2011
compared to $74.2 billion at December 31, 2010) expired
on March 19, 2011. As of the expiration date of this claim
period, notices relating to potential defects were received,
but they require review to determine whether a valid defect
exists and, if so, the identification and costing of possible
cure actions. It is highly unlikely that all of these potential

defects will result in losses.

As of December 31, 2011, the IndyMac receivership has
paid $5 million in approved claims and has accrued an
additional $2 million liability for claims asserted but
unpaid. Alleged breaches of origination and servicing
representations exist, and review and evaluartion is in
process for approximately $275 to $345 million in
reasonably possible liabilities. In addition, potential losses
relating to origination and servicing representations,
which currently cannot be determined, may be incurred

under other agreements with investors.

The FDIC believes it is likely that additional losses

will be incurred, however quancifying the contingent
liability associated with the representarions and the
indemnification obligations is subject to a number of
uncertainties, including (1) borrower prepayment speeds;
(2) the occurrence of borrower defaults and resulting
foreclosures and losses; (3) the assertion by third party
investors of claims with respect to loans serviced for them;
(4) the existence and timing of discovery of breaches

and the assertion of claims for indemnification for

losses by the acquirer; (5) the compliance by the acquirer
with certain loss mitigation and other conditions to
indemnification; (6) third party sources of loss recovery
(such as ritle companies and insurers); (7) the ability of the
acquirer to refute claims from investors without incurring
reimbursable losses; and (8) the cost to cure breaches and
respond to third party claims. Because of these and other
uncertainries thar surround the liability associated with
indemnificarions and the quanrification of possible losses,
the FDIC has determined thar, while additional losses are

probable, the amount is not estimable.
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Attachment 1 — Excerpts from Agency Financial Reports

Federal Deposit Insurance Corporation 2011 Annual Report (contd.)

Note 8: Contingent Liabilities (contd.)

Purchase and Assumption Indemnification

In connection with purchase and assumption

agreements for resolutions, the FDIC in its receivership
capaciry generally indemnifies the purchaser of a failed
institution’s assets and liabilities in the event a third
party asserts a claim against the purchaser unrelated to
the explicit assets purchased or liabilities assumed at the
time of failure. The FDIC in its corporate capacity is a
secondary guarantor if a receivership is unable to pay.
These indemnifications generally extend for a term of

six years after the darte of insticution failure. The FDIC is
unable to estimate the maximum potential liability for
these types of guarantees as the agreements do not specify
a maximum amount and any payments are dependent
upon the outcome of future contingent events, the nature
and likelihood of which cannot be determined at this
rime. During 2011 and 2010, the FDIC in its corporate
capacity made no indemnificarion payments under such
agreements, and no amount has been accrued in the
accompanying financial statements with respect to these

indemnificarion guarantees.

FDIC Guaranteed Debt of
Structured Transactions

The FDIC as receiver uses three types of structured
transactions to dispose of cerrain performing and non-
performing residential mortgage loans, commercial loans,
construction loans, and mortgage-backed securities

held by the receiverships. The three types of structured
transactions are 1) limired liabilicy companies (LLCs), 2)
securitizations, and 3) structured sale of guaranteed

notes (SSGNs).

LLCs

Under the LLC structure, the FDIC in its receivership
capacity contributes a pool of assets to a newly-formed
LLC and offers for sale, through a competitive bid
process, some of the equity in the LLC. The day-to-day
management of the LLC is rransferred to the highest
bidder along with the purchased equity interest. In many
instances, the FDIC in its corporate capacity guarantees

notes issued by the LLCs. In exchange for a guarantee,

.
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the DIF receives a guarantee fee in either 1) a lump-sum,
up-front payment based on the esumarted duration of the
note or 2) a monthly payment based on a fixed percentage
multiplied by the outstanding note balance. The rerms

of these guarantee agreements generally stipulate that

all cash flows received from the entity’s collateral be used
to pay, in the following order, 1) operational expenses

of the entity, 2) the FDIC’s contractual guarantee fee, 3)
the guaranteed notes (or, if applicable, fund the related
defeasance account for payoft of the notes at marurity),
and 4) the equity investors. If the FDIC is required to
perform under these guarantees, it acquires an interest

in the cash flows of the LLC equal to the amount of
guarantee payments made plus accrued interest thereon.
Once all expenses have been paid, the guaranteed notes
have been satisfied, and the FDIC has been reimbursed for
any guarantee payments, the equity holders receive any

remaining cash flows.

Since 2009, private investors purchased a 40- to 50-percent
ownership interest in the LLC structures for $1.6 billion
in cash and the LLCs 1ssued notes of $4.4 billion to the
receiverships to partially fund the purchase of the assets.
The receiverships hold the remaining 50- to 60-percent
equity interest in the LLCs and, in most cases, the
guaranteed notes. The FDIC in its corporate capacity
guarantees the timely payment of principal and interest
due on the notes. The terms of the note guarantees extend
until the earlier of 1) payment in full of the notes or 2)
two years following the maturity date of the notes. The
note with the longest term matures in 2020. In the event
of note payment default, the FDIC as guarantor is entitled
to exercise or cause the exercise of certain rights and
remedies including: 1) accelerating the payment of the
unpaid principal amount of the nores; 2) selling the assets
held as collateral; or 3) foreclosing on the equity interests
of the debror.

)





Attachment 1 — Excerpts from Agency Financial Reports

Federal Deposit Insurance Corporation 2011 Annual Report (contd.)

Note 8: Contingent Liabilities (contd.)

Securitizations and SSGNs

Securitizations and SSGNs (collectively, “trusts™) are
transactions in which certain assets or securities from
failed institurions are pooled and transferred into a trust
structure. The trusts issue 1) senior and/or subordinared
debt instruments and 2) owner trust or residual
cerrificates collateralized by the underlying mortgage-

backed securities or loans.

Since 2010, private investors purchased the senior

notes issued by the trusts for $5.3 billion in cash. The
receiverships hold 100 percent of the subordinared debt
instruments and owner trust or residual certificates. The
FDIC in its corporate capacity guarantees the timely
payment of principal and interest due on the senior notes,
the latest maturity of which 1s 2050. In exchange for the
guarantee, the DIF receives a monthly payment based on
a fined percentage multiplied by the ourstanding note
balance. These guarantee agreements generally stipulate
thar all cash flows received from the entity’s collateral

be used ro pay, in the following order, 1) operational
expenses of the entity, 2) the FDIC's contractual guarantee
fee, 3) interest on the guaranteed notes, 4) principal of the
guaranteed notes, and 5) the holders of the subordinared
notes and owner trust or residual certificares. If the FDIC
is required to perform under its guarantees, it acquires an
interest in the cash flows of the trust equal to the amount
of guarantee payments made plus accrued interest
thereon. Once all expenses have been paid, the guaranteed
notes have been satisfied, and the FDIC has been
reimbursed for any guarantee payments, the subordinated
note holders and owner trust or residual certificates

holders receive the remaining cash flows.

All Structured Transactions with FDIC
Guaranteed Debt

Through December 31, 2011, the receiverships have

transferred a portfolio of loans with an unpaid principal

balance of $16.4 billion and mortgage-backed securities

with a book value of $7.7 billion to 14 LLCs and 8

trusts. The LLCs and trusts subsequently issued notes

guaranteed by the FDIC in an original principal amount

.
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of $9.7 billion. To dare, the DIF has collected guarantee
fees rotaling $203 million and recorded a receivable for
additional guarantee fees of $106 million, included in

the “Interest receivable on investments and other assets,
net” line item on the Balance Sheet. All guarantee fees are
recorded as deferred revenue, included in the “Accounts
payable and other liabilities” line item, and recognized as
revenue primarily on a straight-line basis over the term of
the notes. At December 31,2011, the amount of deferred
revenue recorded was $134 million. The DIF records no
other structured-transaction-related assets or liabilities on

its balance sheet.

The estimated loss to the DIF from the guarantees is
derived from an analysis of the discounted present

value of the expected guarantee payments by the FDIC,
reimbursements to the FDIC for guarantee payments, and
guarantee fee collections. Under both a base case and a
more stressful modeling scenario, the cash flows from the
LLC or trust assets provide sufficient coverage to fully pay
the debts. Therefore, the estimated loss to the DIF from
these guarantees is zero. To date, the FDIC in its corporate
capacity has not provided, and does not intend to provide,
any form of financial or other type of support to a trust
or LLC that it was not previously contractually required

to provide.

As of December 31, 2011, the maximum loss exposure

15 $3.7 billion for LLCs and $3.9 billion for trusts,
representing the sum of all outstanding debt guaranreed
by the FDIC in its corporate capacity. Some transactions
have established defeasance accounts to pay off the notes
at marurity. A rotal of $2.2 billion has been deposited into

these accounts.
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Note 12: Provision for Insurance Losses

12. Provision for Insurance Losses

Provision for insurance losses was negative $4.4 billion
for 2011, compared to negative $848 million for 2010.
The negative provision for 2011 primarily resulted from
a reduction in the contingent loss reserve due to the
improvement in the financial condition of institurions
thar were previously identified to fail and a reduction

in the estimated losses for institutions that have failed
in prior years. The following chart lists the major

components of the provision for insurance losses.

Provision for Insurance Losses for the Years
Ended December 31

DOLLARS IN THOUSANDS

Valuation Adjustments

Closed banks

and thrifts $6,786,643 $25,483,252
Other assets (1,024) (4,406)

Total Valuation
Adj ustments 6,785,619 25,478,846

Contingent Liabilities Adjustments

Anucipated failure of
insured institutions (11,176,248) (26,326,680)
Litigation (23,000) 0

Total Contingent
Liabilities Adjustments  (11,199,248) (26,326,689)

Total $(4,413,629) $(847,843)
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Note 14: Commitments and Off-Balance-Sheet Exposure

14. Commitments and
Off-Balance-Sheet Exposure

COMMITMENTS:
Leased Space

The FDIC's lease commitments total $199 million for
future years. The lease agreements contain escalation
clauses resulting in adjustments, usually on an annual
basis. The DIF recognized leased space expense of $56
million and $45 million for the years ended December 31,
2011 and 2010, respectively.

Leased Space Commitments
DOLLARS IN THOUSANDS

2017/
2016 | THEREAFTER

$52,773 $44950 $32,204 $25807 $22,679 $20,018

OFF-BALANCE-SHEET EXPOSURE:

Deposit Insurance

As of December 31, 2011, estimarted insured deposits
for the DIF were $7.0 crillion. This estimate is derived
primarily from quarterly financial data submitred by IDIs
to the FDIC. This estimate represents the accountng
loss that would be realized if all IDIs were to fail and the
acquired assets provided no recoveries. Included in this
estimate was approximately $1.4 trillion of noninterest-
bearing transaction deposits that exceeded the basic
coverage limit of $250,000 per account, which received
coverage under the Dodd-Frank Act beginning on
December 31, 2010 to the end of 2012,
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Note 16: Systemic Risk Transactions
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16. Systemic Risk Transactions

Pursuant to a systemic risk determination, the FDIC
established the TLGP for IDIs, designated affiliates and
certain holding companies on Ocrober 14, 2008, in an
effort to counter the system-wide crisis in the nation’s
financial sector. The program is codified in part 370 of
title 12 of the Code of Federal Regulations.

The FDIC received fees in exchange for guarantees issued
under the TLGP and set aside, as deferred revenue, all fees
for potential TLGP losses. At inception of the guarantees,
the DIF recognized a liability for the non-contingent fair
value of the obligarion the FDIC assumed over the term
of the guarantees. In accordance with FASB ASC 460,
Guarantees, this non-contingent liability was measured

at the amount of consideration received in exchange

for issuing the guarantee. As systemic risk expenses

are incutred, the DIF will reduce deferred revenue and
recognize an oftsetting amount as systemic risk revenue.
Not later than the end of the guarantee period (December
31,2012), any deferred revenue not absorbed by losses
during the guarantee period will be recognized as revenue

to the DIF.

At its inception, the TLGP consisted of two components:
1) the Transaction Account Guarantee Program (TAG)
and 2) the Debt Guarantee Program (DGP). The TAG
provided unlimited coverage for noninterest-bearing
transaction accounts held by IDIs on all deposit amounts
exceeding the fully insured limit of $250,000 through
December 31, 2010. During its existence, the FDIC
collecred TAG fees of $1.2 billion. Total subrogared claims
arising from obligations to depositors with noninterest-
bearing transaction accounts were $8.8 billion, with

estimated losses of $2.2 billion.

The DGP permitted participaring entities to issue FDIC-
guaranteed senior unsecured debt through October 31,
2009. The FDIC’s guarantee for all such debt expires

on the earliest of the conversion dare for mandartory
convertible debt, the stated date of marurity, or December

31,2012. Through the end of the debt issuance period,
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Note 16: Systemic Risk Transactions (contd.)

the DIF collected $8.3 billion of guarantee fees and fees
of $1.2 billion from participating entities that elected to
issue senior unsecured non-guaranteed debt. The fees
are included in the “Cash and investments - rescricted

- systemic risk” line item and recognized as “Deferred

revenue - systemic tisk” on the Balance Sheet.

Additionally, the FDIC holds $800 million (liquidation
amount) of Citigroup TruPs on behalf of the Treasury
(and any related interest) as security in the event payments
are required to be made by the DIF for guaranteed debt
instruments issued by Citigroup or any of its affiliates
under the TLGP (see Note 5). At December 31, 2011, the
fair value of these securities totaled $796 million, and was
determined using the valuation methodology described in
Note 15 for other Citigroup TruPs held by the DIF. There
is an offsetting liability in the “Deferred revenue -systemic
risk” line item, representing amounts to be transferred

to the Treasury or, if necessary, paid for guaranteed debt
instruments issued by Citigroup or its affiliates under

the TLGP. Consequently, there is no impact on the fund
balance of the DIFE.

The FDIC’s payment obligaton under the DGP is triggered
by a payment default. In the event of default, the FDIC

will continue to make scheduled principal and interest
payments under the rerms of the debt instrument through
its marurity, or in the case of mandarory convertible debr,
through the mandatory conversion date. The debtholder
or representative must assign to the FDIC the right to
receive any and all distributions on the guaranteed debt
from any insolvency proceeding, including the proceeds

of any receivership or bankruprcy estate, to the extent of

payments made under the guarantee.

Since inception of the program, $618.0 billion in roral
guaranteed debt has been issued. Through December
31,2011, the FDIC has paid $35 million in claims for
principal and/or interest arising from the default of
guaranteed debr obligations of six debt issuers. Fifty-
nine financial entities (33 IDIs and 26 affiliates and
holding companies) had $167.4 billion in guaranteed

.
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debt ourstanding at December 31, 2011. This compares
to $267.1 billion in guaranteed debt outstanding at
December 31, 2010. Reported outstanding debt is derived

from dara submirred by debt issuers.

At December 31, 2011, the DIF recognized a liability of
$117 million for debt guarantee obligations that were
paid in early 2012 as scheduled under the terms of the
debt inscruments. This liability is presented in the “Debt
Guarantee Program liabilities - systemic risk” line item.
The DIF has also recorded a contingent liability of $2
million in the “Contingent liability for systemic risk” line
item for probable addirional guaranteed debr obligarions.
The FDIC believes that it is also reasonably possible that
additional esumarted losses of approximarely $93 million
could be incurred under the DGP.

The DIF may recognize revenue before the end of the
guarantee period for the portion of guarantee fees that
was determined to exceed amounts needed to cover
potential losses. During 2011, the DIF recognized revenue
of $2.6 billion for a portion of DGP guarantee fees
previously held as systemic risk deferred revenue (see Note
10). The $2.6 billion relares to fees on debt guarantees that
have expired. In addition, the DIF transferred an equal
amount of “Cash and investments - restricted - systemic
risk” ro the DIF's cash and investments. In the unforeseen
event a debt defaulr occurs greater than the remaining
amount held as deferred revenue, to the extent needed,
any amount previously recognized as revenue to the DIF
will be recurned to the TLGP.

Because of uncertainties surrounding the outlook for the
economy and financial markets, there remains a possibility
that the TLGP could incur a loss that would absorb some
or all of the remaining guarantee fees. Therefore, it is
appropriate to continue the practice of deferring revenue
recognition for the remaining $5.7 billion of “Deferred
revenue - systemic risk” (which excludes the liabilicy of
$925 million to Treasury for the fair value and related

interest of the Citigroup TruPs).
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Note 16: Systemic Risk Transactions (contd.)

Systemic Risk Activity at December 31, 2011
DOLLARS IN THOUSANDS

CASH AND RECEIVABLES DEBT GUARANTEE
INVESTMENTS AND OTHER DEFERRED PROGRAM CONTINGENT REVENUE/
- RESTRICTED - ASSETS - REVENUE - LIABILITIES - LIABILITY - EXPENSES -
SYSTEMIC RISK' SYSTEMIC RISK SYSTEMIC RISK | SYSTEMIC RISK SYSTEMIC RISK. | SYSTEMIC RISK
Balance at 01-01-11 $6,646,968 $2,269,422 $(9,054,541) $(29,334) $(119,993)
TAG fees collecred 41,419 (50,235) 8,816
DGP assessments collected 3 (3)

Receivable for TAG fees

Receivable for TAG

accounts at failed

institutions (424,628)

Dividends and overnight

interest on TruPs held

for UST 64,029 (64,029)

Fair value adjustment on

TruPs held for UST (30,413) 30,413

Estimated losses for

TAG accounts at failed

institutions 119,076 (119,976 $(110,076)
Realized losses notyet paid 117,027 (87,693) 87,693
Provision for DGP losses (147,111) N7 (117,777)
Guaranteed debt

obligations paid (27,433) 27,433 27433
Transfer of excess TLGP

funds to the DIF (2,569,579) 2,969,579

U.S. investment

interest collected 66,640 (66,640)

Interest receivable on U.S.

Treasury obligations 55,880 (55,880)

Amortization of U.S.

Treasury obligations (71,262) 71,262

Accrued interest purchased (43,083) 43,083

Unrealized gain on US.

Treasury obligations 439 (439)

TLGP operating expenses 152 (B,514)
Receipts of

receivership's dividends 728,227

Totals $4,827,319 $1,848,151 $(6,639,954) $(117,027) $(2,216) $(131,141)

(1) As of December 31, 2011, the fair value of investments in U.S. Treasury cbligations held by TLGP was $3.1 billion. An unrealized gain of $430 thousand is
reported in the “Deferred revenue - systemic risk” line item.
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Federal Deposit Insurance Corporation
Deposit Insurance Fund Balance Sheet at December 31

DOLLARS IN THOUSANDS

Assets
Cash and cash equivalents $3,277,839 $27,076,606
Cash and investments - restricted - systemic risk (Note 16) 4,827,319 6,646,968

(Includes cashy/cash equivalents of $1,627,073 at December 31, 2011
and $5,030,369 at December 31, 2010)

Investment in U.S. Treasury obligations, net (Note 3) 33,863,245 12,371,268
Trust preferred securities (Note 5) 2,213,231 2,297,818
Assessments receivable, net (Note 9) 282,247 217,893
Receivables and other assets - systemic risk (Note 16) 1,948,151 2,269,422
Interest receivable on investments and other assets, net 488,179 250,683
Receivables from resolutions, net (Note 4) 28,548,396 29,532 545
Property and equipment, net (Note 6) 401,915 416,085
Total Assets $75,850,522 $81,088,268
Liabilities
Accounts payable and other liabilities $374,164 $514,287
Unearned revenue - prepaid assessments (Note 9) 17,399,828 30,057,033
Liabilities due to resolutions (Note 7) 32,790,512 30,511,877
Debt Guarantee Program liabilities - systemic risk (Note 16) 117,027 29,334
Deferred revenue - systemic risk (Note 16) 6,639,954 9,054,541
Postretirement benefit liability (Note 13) 187,968 165,874
Contingent liabilities for:

Anticipared failure of insured institutions (Note 8) 6,511,321 17,687,569

Systemic risk (Note 16) 2,216 119,993

Litigation losses (Note 8) 1,000 300,000
Total Liabilities 64,023,990 88,440,508

Commitments and off-balance-sheet exposure (Note 14)

Fund Balance
Accumulated Net Income (Loss) 11,560,990 (7,696,428)
Accumulated Other Comprehensive Income

Unrealized gain on U.S. Treasury investments, net (Note 3) 47,697 26,698
Unrealized postretirement benefit loss (Note 13) (33,562) (18,503)
Unrealized gain on trust preferred secutities (Note 5) 251,407 335,993
Total Accumulated Other Comprehensive Income 265,542 344,188
Total Fund Balance 11,826,532 (7,352,240)
Total Liabilities and Fund Balance $75,850,522 $81,088,268

The accompanying notes are an integral part of these financial statements.
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Excerpt from Note 1: Summary of Significant Accounting Policies

Insurance and Guarantee Program Liabilities

In accordance with SFFAS No. 5. all federal insurance and guarantee programs, except social insurance
and loan guarantee programs. should recognize a liability for:

»  Unpaid claims incurred. resulting from insured events that have occurred as of the reporting date

» A contingent liability when an existing condition. situation. or set of circumstances involving
uncertainty as to possible loss exists. and the uncertainty will ultimately be resolved when one or
more probable future events occur or fail to occur

» A future outflow or other sacrifice of resources that is probable.

The NCUSIF records a contingent liability for potential losses relating to insured credit unions.
Through NCUA'’s supervision pracess, NCUA applies a supervisory rating system to assess each
credit union’s relative health in the adequacy of Capital, the quality of Assets, the capability of
Management, the quality and level of Earnings, and the adequacy of Liquidity (CAMEL), applying a
value ranging from “1” (strongest) to “5” (weakest). The contingent liability is derived by
applying expected failures based on CAMEL ratings and historical loss rates. In addition, credit
union specific analysis is performed on those credit unions where failure is imminent or where
additional information is available that may affect the estimate of losses.

Liabilities for loss contingencies also arise from claims. assessments, litigations. fines. penalties. and
other sources. These loss contingencies are recorded when it is probable that a liability has been
incurred and the amount of the assessment and/or remediation can be reasonably estimated. Legal costs
incurred in connection with loss contingencies are expensed as incurred.

Note 7: Other Liabilities — Insurance and Guarantee Program Liabilities

7. OTHER LIABILITIES — INSURANCE AND GUARANTEE PROGRAM LIABILITIES

NCUA identifies credit unions experiencing financial difficulty through NCUAs supervisory and
examination process. On both a general and specific case basis, management determines the estimated
losses from these supervised credit unions. NCUA also evaluates overall economic trends and monitors
potential system-wide risk factors. such as increasing levels of consumer debt. bankruptcies. and
delinquencies. NCUA applies the CAMEL rating system to assess an insured credit union’s financial
condition and operations. The CAMEL rating system is a tool to measure risk and allocate resources
for supervisory purposes. NCUA periodically reviews the CAMEL rating system to respond to
continuing economic and regulatory changes in the credit union industry. For general reserve
requirements, risk profile categories are established based on the CAMEL ratings of problem credit
unions, and probable failure and loss rates are applied based on historical data. The anticipated losses

3 Available online at http://www.ncua.gov/Legal/RptsPlans/AnnRpts/Pages/annualrpt.aspx; last accessed
July 30, 2012.
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Note 7: Other Liabilities — Insurance and Guarantee Program Liabilities (contd.)

are net of estimated recoveries from the disposition of the assets of failed credit unions. The total
reserves for both identified and anticipated losses resulting from supervised credit union failures were
$606.6 million and $1.23 billion as of December 31, 2011 and 2010, respectively.

In exercising its supervisory function. the NCUSIF will occasionally extend guarantees of assets
(primarily loans) to third-party purchasers or existing credit unions in order to facilitate mergers. The
NCUSIF would be obligated upon borrower nonperformance. No such guarantees were outstanding
during 2011 and 2010, or as of December 31. 2011 and 2010.

In addition. the NCUSIF may grant a guaranteed line-of-credit to a third-party lender. such as a
corporate credit union or bank. if a particular credit union were to have a current or immediate liquidity
concern and the third-party lender refuses to extend credit without a gnarantee. The NCUSIF would
thereby be obligated if the insured credit union failed to perform. Total line-of-credit guarantees of
credit unions as of December 31. 2011 and 2010 were approximately $115.0 million and $75.5 million,
respectively. The insured credit unions borrowed $15.4 million and zero, from the third-party lender,
under these line-of-credit guarantees as of December 31, 2011 and 2010, respectively. At December
31.2011 and 2010, the NCUSIF reserved $2.1 million and $1.4 million. respectively. for these
guaranteed lines-of-credit. The guarantees expire in March 2012.

On rare occasions, the NCUSIF may provide indemnifications as part of a merger assistance or
purchase and assumption agreement to acquiring credit unions. Such indemnifications make the
NCUSIF contingently liable based on the outcome of any legal actions. There were no such
indemnification contingencies as of December 31, 2011 and 2010, respectively.

The activity in the Insurance and Guarantee Program Liabilities from supervised credit unions and
AMEs for the years ended December 31. 2011 and 2010 was as follows:

For the Year Ended For the Year Ended

December 31,2011 December 31,2010
(Dollars in thousands)
Beginning balance $ 1.225.281 $ 715.846
Reserve Expense (Reduction) (525.678) 737.596
Insurance losse claims paid (105.099) (277.801)
Net Estimated Recovery/Claim on AMEs 12.113 49,640
Ending balance $ 606.617 $ 1.225.281

The Insurance and Guarantee Program Liabilities at December 31. 2011 and 2010, were comprised of
the following:

»  Specific reserves were $16.4 million and $173.5 million, respectively. Specific reserves are
identified for those credit unions where failure is imminent or where additional information is
available that may affect the estimate of losses

»  General reserves were $590.2 million and $1.051.8 million. respectively.

In addition to these recorded contingent liabilities, additional adverse performance in the financial
services industry could result in additional losses to the NCUSIF. The ultimate losses for insured credit
unions will largely depend upon future economic and market conditions. and accordingly. could differ
significantly from these estimates.
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Note 11: Disclosures Related to the Statements of Budgetary Resources

11.

DISCLOSURES RELATED TO THE STATEMENTS OF BUDGETARY RESOURCES

The Statements of Budgetary Resources discloses total budgetary resources available to the NCUSIF.
and the status of resources as of December 31. 2011 and 2010. Activity impacting budget totals of the
overall Federal Government budget is recorded in the NCUSIF s Statements of Budgetary Resources
budgetary accounts. As of December 31. 2011 and 2010, the NCUSIF s resources in budgetary
accounts were $10.9 billion and $20.8 billion and undelivered orders were $362 thousand and $795
thousand. respectively. All liabilities are covered by budgetary resources. excluding the Insurance and
Guarantee Program Liabilities. because they are contingent liabilities and do not require budgetary
resources until the liabilities are no longer contingent. All obligations incurred by the NCUSIF are
reimbursable. The NCUSIF is exempt from OMB apportionment control.

Budgetary resources listed on the NCUSIF s statements and the budgetary resources found in the
budget of the Federal Government differ because the NCUSIF s statements are prepared as of
December 31. calendar year. rather than as of September 30. the Federal Government’s fiscal year end.
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Required Supplementary Information

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)

Risk Assumed Information
Insurance and Guarantee Program Liabilities

As of December 31. 2011. the aggregate outstanding insured shares of the insured credit unions were
approximately $795.3 billion. This amount represents the maximum potential future guarantee
payments that the NCUSIF could be required to make under the share insurance program. without
consideration of any possible recoveries. Additionally. pursuant to Section 217 (b)(2)(A) of the FCU
Act. to the extent that the required funding for the guarantee obligations exceeds the funds available in
the TCCUSF. the NCUSIF will provide the necessary funds. These amounts bear no relationship to the
NCUSIF's anticipated losses.

As discussed previously herein, NCUA identifies credit unions at risk of failure through the supervisory
and examination process. and estimates losses based upon economic trends and credit unions’ financial
condition and operations. NCUA also evaluates overall economic trends and monitors potential credit
union system-wide risk factors. such as increasing levels of consumer debt. bankruptcies. and
delinquencies. NCUA applies the CAMEL rating system to assess a credit union’s financial condition
and operations. The CAMEL rating system is a tool to measure risk and allocate resources for
supervisory purposes. NCUA periodically reviews the CAMEL rating system to respond to continuing
economic and regulatory changes in the credit union industry. The aggregate amount of reserves
recognized for credit unions at risk of failure was $606.6 million and $1.23 billion as of December 31.
2011 and 2010. respectively. At December 31. 2011 and 2010, the general reserves were $590.2 million
and $1.051.8 million, respectively. At December 31, 2011 and 2010. the specific reserves resulting
from supervised credit unions' failures were $16.4 million and $173.5 million, respectively.

While certain risk factors remain elevated. as compared to pre-2009, the decrease in the NCUSIF's
aggregate reserve of $618.7 million from 2010 to 2011 is partly attributable to certain improving
metrics. specifically a declining trend in the number of credit union failures. resolution of certain
troubled credit unions. a reduction in assets in credit unions with the highest risk ratings. and lower
delinquencies and charge-offs. The trend in 2011 contrasts with the trend in 2010 when the NCUSIF's
aggregate reserve increased by $466.5 million due to the slow pace of economic recovery and concerns
with real estate values. a negative trend in credit union CAMEL codes. the potential for a larger number
of failures, and concern with the cost of failures.

Fees and Premiums

During 2011. the NCUA Board did not assess premiums to insured credit unions from the NCUSIF.
During 2010, the NCUA Board assessed a premium of $930.0 million on the insured credit unions for
the NCUSIF to restore its equity ratio to the normal operating level of 1.3 percent.

Sensitivity, Risks and Uncertainties of the Assumptions

As discussed previously herein. the NCUA estimates the anticipated losses resulting from insured credit

union failures using an internal model that applies failure and loss rates based on historical data to
troubled credit unions identified through the CAMEL rating system under various scenarios. Historical
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trends are not indicative of future performance. Actual losses could differ materially from the
anticipated losses recorded by the NCUSIF as of December 31, 2011.

The development of assumptions for key input variables of our estimation model is a highly subjective
process that involves significant judgment and will change over time. Future values are difficult to
estimate, especially over longer timeframes. Key assumptions in the modeling include failure and loss
rates. The failure rate is developed based on actual failures and historical migration trends in the
CAMEL ratings. and incorporates the NCUA's expectations and assumptions about macroeconoimic
trends such as unemployment rate and level of consumer debt. as well as credit union system-wide
factors such as delinquencies, bankruptcies and charge-offs. The loss rate is developed based on
historical loss experience from actual failures, and incorporates the NCUA's expectations and
assumptions about anticipated recoveries. The assumptions developed for the estimation model are
periodically evaluated by the NCUA to determine the reasonableness of those assumptions over time.

The NCUSIF general reserve is sensitive to assumptions made about the failure and loss rates under
various scenarios in the Monte Carlo simulation. Changing our assumptions for observed variations in
failure rates and loss rates results in a wide range of losses. as compared to $590.2 million in
anticipated losses recognized on the NCUSIF's balance sheet at December 31, 2011. The assumptions
used to estimate the anticipated losses will require continued calibration and refinement.

Liquidity Risk and Capital Resources

As discussed previously herein, the NCUSIF has multiple sources of funding including (1) deposits
contributed by the insured credit unions, as provided by the FCU Act, (2) cumulative earnings retained
by the NCUSIF, (3) premium assessments on the insured credit unions, as necessary. as provided by the
FCU Act. (4) borrowings from the U.S. Treasury, and (5) borrowings from the CLF. The NCUSIF's
status as a revolving fund in the U.S. Treasury ensures access to sufficient funds in meeting the
NCUSIF s obligation under the Insurance and Guarantee Program for the insured credit unions.

Conrributed Capital

Each insured credit union is required to deposit and maintain in the NCUSIF 1.0 percent of its insured
shares. At December 31. 2011. the NCUSIF had total contributed capital from insured credit unions of
$7.8 billion based on the total insured shares of $782.5 billion as of June 30. 2011.

At December 31, 2011, the total insured shares were estimated to be approximately $795.3 billion,
subject to reporting of the insured share amounts by the insured credit unions to NCUA. We expect
that the NCUSIF will receive additional deposits of approximately $147.1 million from the insured
credit unions in early 2012, pursuant to the FCU Act.

Cumulative Earnings and Distribution Pavable to the TCCUSF

In addition to the contributed capital. the NCUSIF has retained approximately $3.0 billion in
cumulative earnings. primarily from earnings on its U.S. Treasury securities investments, at
December 31. 2011.

As discussed previously herein. as the result of the NCUSIF s equity ratio being greater than its normal
operating level of 1.30 percent and available assets ratio being greater than 1.0 percent. the NCUSIF
recorded a distribution payable to the TCCUSF as of December 31. 2011. The NCUSIF’s distribution
was estimated at $278.6 million based on the best information available as of December 31, 2011. The
amount is expected to be paid in the first half of 2012, upon receipt of certification of certain insured
share information from insured credit unions.
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The information used to develop the distribution amount included the total estimated insured shares of
$795.3 billion at December 31, 2011. However. the corresponding estimated increase in contributed
capital of approximately $147.1 million was not included in deriving the distribution amount due to the
TCCUSF necessary to bring the equity ratio to 1.3 percent. as mandated by the FCU Act. Additional
deposits from the insured credit unions may result in the NCUSIF's equity ratio exceeding the normal
operating level of 1.3 percent in early 2012. This could lead to additional distribution from the
NCUSIF to the TCCUSF in early 2012.

Premium Assessments

As previously discussed herein. the NCUA Board may also assess premiums to all insured credit
unions. as provided by the FCU Act. During the year ended December 31. 2011, the NCUA Board did
not assess any premiums on the insured credit unions for the NCUSIF.

Borrowing Authority from the U.S. Treasury

As previously discussed herein, the NCUSIF has $6.0 billion in borrowing authority, shared with the
TCCUSF., from the U.S. Treasury. On July 27, 2011, the TCCUSF borrowed $3.5 billion from the U.S.
Treasury. At December 31, 2011, the NCUSIF, together with the TCCUSF, had $2.5 billion in
additional borrowing authority available from the U.S. Treasury. The TCCUSF was established in
2009 to accrue the losses of the corporate credit union system and. over time. assess the insured credit
union system for such losses. The estimated losses and liquidity needs of the TCCUSF are based on the
NCUA's expectations and assumptions about the resolution of failed corporate credit unions, including
the disposition and recovery value of their assets. Actual losses of the TCCUSF. including the
TCCUSF's funding needs could differ from those estimates. and consequently, the NCUSIF may not
have any available borrowing authority from the U.S. Treasury.

Borrowing Authority firom the CLF

As previously discussed herein. the NCUSIF also has the ability to borrow from the CLF as provided in
the FCU Act. At December 31. 2011, the NCUSIF did not have any outstanding borrowing from the
CLF.

The CLF is authorized by statute to borrow, from any source, an amount not to exceed twelve times its
subscribed capital stock and surplus. The CLF borrows exclusively from FFB. As of December 31,
2011, the CLF had borrowing capacity under its note purchase agreement with the FFB of $10.0 billion,
and such funds are available through March 2012.

At December 31, 2011. approximately $2.0 billion of the CLF's capital stock is held by USC Bridge on
behalf of its member corporate credit unions. The NCUA Board formed USC Bridge and three other
bridge corporate credit unions as chartered private enterprises to purchase selected assets, including
CLF capital stock held by U.S. Central Federal Credit Union. and assume liabilities and member shares
of the liquidated corporate credit unions in order to provide uninterrupted services to the natural person
credit unions that were members of the now failed corporate credit unions.

As a part of the Corporate System Resolution Plan. the NCUA Board had been actively pursuing a
credit union system-led resolution to the Bridge Corporates to facilitate a number of transitions,
including the CLF agent-member structure. As of December 31, 2011, neither USC’s members nor
NCUA was able to secure the transition of USC’s products and services to a successor entity, thereby
leading to the agency’s decision to wind-down USC’s operations in 2012. Accordingly, it is likely that
USC Bridge would discontinue its role as the agent group representative for CLF and thereby redeem
its capital stock by providing a formal notice to redeem its shares as provided for under the Act. In
such an event. during the withdrawal period and subsequent thereto. redemption by CLF of its capital
stock from USC Bridge would materially reduce members” equity and. as a result. the borrowing
capacity of CLF. and consequently the NCUSIF ‘s available borrowing authority from the CLF.
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NATIONAL CREDIT UNION SHAREINSURANCEFUND

BALANCE SHEETS
As of December 31,2011 and 2010
(Dollars in thousands)

2011 2010
ASSEIS
INTRAGOVERNMENTAL
Fund Balance with Treasury (Note 2) $ 423 $ 1,551
Investments, Net - US. Treasury Securnties (Note 3) 11,392,576 10,848,272
Accounts Recervable - Note due from the National
Credit Union Administration Operating Fund (Note 4) 15,756 17,097
Accounts Receivable - Other 10 -
Accrued Interest Recevable (Note 3) 81,707 72,359
Total mtragovemmental Assets 11.490.472 10939279
PUBLIC
Accounts Recetvable - Capitalization Deposits from Insured
Credit Unions, Net (Note 4) 30 183
Accounts Recervable - Prenmum Assessments from Insured
Credit Unions, Net (Note 4) 73 2,036
General Property, Plant, and Equipment, Net 18 38
Capital Note Recervable, Net (Note 5) 70,000 -
Accrued Interest Recemvable - Capital Note (Note 5) 150 -
Other - Receivables from Asset Management Estates (AMEs), Net (Note 6) 114741 143 278
Total Public Assets 185,012 145,535
TOTAL ASSETS $ 11,675,484 $ 11,084,814
LIABILITIES
INTRAGOVERNMENTAL
Accounts Payable - Due to the Temporary Corporate Credit Union
Stabilization Fund $ - $ 194
Accounts Payable - Due to the National Credit Union Admnistration
Operating Fund (Note 9) 1,182 2,857
Other - Distribution Payable to the Temporary Corporate Credit Union
Stabilization Fund (Note 8) 278,641 -
Total ntragovemmental Liabilities 279,823 3,051
PUBLIC
Accounts Payable 166 433
Other - Insurance and Guarantee Program Liabilities (Note 7) 606,617 1225281
Total Public Liabilities 606,783 1225714
TOTAL LIABILITIES 886,606 1,228,765
Comnutments and Contingencies (Note 7)
NET POSITION
Contributed Capital (Note 12) 7,805,718 7,485,159
Cunmlative Result of Operations 2,983,160 2,370,890
Total Net Position 10,788,878 9,856,049
TOTAL LIABILITIES AND NET POSITION $ 11,675484 $ 11,084 814

The accompanying notes are an mtegral part of these financial statements.
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Temporary Corporate Credit Union Stabilization Fund (TCCUSF)

Note 8: Other Liabilities — Insurance and Guarantee Program Liabilities

8. OTHER LIABILITIES — INSURANCE AND GUARANTEE PROGRAM LIABILITIES

The NCUA_ 1n its role as the guarantor, 1s exposed to the risk of loss from various guarantees extendes
to the creditors of both the AMEs and the NGN Trusts. The estimates and expectations regarding the
contingent liabilities recorded on the TCCUSF's Balance Sheet related to these guarantees are based o
our current assumptions about the future performance of Legacy Assets collateralizing the NGINs 1ssw
through the NGN Trusts and the recovery value of other assets held by the AMEs. Actual results coul
differ materially from our current estimates and expectations.

During 2011 and 2010, the TCCUSF was principally responsible for four initiatives and related
guarantees to stabilize the CCU system: TCCUSGP, TCCULGP, Promissory Notes, and NGN
issuances. The NCUA’s guarantees on the Promissory Notes and NGNs were new initiatives in 2010
and are a direct result of the NCUA’s implementation of the CSRP.

The NCUA uses both internal and external models, as well as external valuations to some extent, to
estimate contingent liabilities associated with the four guarantees, as discussed herein. As shown m tt
table below, the TCCUSF recorded contingent liabilities on the TCCUSF’s Balance Sheet of
approximately $2.9 billion and $7.8 billion as of December 31, 2011 and 2010, respectively. Pursuan

to the FCU Act, the NCUA 1s authorized to assess insured credit unions for the recovery of such losse
during the life of the TCCUSF.

For the Years Ended December 31,

2010 and 2011 TCCUSGP TCCULGP Promissory Notes NGNs TOTAL
(Dollars i thousands)

Beginning Balance, 1/1/2010 § 6.365.500 % - 8 - 8 - 8 6,365,500
Provision for Losses (6.318311) 2402 447 4,768 807 614,513 1.467.546

Insurance losses (Claime) paid
Recovenes/Clams on AMEs -
Fnding Balance, 12/31/2010 47,180 2402447 4,768 807 614,513 7833046

Provision for Losses 13.690 494,006 217317 (614,513) 110,500
Insurance losses (Claims) paid (26,611) (13,125 (5.679.041) - (5.718,777)
Recovenes/Claims on AMEs 26,611 - 692,827 - 719,438
Ending Balance, 12/31/2011 § 60879 § 2883328 § - 5 - 5 2044207

A description of each TCCUSF initiative and the associated contingent liability 1s provided below.

* The TCCUSF Financial Statements are issued separately from NCUA’s Annual Report that contains its
other four funds. Available online at http://www.ncua.gov/about/Leadership/CO/OIG/Documents/OIG-12-
07CorpStabilFundAudit.pdf; last accessed August 8, 2012.
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Temporary Corporate Credit Union Share Guarantee Program

The TCCUSGP 1s a guarantee of shares (excluding paid-in-capital and membership capital accounts) at
CCUs that began on January 28, 2009. The TCCUSGP protects the entire share account of credit
unions that are members of CCUs, subject to certain linutations. On March 1, 2009, the guarantee
became voluntary when CCUs were provided the option to participate in the TCCUSGP. Nearly all
CCUs elected to participate. The initial expiry of the guarantee was set for December 31, 2010,
however it has since been extended through December 31, 2012,

CCUs participating in the TCCUSGP do nof pay a fee to the TCCUSF directly attributable to the
guarantee. To fund any claims under this initiative, the TCCUSF is authorized to make special
premium assessments of msured credit untons and, 1f necessary, draw on available borrowings from the
U.S. Treasury. The TCCUSF's obligation to pay holders of guaranteed shares arises only upon the
liquidation of the participating CCU.

As discussed herein, five CCUs were liquidated during 2010, which resulted in the establishment of
four Bridge Corporates. Pursuant to the NCUA Board action, the participation of these Bridge
Corporates in the TCCUSGP was approved. Each Bridge Corporate entered info a Letter of
Understanding and Agreement with the NCUA to extend the TCCUSGP to the Bridge Corporates’
shares that were assumed from the AMEs. Two Bridge Corporates were resolved through unassisted
mergers with other CCUs 11 2011, As of December 31, 2011, two of the Bridge Corporates remain in
operation.

As a result, the TCCUSEF 1s obligated for any liability arising from insured shares equal fo the Standard
Maximum Share Insurance Amount (SMSIA), as defined, and shares in excess of the SMSIA
guaranteed under the TCCUSGP. To the extent that the liability exceeds the funds available from the
TCCUSF, the NCUSIF will provide the needed funds.

The TCCUSF's Insurance and Guarantee Program Liability associated with the TCCUSGP as of
December 31, 2011 and 2010 totaled approximately $60.9 million and $47.2 million, respectively. The
expected losses from TCCUSGP 1s dependent upon the NCUA's expectations and assumptions about
the Bridge Corporates’ and other CCUs financial condition and projected operating cash flows and any
expected recoveries after payment of a TCCUSGP liability. As of December 31, 2011 and 2010, the
aggregate outstanding insured shares of the CCUs under the TCCUSGP were $34.0 billion and $80.0
billion, respectively. The aggregate outstanding insured shares of the CCUs represent the maximum
potential, but not the expected, guarantee payments that the NCUA could be required to make under the
terms of the TCCUSGP.

Temporary Corporate Credit Union Liquidity Guarantee Program

The TCCULGP was created in October 2008 to provide a guarantee on certain unsecured debt of
participating CCUs. Under the terms of the TCCULGP, for a fee, the NCUA puarantees the timely
payment of principal and interest on certain unsecured debt of participating CCUs, principally funded
through the TCCUSF.

As of December 31, 2011 and 2010, the NCUA had made payments under the TCCULGP related to the
AMEs” MTNs as described below.

Medium Term Notes

In 2009, US Central Federal Credit Union (USC) and Western Corporate Federal Credit Union issued
MTNSs to the public debt market. These MTNs are guaranteed by the NCUA under the TCCULGP.
The MTNs were 1ssued to fund the CCUs repayment of their loans from the NCUA Central Liquidity
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Facilify (CLF) under the Credit Union System Investment Program (SIP) and the Credit Union
Homeowners Affordability Relief Program (CU HARP).

As of December 31, 2011 and 2010, MTNs with prineipal amounts of $3.5 billion and $5.5 billion,
respectively, were outstanding and guaranteed under the TCCULGP, as follows:

As of December 31,2011 and 2010
(Dollars n thousands)

2011 Amount 2010 Amount
Coupon Maturity Date Outstanding Outstanding
1.25%; Foed 10/19/2011 $ - $ 1,500,000
LIBOR: Floating 10/19/2011 - 500,000
1.90%; Fixed 10/19/2012 2,000,000 2,000,000
1.75%; Foed 11/2/2012 1,500,000 1,500,000
5 3500000 $ 5.500.000

Credit Union System Investinent Program

Under the SIP, participating creditworthy natural person credit unions borrowed from the CLF and
invested the proceeds in participating CCUs. Natural person credit unions participating in this initiativi
recerved a spread of 25 basis points between the borrowings from the CLF and the investment with
participating CCUs. In March 2010, the SIP ended when all borrowings from the CLF were repaid by
the participating natural person credit unions, whose corresponding CCU investments were repaid by
the participating CCUs, primarily with proceeds from the CCUs’ issuance of the MTNs.

Credit Union Homeowners Affordability Relief Program

The CU HARP was a two-year, $2.0 billion inifiative to assist homeowners who are facing foreclosure
on their mortgages. Under the CU HARP, participating creditworthy natural person credit unions
borrow from the CLF and receive up to 100 basis pomnts over the cost of borrowing from the CLF if
they modify at-risk mortgages, primarily by lowering interest rates and corresponding monthly
payments. The CU HARP program ended on December 30, 2010.

The TCCUSF's Insurance and Guarantee Program Liability associated with the TCCULGP as of
December 31, 2011 and 2010 totaled approximately $2.9 billion and $2 4 billion, respectively. The
TCCUSF's expected loss 1s based on the NCUA's assessment of the guarantee exposure on the
aggregate outstanding amount of MTNs, net of expected recovery from the AMEs that reflects the
NCUA's expectations and assumptions about the recovery value of the AMEs' assets, as further
discussed under fiduciary activities in Note 13.

The CU HARP and SIP ended in 2010 and therefore no related contingent liability was recorded as of
December 31, 2011 and 2010 for these initiatives.

Promissory Notes

In accordance with the terms of each Promissory Note agreement befween the AMEs and Bridge
Corporates, each Promissory Note 15 guaranteed by the NCUA and primarily funded by the TCCUSF.
To fund any claims under this mitiative, the TCCUSF is authorized to make special premium
assessments as discussed herein, and if necessary, to draw on available borrowings from the U.S.
Treasury. As of December 31, 2011 and 2010, the NCUA had guarantees on the Promussory Notes
with an aggregate outstanding principal balance of zero and $18.2 billion, respectively. During 2011,
the NCUA applied funds primarily recetved from the 1ssuance of NGNs, borrowings from U.S.
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Treasury, and special prenuum assessments, to repay the Promissory Notes of $18.2 billion. This
amount included $5.7 billion in guaranty payments made by the TCCUSEF.

The TCCUSF's Insurance and Guarantee Program Liability attributed to the Promissory Notes totaled
approximately $4.8 billion as of December 31, 2010. This expected loss was based on the NCUA s
assessment of the guarantee exposure on the aggregate outstanding amount of $18.2 billion, net of
expected recovery from the AMEs that reflects the NCUA's expectations and assumptions about the
recovery value of the AMEs' assets as further discussed under fiduciary activities in Note 13. As of
December 31, 2011, the NCUA had no contingent liability against its guarantee of the Promissory
Notes, as the program ended.

NCUA Guaranteed Notes

Beginning in October 2010, the NCUA Board, as liquidating agent of the AMEs, transferred Legacy
Assets to NGN Trusts and re-securitized them through the issuance of a series of floating and fixed-rate
NGNs. The NGNs have final maturities ranging from 2013 to 2021. As of December 31, 2011 and
2010, the outstanding principal balance of the NGNs was $24.7 billion and $17.3 billion, respectively.
This amount represents the maximum potential, but not the expected, future guarantee payments that
NCUA could be required to make.

The NCUA, principally through the TCCUSF, 1s obligated to make guarantee payments through the
NGN Trusts to the NGN holders under certain conditions outlined in the respective indentures and
related agreements with respect to timely payment of interest and ultimate principal on the NGNs, as
well as any parnity payments. As of a given payment date, parity payments are due when the unpaid
principal balance of all Legacy Assets underlying a particular NGN Trust, after realized and implied
losses. if applicable, 1s less than the remaining unpaid principal balance of the related NGNs after
distribution of all cash collected on the Legacy Assets for such payment date.

At December 31, 2011, the estimated guarantee obligation and resultant reserve for probable losses for
the guarantee of NGNs associated with 13 re-securitization transactions was zero. The gross estimated
guarantee payments were approximately $5.5 billion. This is estimated to be offset in part by both:

1) related reimbursements and interest from the legacy assets of the NGN Trusts received directly from
confractual reimbursement rights pursuant to the NGN governing documents of approximately

$3.9 billion and 11) mdirectly by collections under CFR Section 709.5(b) from the AMEs’ interests in
Legacy Assets of approximately $1.6 billion that are estimated to remain after all obligations of the
NGN Trusts are satisfied.

At December 31, 2010, the TCCUSF had an estimated guarantee obligation of approximately

$0.6 billion associated with five NGN re-securitization transactions, which was comprised of
approximately $3.4 billion in estimated guarantee payments, partially offset by estimated related
reimbursements and interest from 1) the aggregate remaining assets of all the NGN Trusts to be received
directly from contractual reimbursement rights pursuant to the NGN governing documents of
approximately $2.2 billion and 11) indirectly under CFR Section 709.5(b) from the AMEs’ mterest in
Legacy Assets of approximately $0.6 billion that are estimated to remain after all obligations of the
NGN trusts are satisfied.

Potential guarantor reimbursements by the NGN Trusts to the NCUA are subordinate to payments on
the NGNs in accordance with the respective indentures. As such, reimbursements to the NCUA will
not occur until the applicable NGN has been repaid in full. After the NGNs are repaid in full, any cash
flows received on those Legacy Assefs underlying the NGN Trusts are directed toward reimbursements
until the NCUA is reimbursed in full. The NCUA earns interest on any guarantee payments not yet
reimbursed by the NGIN Trusts at a rate equal to the interest rate on the associated NGNs.
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Guarantee fees are senior in the NGIN Trust payment waterfall in accordance with the respective
indentures. It 1s expected that the NCUA will recerve a guarantee fee payment from the NGN Trusts on
each NGN payment date. The guarantee fee amount due to the NCUA, at each monthly payment date 1s
equal to 35 basis points per year on the outstanding NGIN balance prior to the distribution of principal
on the payment date.

The TCCUSF's Insurance and Guarantee Program Liability attributed to the NGNs as of December 31,
2011 and 2010 was zero and approximately $614.5 nullion, respectively. The TCCUSF's expected net
guarantee obligation 1s based on the estimated guarantee payments, net of estimated guarantor
reumbursements from the NGN Trusts and expected recoveries from the AMEs, as further discussed
under fiduciary activities in Note 13.

The NCUA's estimated guarantee payments, guarantor reimbursements, and the recovery value of the
AMESs' economic residual interests in the NGN Trusts are derived using an external model that
distributes estimated cash flows of the Legacy Assets transferred to the NGN Trusts in the prionity of
payments pursuant to the indenture of each NGN Trust. The estimated cash flows incorporate the
NCUA's assumptions about discount rates.

The estimated cash flows of the Legacy Assets transferred to the NGN Trusts are also derived from the
external model that incorporates the NCUA's expectations and assumptions about the estimated cash
flows from the collateral that comprise the Legacy Assets, and the priority of payments and estimated
cash flows of the Legacy Assets pursuant to the governing documents for the respective Legacy Assets.

The external model produces estimated cash flows of collateral underlying the Legacy Assets by
mcorporating the NCUA's expectations and assumptions about prepayments, defaults and loss severity
of the collateral consisting of residential and commercial mortgage loans and other assets. Assumptions
about prepayments, defaults and loss severity are developed based on the characteristics and historical
performance of the collateral, as well as assumptions about macroeconomic variables such as
unemployment rates and housing prices.

Excerpt from Note 12: Disclosures Related to the Statement of Budgetary Resources

Undelivered orders were $1.2 million at December 31. 2011 and $8.7 million at December 31. 2010.
All liabilities are covered by budgetary resources. excluding the Insurance and Guarantee Program
Liabilities. All obligations incurred by the TCCUSF are reimbursable, meaning that obligations will be
ultimately reimbursed from the special premium assessments to insured credit unions and from other
collections. The TCCUSF is exempt from OMB apportionment control.
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Contingent Liability

As discussed previously herein, the purpose of the TCCUSF 1s to accrue the losses of the CCU system
and, over time, assess insured credit unions for the recovery of such losses. The NCUA identifies
CCUs at risk of failure through the supervisory and examination process, and estimates losses based
upon macroeconomic trends and CCU's financial condition and operations.

The contingent hability for expected losses from the CCU system recognized by the TCCUSF pursuant
to SFFAS No. 5 was approximately $2 9 billion and $7.8 billion at December 31, 2011 and 2010,
respectively. As discussed in Note 8, the TCCUSF's contingent hiability 1s related to four imtiatives
established by the NCUA to stabilize the CCU system consisting of the TCCUSGP, TCCULGP, the
Promussory Notes, and NGN issuances.

At December 31, 2011 the TCCUSF had accrued for losses of the CCU system of approximately

$7.9 billion consisting of approximately $2.9 billion in contingent liability and $5.0 billion in allowance
for losses against receivables from the AMEs. At December 31, 2010, the TCCUSF had accrued for
losses of the CCU system of approximately $7.8 billion, consisting solely of a contingent liability, as
there was no receivable due from the AME in 2010 and therefore no associated allowance for loss.

As discussed in Notes 6 and 8, during 2011, the TCCUSF made guarantee payments of $5.7 billion
related to the guarantee of the Promissory Notes. As of December 31, 2011, the TCCUSF had gross
recervables from the AMEs of $5.6 billion, against which an allowance for losses of approximately
$5.0 billion was established.

Fees and Premiums

Under the TCCULGP and NGN initiatives, the TCCUSF 15 entitled to guarantee fees on a monthly
basis for providing associated guarantees as previously discussed in Notes 4 and 8. As of December 31,
2011, the estimated TCCUSF guarantee fees for the remaming term of the TCCULGP and the NGNs,
which will lessen the expected losses recognized by TCCUSF, are $4.3 nullion and $380.8 nullion,
respectively. As of December 31, 2010, the estimated value of TCCUSF guarantee fees for the
remaining term of the TCCULGP and the NGNs, which will lessen the expected losses recognized by
TCCUSF, are $11.2 million and $284.0 mullion, respectively.

In addition, the NCUA Board, under the FCU Act, may assess insured credit unions special premiums
to cover payments for the conservatorship, liquidation, or threatened conservatorship or liquidation of
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CCUs. The TCCUSF assessed a special premium of $2.0 billion and $1.0 billion in 2011 and 2010,
respectively. The NCUA Board expects to assess additional special premivms on msured credit union
periodically for the recovery of losses over the remaining term of the TCCUSF.

Sensitivity, Risks and Uncertainties of the Assumptions

As discussed in Note 8, the NCUA estimates the expected losses from the four mitiatives using various
methodologies including internal models, market information and external valuations such as
appraisals, and internal and external models that incorporate the NCUA's expectations and assumptions
about the financial condition and operations of the Bridge Corporates, CCUs and the AMEs, as well as
the anticipated recovery value, if any, of the AMESs' assets and the Legacy Assets collateralizing the
NGNs.

The development of assumptions for key input varables of the estimation models and external
valuations 15 a highly subjective process that involves significant judgment. Future values are difficult
to estimate, especially over longer timeframes. Key assumptions in the modeling include borrower
status, prepayments, default, loss severity, discount rates, forward interest rate curves, house price
appreciation forecasts, legal and regulatory changes, property locations, and unemployment
expectations. Assumptions also vary by asset type and vintage. The assumptions developed for the
estimation models are periodically evaluated by the NCUA to deternune the reasonableness of those
assumptions over fime.

Temporary Corporate Credit Union Share Guarantee Program

The TCCUSF has insured CCU member shares totaling $34.0 billion and $80.0 billion as of December
31, 2011 and 2010, respectively. The expected loss of $60.9 million and $47.2 million at December 31,
2011 and 2010, respectively, is attributed to the Bridge Corporates and other CCUs, which 1s dependent
upon the NCUA's expectations and assumptions about the Bridge Corporates” and other CCUs financial
condition and projected operating cash flows and expected recoveries from liquidated CCUs after a
payment under the TCCUSGP. These are dependent on the ultimate outcome of the credit union
system-led resolution to the Bridge Corporates and completion of the CSRP. Actual resolution of the
remaming Bridge Corporates and other CCUs experiencing financial difficulties, and the ultimate losses
to be incurred by the TCCUSF could differ materially from the assumptions made as of December 31,
2011 and 2010.

Temporary Corporate Credit Union Liguidity Guarantee Program and the Promissory Notes

The expected losses from the guarantee under the TCCULGP and the Promissory Notes are largely
dependent upon the expected recovery, if any, from the AMEs and reflect the NCUA's expectations and
assumptions about the recovery value, 1f any, of the AMEs' assets as previously discussed under
fiduciary activities in Note 13. As of December 31, 2011, the aggregate outstanding amount of the
MTNs and the Promissory Notes was $3.5 billion and zero, respectively. As of December 31, 2010, the
aggregate outstanding amount of the MTNs and the Promissory Notes was $5.5 billion and $18.2
billion, respectively.

As discussed in Note 85 and Note 13, the TCCUSF made guarantee payments of $5.7 billion in 2011. It
1s expected that the TCCUSF would make guarantee payments with respect to the remaining MTNs due
in October and November 2012.

As discussed in Notes 8 and 13, in the event of a guarantee payment on the MTNs under the TCCULGP
and the Promissory Notes, the TCCUSF i1s enfitled to reimbursements from the AMEs, to the extent
there are remaining assets, in accordance with the priority of payments specified in CFR Section
709.5(b). The amount and timing of reimbursements, if any, from the AMEs are based on the NCUA
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Board’s expectations and assumptions about its ability, as the liquidating agent, to liquidate the AME
assets, such as loans, imnvestments in credit union service organizations, buildings, fixtures, furniture,
equipment, economic residual interests in the NGN Trusts, and other investments.

The expected recovery values of the AMEs' assets are derived using market information and external
valuations, such as appraisals and internal and external models that incorporate the NCUA's
assumptions about prepayments, defaults, loss severity and discount rates that differ by borrower status,
asset types and other factors. In particular, the AMEs' economic residual interests i the NGN Trusts
are sensitive to the assumptions made by the NCUA as further discussed below. Recovery amounts, if
any, of the AME assets and ultimate gross claims to be paid by the TCCUSF, net of any
reimbursements from the AMEs, could differ materially from the assumptions made as of

December 31, 2011 and 2010.

NCUA Guaranteed Notes

As discussed 1in Note 8, the principal balance of the NGNs was $24.7 billion and $17.3 billion as of
December 31, 2011 and 2010, respectively. This amount represents the maximum potential future
guarantee payments that NCUA could be required to make without consideration of any possible
recoveries under the terms of the guarantee or from the AMEs. The losses from the guarantee of NGNs
are expected to be significantly less than the above maximum potential exposure, and such losses are
based on the estimated guarantee payments, net of estimated guarantor reimbursements, if any, from the
NGN Trusts and expected recovertes, if any, from the AMEs. The NCUA's estimate of the expected
recovery from the AMEs reflects the NCUA's expectations and assumptions about the recovery value of
the AMEs' assets as discussed above, which include AMES' economic residual interests in the NGN
Trusts.

As discussed m Note 8, the NCUA's estimated guarantee payments, guarantor reimbursements, and the
recovery values, if any, of the AMEs' economic residual interests in the NGN Trusts are derived using
an external model that distributes estimated cash flows of the Legacy Assets transferred to the NGN
Trusts in the priority of payments pursuant to the governing documents of each NGN Trust. The
estimated cash flows incorporate the NCUA's assumptions about discount rates.

The estimated cash flows of the Legacy Assets transferred to the NGN Trusts are also derived from the
external model that incorporates the NCUA's expectations and assumptions about the estimated cash
flows from the collateral underlying the Legacy Assets, and the priority of payments and estimated cash
flows of the Legacy Assets pursuant to the governing documents for the respective Legacy Assets.

The external model produces estimated cash flows of collateral underlying the Legacy Assets by
mcorporating the NCUA's expectations and assumptions about prepayments, defaults and loss severity
of the collateral consisting of residential and commercial mortgages and other assets. Assumptions
about prepayments, defaults and loss severity are developed based on the characteristics and historical
performance of the collateral. as well as assumptions about macroeconomic variables such as
unemployment rate and housing prices, among other factors.

The tables below represent the composition of Legacy Assets collateralizing the 13 NGN Trusts with an
aggrepate unpaid principal balance of $34.3 billion and recovery value of approximately $24.5 billion
as of December 31, 2011. As of December 31, 2010, the aggregate unpaid principal balance and
recovery value of the Legacy Assets collateralizing the five NGIN Trusts outstanding was $19.1 billion
and $17.0 billion, respectively.
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Asset Type and Cradit Ratingl Based on Recovery Value Based on Unpaid Principal Balance
2011 2010 2011 2010
AAAN 3% 7% 2% 6%
AN 7% 10%% 4% 10%%
0, 0, 0,
RMBS gBB 71% z‘;: 68% L:: 79% ;;:: 68% ::j:
Below Investment Grade 82% 2% 88% 73%
NA 0% 0% 0% 0%
AAN 16% 18% 17% 18%
AN 15% 19%% 15% 19%
cmBs A 19% M g5, M 30, B ng, 4%
BBB 15% 17% 14% 17%
Below Investment Grade 10% 1% 11% 1%
NA 0% 2% 0% 2%
AAAN 23% 25% 18% 24%
AN 18% 19% 15% 18%
a, i | Q, i,
Below Investment Grade 19% 3% 34% 3%
NA 0% 0% 0% 0%
Agency Agency 3% 100% NA NA 2% 100%% NA NA
AAAN 0% NA 0% NA
AN 2% NA 2% NA
Cormporate A 2% 7% NA I\EA 2% 21% NA NA
BBB 28% NA 23% NA
Below Investment Grade 1% NA 5% NA
NA 41% NA 49% NA

1 Credit rating is based on the lowest rating published by the Standard & Poor's, Moody's and Fitch, where available.

2 The collateral underlying the ABS included in the tables above is primarily student loans.

While certain parts of the credit market have seen recent improvements, the performance of asset- and
mortgage-backed securities, such as the Legacy Assets remains uncertain. The longer-term outlook for
borrower and loan performance is uncertain. Uncertainty around housing prices, interest and
unemployment rates, legal and regulatory actions, and the relationship of these factors to prepayment,
loss severity, default and delinquency rates will likely change over time. Legacy Asset performance
contmues to be challenging to predict, and the external model used to derive the expected losses to the
TCCUSF from the guarantee of the NGNs 1s sensitive to assumptions made about Legacy Asset
performance. For example, changing the assumptions for reasonably possible variations in certain
macroeconomic factors such as a decline in housing prices from its most recent peak in the external
model would have resulted in the NCUA's expected losses, net of estimated guarantor reimbursements
and the economic residual interests in the NGN Trusts (but exclusive of the estimated guarantee fees for
the remaining term of the NGNs) associated with 13 re-securitization transactions to be zero under one
scenario, and approximately $1.3 billion in another scenario, as compared to no expected net losses on
the NGN guarantees recogmized on the TCCUSF’s Balance Sheet as of December 31, 2011. The
NCUA estimated the net expected losses associated with five re-securitization tfransactions to be zero
under one scenario, and approximately $1.3 billion in another scenario, as compared to $614.5 nullion
m expected losses on the NGN guarantees recognized on the TCCUSF's Balance Sheet as of
December 31, 2010.
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NATIONAL CREDIT UNION ADMINISTRATION
TEMPORARY CORPORATE CREDIT UNION STABILIZATION FUND

BAILANCE SHEETS
As of December 31, 2011 and 2010

(Dollars in thousands)

1011 010
ASSETS
INTRAGOVEENMENTAL
Fund Balance with Treasury (Note 2) $ - 5 500
Investments, Net - U_S. Treasury Securities (Note 3) 284712 372211
Accounts Recervable - Due from the National
Credit Union Share Insurance Fund - 194
Other - Distribution Receivable due from the National Credit
Unton Share Insurance Fund (Note 3) 278,641 -
Total Intragovernmental Assets 563.353 372.905
PUELIC
Accounts Receivable - Special Preminm Assessments from Insured
Credit Unions, Net (Note 4) 93 2
Accounts Receivable - Guarantee Fee on Temporary Corporate
Credit Union Liquidity Guarantee Program, Net (Note 4) 446 635
Accounts Feceivable - Guarantee Fee on National Credit Union
Administration Guaranteed Notes, Net (Note 4) 4.465 3.233
Other - Recervables from Asset Management Estates, Net (Note §) 626,678 -
Total Public Assets 631,682 3.870
TOTAL ASSETS $ 1,195,035 5 376,775
LIABILITIES
INTRAGOVERENMENTAL
Accounts Payable - Due to the National Credit Union
Share Insurance Fund % 2 5 -
Debt - Borrowings from the U.S. Treasury (Note 7) 3,500,000 -
Other - Accrued Interest Payable to the U.S. Treasury (Note 7) 2477 -
Total Intragovernmental Liabalities 3,502,479 -
PUBLIC
Accounts Payable 1.423 1.410
Other Liabilities 1,031 -
Other - Insurance and Guarantee Program Liabilities (Note 8) 2.944 207 7.833.046
Total Public Liabilities 2.946.661 7,834,456
TOTAL LIABILITIES 6.449.140 7.834.456
Commitments and Contmgencies (Note 8)
NET POSITION
Cummlative Result of Operations (Note 1) (5.234.105) (7.457.681)
Total Net Positicn (5.254.105) (7.457.681)
TOTALIITABRILITIES AND NET POSITION $ 1,195,035 $ 376,775

The accomp anying notes are an integral part of these financial statements.
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Excerpt from Management’s Discussion and Analysis

Future Demands, Risks, Uncertainties, Events, Conditions, and Trends

Farmers and food companies operate in highly competitive markets, both domestically and internationally.
Rapid shifts in consumer demands associated with quality, convenience, taste, and nutrition dictate that
farming and marketing infrastructures become more fluid and responsive.

National security is a significant, ongoing priority for the Department. USDA is working with the U.S.
Department of Homeland Security to help protect agriculture from intentional and accidental acts that
might impact America’s food supply or natural resources.

External factors that challenge USDA’s ability to achieve its goals include:

Weather-related hardships and other uncontrollable events domestically and abroad;

Domestic and foreign macroeconomic factors, including consumer purchasing power, the strength of
the U.S. dollar, and political changes abroad that could impact domestic and global markets greatly at
any time;

» Sharp fluctuations in farm prices, interest rates, and unemployment that could impact the ability of
farmers, other rural residents, communities, and businesses to qualify for credit and manage their debts;

» The impact of future economic conditions and actions by a variety of Federal, State, and local
Governments that could influence the sustainability of rural infrastructure;

* The increased movement of people and goods, which provides the opportunity for crop and animal pests
and diseases, such as avtan influenza and bovine spongiform encephalopathy, to move quickly across
national and foreign boundaries;

» Potential exposure to hazardous substances, which may threaten human health and the environment,
and the ability of the public and private sectors to collaborate effectively on food safety, security, and
related emergency preparedness efforts;

» The risk of catastrophic fire, depending on weather, drought conditions, and the expanding number of
communities in the wildland-urban interface; and

» Efforts to reduce hunger and improve dietary behaviors depend on strong coordination between USDA
and a wide array of Federal, State, and local partners.

® Available online at http://www.ocfo.usda.gov/usdarpt/usdarpt.htm; last accessed June 4,2012.
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Excerpt from Note 1: Significant Accounting Policies

Contingencies

Contingent liabilities are recognized when a past event or exchange transaction has occurred, a future
outflow or other sacrifice of resources is probable, and the future outflow or sacrifice of resources is
measurable.

Note 17: Commitments and Contingencies

NoTe 17. COMMITMENTS AND CONTINGENCIES

The Department is subject to various claims and contingencies related to lawsuits as well as commitments
under contractual and other commercial obligations.

For cases in which payment has been deemed probable and for which the amount of potential liability has
been estimated, $1,237 million and $1,257 million has been accrued in the financial statements as of
September 30, 2011 and 2010, respectively.

No amounts have been accrued in the financial statements for claims where the amount is uncertain or
where the probability of judgment against USDA is remote. The Department’s potential liability for claims
where a judgment against the Department is reasonably possible ranges from $747 million to $1,493 million
as of September 30, 2011, compared to $2,136 million to $3,663 million as of September 30, 2010.

CRP rental payments are estimated to be $1,800 million annually through FY 2017. Commitments to
extend loan guarantees are estimated to be $5,949 million and $4,802 million in FY 2011 and FY 2010,

respectively.

Note 25: Undelivered Orders at the End of the Period

Nore 25. UnDELIVERED ORDERS AT THE END OF THE PERIOD

Budgetary resources obligated for undelivered orders as of September 30, 2011 and 2010 was $51,654
million and $54,799 million, respectively.

Required Supplementary Information

Risk Assumep INFORMATION (UNAUDITED)

Risk assumed is generally measured by the present value of unpaid expected losses net of associated
premiums based on the risk inherent in the insurance or guarantee coverage in force. Risk assumed
information is in addition to the liability for unpaid claims from insured events that have already occurred.
The assessment of losses expected based on the risk assumed are based on actuarial or financial methods
applicable to the economic, legal and policy environment in force at the time the assessments are made. The
FCIC has estimated the loss amounts based on the risk assumed for its programs to be $8,757 million and
$7,546 million as of September 30, 2011 and 2010, respectively.
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Excerpt from Supplemental Information

2. Detecting, evaluating, and managing insur-
ance risk

Progress towards this program goal is measured
by the extent to which emerging problems are
promptly detected and insurance losses are
minimized. Financial indicators are effectively
used to monitor conditions and trends, and data
are analyzed and reported before losses become
likely.

In periods of probable or actual insurance claims,
the ratio of estimated losses to actual losses is

an indicator of the Corporations ability to assess
prospective loss exposure. As guidance, manage-
ment uses criteria specified in FCSIC’s allowance
for loss procedure and the Financial Accounting
Standards Boards Accounting Standards Topic
450, Contingencies. Timely evaluation of the
Fund’s risk exposure is critical to preserving the
Fund’s solvency. The Corporation uses Farm
Credit Administration reports of examination to
evaluate risks to the Insurance Fund. The Cor-
poration may independently examine and require
information from System institutions.

® Available online at http://www.fasab.gov/resources/federal-financial-reports/; last accessed July 31,
2012.
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Excerpt from Discussion of “The Farm Credit System”

Additional Protections

The System has additional risk management
tools to protect investors. One such tool is the
Contractual Interbank Performance Agreement
(CIPA). All System banks have entered into this
agreement, which measures the financial condi-
tion and performance of each bank by using
ratios that consider capital, asset quality, earn-
ings, interest rate risk, and liquidity. The CIPA
financially penalizes banks that do not meet
performance standards.

The System banks and the Funding Corporation
have also entered into the Market Access Agree-
ment (MAA), which establishes conditions for
each bank’s continued participation in the debt

.
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market. If a bank fails to meet agreed-upon
performance measures, including capital and
collateral ratios, the bank may be restricted from
issuing debt. The criteria used under the MAA
are the CIPA scores and two capital ratios.

The System also has a commeon minimum liquid-
ity standard. At December 31, 2011, the System
standard required each bank to have enough
liquidity to operate for at least 90 continuous
days without access to the capital markets. For
additional information, please see the discussion
in the Risk Management section.
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Discussion of “Risk Management”

Risk Management

The Corporation actively monitors and manages
insurance risk to minimize the Fund’s exposure
to potential losses. Staff analyzes and evalu-
ates the financial performance and condition of
System institutions, maintains continual dialogue
with FCA examiners, and reviews reports of
examination. When necessary, the Corporation
requests special examinations at System institu-
tions of concern. On a quarterly basis, the Cor-
poration screens all System institutions against
key performance criteria to identify those that
may pose increasing insurance risk.

The Corporation also assesses risk to the Insur-
ance Fund by

» reviewing corporate actions (merger, restruc-
turing, and other regulatory requirements)
approved by FCA for System institutions;

+ monitoring legislative, judicial, regulatory,
and economic trends that could adversely
affect the agricultural or financial services
industries;

+ using analytical models; and

« participating as a nonvoting member on
FCA’s Regulatory Enforcement Committee.

During 2011, risk management staff monitored
and evaluated trends affecting agriculture and
System institutions, including

» conditions in the nations general economy,
capital markets, and the agricultural and
financial sectors;

+ potential budget cuts to Government pro-
grams that support U.S. agriculture;

» the effects of commodity price volatility
on agricultural operations and the sharp
increases in farmland values in the midwest-
ern US.;

» the effects of the housing crisis on agricul-
tural real estate values in certain regions of
the country;

» stress in several farm sectors affecting the
quality of System institutions’ loan portfolios,

.
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including the dairy, swine, poultry, forestry,
nursery, and biofuels industries;

» negative trends at specific System institutions
with declining Financial Institution Rating
System (FIRS) ratings; and

» the consolidation of System institutions,
including the merger of CoBank and U.S.
AgBank, which reduced the number of Sys-
tem banks to four.

The Risk Environment in 2011

The effects of the 2007-2009 recession were still
evident in 2011. Since mid-2009, the U.S. econ-
omy has been on a path of recovery, though the
pace of growth has been slow and uneven. Eco-
nomic output as measured by real gross domes-
tic product increased by 3.0 percent in 2010,
but growth decelerated to 1.7 percent in 2011.
Employment conditions remained weak. While
the unemployment rate has fallen from its peak
of 10.1 percent in October of 2009, it remained
high at 8.5 percent at year-end 2011. Weak
consumer spending, falling housing prices, and
reduced credit flow also continued to dampen
economic recovery in 2011.

The U.S. banking sector improved despite the
continued sluggish housing market and related
high levels of delinquencies and foreclosures.
FDIC-insured institutions reported the highest
level of industry profits since 2007, primarily
from lower expenses for loan-loss provisions.
More than 96 percent of all FDIC-insured
institutions, representing more than 99 percent
of total industry assets were classified as well-
capitalized institutions at year-end 2011. None-
theless, 92 FDIC-insured institutions failed, and
the list of problem banks (that is, those with
CAMELS ratings of 4 and 5) remained high at
813 at year-end.

Interest rates have been maintained at very low
levels since 2008 when the economy weakened.
During 2011, the Federal Reserve announced
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that it expected to maintain this low interest rate
environment during 2012 and 2013. The timing
and magnitude of a change in the direction of
interest rates may significantly affect the profit-
ability of agricultural producers who use debt
financing in their operations.

The agricultural sector remained strong in 2011
despite slow growth in the domestic economy.

In February 2012, USDA forecast a record
national net farm and cash income of $98.1 bil-
lion and $108.7 billion, respectively, for 2011,

up 24 percent and 18 percent, respectively, from
2010. Record revenues from strong crop markets
(especially corn, wheat, cotton, and soybeans),
combined with sharp gains in livestock revenues,
offset a smaller increase in input costs. Higher
commodity prices were driven primarily by
tighter stocks and a robust export market. The
poultry, dairy, timber, nursery and biofuel sectors
continued to experience some stress in 2011.

In August 2011, as a consequence of the Federal
budget deficit trends, Standard and Poor’s (S&P)
downgraded the U.S. Government from a "AAA”
rating to a “AA” rating. At the same time, the
S&P also similarly downgraded the debt of select
Government-related entities including the Farm
Credit System banks.

Despite Standard and Poor’s downgrade of Sys-
tem debt, investor demand for System insured
obligations remained favorable across the matu-
rity spectrum. In the very low interest rate
environment that prevailed, System banks con-
tinued to call and refinance a significant amount
of their debt obligations. This contributed to
another strong year of Systemwide earnings as
interest spreads and margins widened throughout
the year.

Credit quality improved in 2011. System loans
classified under FCA’s Uniform Loan Classifica-
tion System as Acceptable or Other Assets Espe-
cially Mentioned as a percentage of total loans

.
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increased to 96.2 percent in 2011 from 95.4
percent in 2010. ‘The improvement in institution
FIRS ratings (see figure 11) reflects the better
asset quality and its effect on institutions’ earn-
ings and capital levels. The primary source of
credit quality weakness remained in the livestock,
biofuel, and housing-related sectors. Institutions
with performance-related issues continued to
receive higher examination scrutiny and supervi-
sory attention from FCA.

During 2011, System banks continued to
strengthen the quality of their respective liquid-
ity portfolios by purchasing and holding enough
high-quality liquid assets, including cash, cash
equivalents, and Treasury securities with maturi-
ties of less than 3 years, to cover 15 days of
maturing debt. The banks also agreed that

the next 30 days of liquidity would come from
investments in excess of those that qualify for
the 15-day bucket. These investments consist of
U.S. Government-guaranteed instruments and
top-rated commercial paper and Fed funds that
mature in 45 days or less.

The Federal Government’s fiscal situation became
a significant uncertainty during the year. Fed-
eral farm programs which have provided large
benefits to certain agricultural producers in
recent years are at risk of curtailment or modi-
fication that may change the level and direc-

tion of Government support to the agricultural
sector. Another aspect of the Federal budget
deficit is taxation. Federal Government revenues
have been sharply lower over the past several
years and are seen as a major issue in the 2012
elections. Federal tax policy for the bioenergy
sector was tightened at the end of 2011 when the
ethanol tax credit program was allowed to expire.
How the budget may be reformed through
spending or tax changes remains to be seen, and
may not be resolved until after the 2012 election
cycle.
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Figure 11

FCS Institution FIRS Ratings
As of December 31, 2011
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Mote: Figure 11 reflects ratings for only the System’s banks and direct-lending associations; it does not include ratings for the System’s ser-
vice corporations, the Federal Agricultural Mortgage Corporation, the two institutions that merged effective January 1, 2012, or the Federal
Farm Credit Banks Funding Corporation.
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Note 1 — Insurance Fund: Statutory Framework

The Agricultural Credit Act of 1987 (1987 Act) established the Farm Credit System Insurance
Corporation (the Corporation or FCSIC) for the purpose of ensuring the timely payment of prineipal
and interest on notes, bonds, debentures, and other obligations issued under subsection (¢) or (d) of
section 4.2 of the Farm Credit Act of 1971, as amended (Farm Credit Act), (insured obligations).
Each bank in the Farm Credit System (System) participating in insured obligations is an insured
System bank. At December 31. 2011, there were five insured System banks and 84 direct lender
associations.

The Corporation is managed by a board of directors consisting of the same individuals as the Farm
Credit Administration (FCA) Board except that the Chairman of the FCA Board may not serve as
the Chainman of the Corporation’s Board of Directors.

The Corporation must spend the amounts necessary 1o

1. Ensure the timely payment of interest and principal on insured obligations in the event of
default by an msured System bank; and

2. Ensure the retirement of eligible borrower stock at par value under section 4.9 A of the Farm
Credit Act.

The Corporation, m its sole discretion, 1s authorized to expend amounts to provide financial
assistance to certain insured institutions.

The balances outstanding at December 31, 2011, for each of the components of the Corporation’s
insurance responsibilities were $184.2 billion of insured obligations, and $5 million of eligible
borrower stock.

If the Corporation does not have sufticient funds to ensure payment on insured obligations, System
banks will be required to make payments under joint and several liability, as required by section 4.4
(a)(2) of the Farm Credit Act.

Under section 3.63 of the Farm Credit Act, the Corporation is exempt from all Federal, state, and
local taxes with the exception of real property taxes.
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Excerpt from Note 2: Summary of Significant Accounting Policies

Liability for Estimated [nsurance Obligations—The liability for estimated insurance obligations is
the present value of estimated probable insurance payments to be made in the future based on the
Corporation’s analysis of economic conditions of insured System banks.

The insured Systemn banks” primary lending markets are borrowers engaged in farming, ranching,
and producing or harvesting of aquatic products, and their cooperatives. Financial weaknesses in
these market segments and the effect of general market conditions on the System’s borrowers could
adversely affect the banks” financial condition and profitability. Insured System banks also face
risks from changing interest rate environments and the need to maintain ongoing access to financial
markets. Adverse changes in the financial condition and profitability of insured System banks
resulting from increased levels of credit, financial, or other risks could occur in the future which
would have a material effect on the liability for estimated insurance obligations,

The Corporation actively monitors the creditworthiness and finaneial position of the insured
System banks. Management is not aware of any events or circumstances at this time which
would require a hiability for estimated insurance obligations to be recorded.
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Note 4: Premiums, the Secure Base Amount and Excess Insurance Fund Balances

Note 4—Premiums, the Secure Base Amount and Excess Insurance Fund Balances

Each System bank which issues insured obligations under subsection (¢) or (d) of section 4.2 of
the Farm Credit Act is an insured System bank and may be required to pay premiums to the
Corporation.

The Food. Conservation. and Energy Act of 2008 amended the Farm Credit Act of 1971 (12
11.8.C. § 2001 et seq.) to generally assess premiums based on each bank’s pro rata share of
insured debt (rather than on loans), aligning premiums with what FCSIC insures. The changes
were mmplemented beginning July 1, 2008. Now FCSIC may collect from 0 to 20 basis points
annually on adjusted insured debt outstanding. The amendments also authorize a risk surcharge
of up to 10 basis points on non-accrual loans and on other-than-temporarily impaired
investments. The amendments reduce the total insured debt on which premiums are assessed by
90 percent of Federal government-guaranteed loans and investments and 80 percent of state
government-guaranteed loans and investments, and deduct similar percentages of such
guaranteed loans and investments when calculating the secure base amount (SBA). The
amendments clarify that FCSIC may collect premiums more frequently than annually.

In addition, the Farm Credit Act no longer specifies how the Farm Credit System banks pass
premiums to associations and other financing institutions, although it will require that the banks
do so in an equitable manner. This change allows the banks flexibility in allocating premium
costs to associations. The amendments clarify that, in addition to FCSIC’s regulatory authority
under Title V of the Farm Credit Act, FCSIC has the authority to adopt rules and regulations
concerning provisions in Title [ of the Farm Credit Aet related to banks passing along the cost of
insurance premiums. Finally, the amendments change Farm Credit Act provisions regarding
certified statements and simplify the formula for payments from the Farm Credit Insurance Fund
Allocated Insurance Reserves Accounts (AIRAs) to allow more immediate distribution of excess
Insurance Fund balances to insured banks and the Farm Credit System Financial Assistance
Corporation (FAC) stockholders.

The Farm Credit Act sets a base amount for the Insurance Fund to achieve. The statutory SBA is
equivalent to 2.0 percent of the aggregate outstanding insured obligations of all insured System
banks (adjusted downward by a percentage of the guaranteed portions of principal outstanding on
certain government-guaranteed loans and investments) or such other percentage as determined by
the Corporation, in its sole discretion, to be actuarially sound. When the assets in the Insurance
Fund for which no specific use has been designated exceed the SBA, the Corporation is required to
reduce the premiwms, but it still must ensure that reduced premiums are sufficient to maintain at the
SBA the assets in the Insurance Fund for which no specific use has been designated (the unallocated
Insurance Fund).

Insurance premium rates are reviewed semiannually. For 2011, the Board of Directors set premium
rates at its January 20, 2011, meeting at 6 basis points on average adjusted insured debt and
continued the assessment of the 10 basis point premium on the average principal balance
outstanding for nonaccrual loans and other-than-temporarily impaired investments. The Board of
Directors again reviewed premiums at its June 21, 2011 meeting. The Board of Directors voted to
maintain the premium accrual rate on average adjusted insured debt at 6 basis points and continued
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Note 4: Premiums, the Secure Base Amount and Excess Insurance Fund Balances (contd.)

the assessment of the 10 basis point premium on the average principal balance outstanding for
nonaccrual loans and other-than-temporarily impaired investments for the remainder of 2011, In
2011, outstanding msured obligations decreased by $4.13 billion (-2.2 percent). At December 31,
2011, both the unallocated Insurance Fund and the total Insurance Fund were 2.14 percent of
adjusted insured obligations.

On January 19. 2012, the Board of Directors set premium rates for 2012, decreasing the premium
rate on adjusted insured debt outstanding from 6 basis points to 5 basis points. The Board continued
the 10 basis point premium on the average principal outstanding for nonaccrual loans and other-
than-temporarily impaired investments.

A 1996 amendment to the Farm Credit Act requires the Corporation to establish Allocated
Insurance Reserves Accounts (AIRAS) for each System bank and an account for the stockholders of
the FAC. If at the end of any calendar vear the unallocated Insurance Fund is at the SBA, the
Corporation 1s to segregate any excess balances into these AIRAs. In 2011, the Corporation’s
Board revised the Policy Statement on the Secure Base Amount and Allocated Insurance Reserves
Accounts which provides guidelines for implementing this statutory authority. If at the end of any
calendar year, the aggregate of the amounts in the Insurance Fund exceeds the SBA, the
Corporation shall allocate to the Allocated Insurance Reserves Accounts the excess amount less the
amount that the Corporation, in its sole discretion, determines to be the sum of the estimated
operating expenses and estimated insurance obligations of the Corporation for the immediately
succeeding calendar vear. At year-end 2011, this resulted in the transfer of $221.85 million to the
AlIRAs. The amount was allocated as follows:

FAC Stockholders (10%) $ 22.18 million
Farm Credit System Banks (90%) $ 199.67 million

The ATRAs balances are recorded as part of the Insurance Fund until approved for payment by the
Corporation’s Board. AIRAs balances may be used to absorb any insurance losses and claims.
Furthermore. the Board of Directors has discretion to limit or restrict the AIRAs payments. In
accordance with the Corporation’s policy statement, any AIRAs balances do not count in measuring
the Insurance Fund’s compliance with the SBA.

Note 5: Operating Lease

Note 5 — Operating Lease

On November 30, 2009, the Corporation executed a six-year lease with the Farm Credit System
Building Association for office space. The terms of the lease provide for an annual minimum base
rent for office space for the remaining term of $142,249 for 2012 and $146,531 for 2013. The
Corporation recorded lease expense (including operating cost assessments) of $138.443 and
$134.,410 for 2011 and 2010, respectively.
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Farm Credit System Insurance Corporation 2011 Annual Report (contd.)

Farm Credit System Insurance Corporation
Statements of Financial Condition

As of December 31, 2011 and 2010

(Dollars in thousands)

2011 2010
Assets
Cash and cash equivalents $ 1,101 $ 149,831
Investments in U.S. Treasury Obligations (Note 3) 3,266,285 2,974,341
Accrued interest receivable 26,264 21,544
Premiums receivable (Note 4) 98,699 79,969
Total assets $ 3,392,349 $ 3,225,685
Liabilities and Insurance Fund
Accounts pavable and accrued expenses (Note 6) $ 385 M 339
Total liabilities 385 339
Farm Credit Insurance Fund
Allocated Insurance Reserves Accounts
Allocated in 2011 221,851 0
Unallocated Insurance Fund Balance 3,170,113 3,225,346
Total Insurance Fund 3,391,964 3,225.346
Total liabilities and Insurance Fund $__3.392.349 S 3,225,685

(The cecompanying notes dre an integral part of these financial statements.)
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MNOTE 15. OTHER LIABILITIES

Other Liabilities Dollars in Millions
2011
S Noncurrent
As of September 30 R Liability
Intragovernmental
Advances from Others 5 1,548 6 5 00 5 15486
Deposit Funds and Suspense Account
Liabilities 1,799.8 0.0 1,799.8
Disbursing Officer Cash | 1,828.9 00| 1,828.9
Judgment Fund Liabilities | 260 6 0.0 | 260 6
FECA Reimbursement to the Department of 607.1 776.4 13835
_Lal:n:-r
Custodial Liabilities | 3,049.3 25338 | 6.483.1
Employer Contribution and
Payroll Taxes Payable 322 00 3622
Other Liabilities 575.0 0.0 575.0
Total Intragovernmental Other g 10.921.5 s 3.310.2 s 14.231.7
Liabilities el . i
Nonfederal
_Accrued Funded Payroll and Benefits | 5 5,703.1 5 00 | 5 h7031
Advances from Others | 42792 00| 42792
Deferred Credits | 0.00 0.0 0.0
Deposit Funds and Suspense Accounts | 164.8 0.0 | 164.8
Temporary Early Retirement Authority | 0.0 0.0| 0.0
Nonenvironmental Disposal Liabilities | |
Military Equipment (Nonnuclear) | 12.8 2076 | 220 4
Excess/Obsolete Structures | 32 5354 | 538.6
~ Conventional Munitions Disposal '| 0.0 27524 2,752.4
Accrued Unfunded Annual Leave | 10,2115 0.0| 10,2115
Capital Lease Liability | 208.1 296 2377
Contract Holdbacks | 806.2 03| 806.5
Employer Contribution and Payroll Taxes
Payable 3739 0 3739
Contingent Liabilities | 1,581.1 4,288.3| 5,869 4
Other Liabilities | 150.1 05| 150.6
_Total Monfederal Other Liabilities $ 23,494.0 % 7,814.1 S 31,3081
Total Other Liabilities $ 344155 S 11,1243 $§ 45539.8

" Available online at http://comptroller.defense.gov/reports.html: last accessed June 4,2012.
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Contingent Liabilities includes $2.2 billion related to contracts authorizing progress
payments based on cost as defined in the Federal Acquisition Regulation (FAR). In
accordance with contract terms, specific rights to contractors’ work vests with the Federal
Government when a specific type of contract financing payment is made. This action
protects taxpayer funds in the event of contract nonperformance. These rights should not
be misconstrued as rights of ownership. The Department is under no obligation to pay
contractors for amounts greater than the amounts authorized in contracts until delivery and
government acceptance. Due to the probability the contractors will complete their efforts
and deliver satisfactory products, and because the amount of potential future payments are
estimable, the Department has recognized a contingent liability for estimated future
payments which are conditional pending delivery and government acceptance.

Total contingent liabilities for progress payments based on cost represent the difference

between the estimated costs incurred to date by contractors and amounts authorized to be

paid under progress payments based on cost provisions within the FAR. Estimated

contractor-incurred costs are calculated by dividing the cumulative unliquidated progress

payments based on cost by the contract-authorized progress payment rate. The balance of

unliquidated progress payments based on cost is deducted from the estimated total
\ contractor-incurred costs to determine the contingency amount.

NOTE 16. COMMITMENTS AND CONTINGENCIES

Legal Contingencies

The Department is a party in various administrative proceedings and legal actions related to
claims for environmental damage, equal opportunity matters, and contractual bid protests.
The Department has accrued contingent liabilities for legal actions where the Office of
General Counsel (OGC) considers an adverse decision probable and the amount of loss is
measurable. In the event of an adverse judgment against the Government, some of the
liabilities may be payable from the U.S. Treasury Judgment Fund.

The Department has 44 legal actions with individual claims greater than the Department’s
Fv 2011 materiality threshold of $136.3 million. The total of the 44 actions is approximately
$12.4 trillion. Of this amount, the OGC determined that claims totaling approximately
4$7.6 billion are classified "reasonably possible,” $59.3 billion are classified "remote,” and
$12.3 trillion are classified "unable to determine the probability of loss.” The Department
also had a number of potential claims that individually did not meet the Department's
materiality threshold but did meet the individual Components' thresholds. These claims are
disclosed in the Components' financial statements.

Other Commitments and Contingencies

The Department is a party in numerous individual contracts that contain clauses, such as
price escalation, award fee payments, or dispute resolution, that may result in a future
outflow of expenditures. Currently, the Department has limited automated system
processes by which it captures or assesses these potential contingent liabilities, therefore,
the amounts reported may not fairly present the Department's contingent liabilities.
Contingencies considered both measurable and probable have been recognized as liabilities.
Refer to Note 15, Other Liabilities, for further information.
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Excerpt from Note 20: Disclosures Related to the Statement of Budgetary Resources

Disclosures Related to the Statement of Budgetary Resources Dollars in Millions

Restated

As of September 30
s of September 2010

Net Amount of Budgetary Resources Obligated for Undelivered Orders at

the End of the Period. $ 4780544 $ 4679722

Note 25: Other Disclosures

NOTE 25. OTHER DISCLOSURES

Other Disclosures Dollars in Millions

2011— Asset Category

Land and

As of September 30 Buildings Equipment
Entity as Lessee — Operating Leases
Future Payments Due
Fiscal Year 2012 $ 539.8 S 26| % 140.7 $ 703.1
Fiscal Year 2013 522.2 224 147.5 692.1
Fiscal Year 2014 551.4 225 143.6 717.5
Fiscal Year 2015 560.9 223 144.9 728.1
Fiscal Year 2016 576.2 223 146.2 744.7
After 5 Years 1,039.5 0.3 139.8 1,179.6
Total Future Lease Payments Due | $ 3,790.0 $ 112.4 $ 862.7 $ 4,765.1

Operating leases are leases that do not transfer all the benefits and risks of ownership of
capital leases. Payments are charged as expenses over the lease term. Office space is the
largest component of land and building leases. Other leases are generally one-year leases
that are not building or equipment leases. Future year cost projections use the Consumer
Price Index.
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Excerpt from Note 1: Summary of Significant Accounting Policies

Q. Contingent Liabilities

The Department accrues confingent liabilities where a loss 1s determined to be probable and the
amount can be reasonably estimated. The Department discloses confingent liabilities where the
conditions for liability recogmtion have not been met and the likelihood of unfavorable outcome 1s
more than remote. Disclosures are made for probable loss contingencies that cannot be reasonably
estimated, as well as reasonably possible loss confingencies. Confingent liabilities considered
remote are generally not disclosed unless they mvolve guarantees, m which case the nature of the
guarantee 1s disclosed.

For additional information, see Note 21, Commutments and Contingent Liabilities.

Note 21: Commitments and Contingent Liabilities

21. Commirments and Contingent Liabilities
A. Legal Contingent Liabilities

The Department 15 a parfy in various admimsirative proceedings, legal actions, and tort claims that
may ultimately result in settlements or decisions adverse to the Federal Government. These
confingent liabilities arise in the nommal course of operations. and their ultimate disposition 15
unknown.

In the opinion of the Department’s management and legal counsel, based on information currently
available, the expected outcome of legal actions, individually or in the aggregate, will not have a
materially adverse effect on the Department’'s financial statements. except for the legal actions
described below (1n mullions).

Estimated Range of Loss
Accmed Liabilities Lower End Upper End
Fy 2011
Probable 3600 5600 $1.154
Reasonably Possible 5670 3075

The claims above generally relate to the Federal Tort Claims Act (Pub. L. 79-601), Oil Spill
Liability Trust Fund. and various customs laws and regulations. The estimated contingent liability
recorded in the accompanying financial statements included with other liabilities for all probable
and reasonably estimable litigation-related claims at September 30, 2011, was $609 million, of
which $8 million was funded.

& Available online at http://www.dhs.gov/xabout/budget/editorial 0430.shtm: last accessed June 4,2012.
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Note 21: Commitments and Contingent Liabilities (contd.)

Asszerted and pending legal claims for which loss was reasonably possible is estimated to range
from $670 million to $975 million at September 30, 2011.

As of September 30, 2011, legal claims exist for which the potential range of loss could not be
determined; however, the total amount claimed is not material to the financial statements. In
addition, other claims exist for which the amount claimed and the potential range of loss could not
be determined.

B. Duty and Trade Refunds

There are various trade-related matters that fall wnder the jurisdiction of other federal agencies, such
as the Department of Commerce, which mayv result in refunds of duties, taxes. and fees collected by
CBP. Until a decision 1s reached by the other federal agencies. CBP does not have sufficient
information to estimate a contingent liability amount, if any, for trade-related refunds under
jurisdiction of other federal agencies in addition fo the amount accrued on the accompanying
financial statements. All known duty and trade refunds as of September 30, 2011 and 2010, have
been recorded.

C. Loaned Aircraft and Equipment

The Department is generally liable to DOD for damage or loss to aircraft on loan to CBP and
vessels on loan fo the US. Coast Guard. As of September 30, 2011 and 2010, CBP had 16 aircraft
and 17 aircraft, respectively, loaned from DOD with a replacement value of up to $23 million per
atreraft. As of September 30, 2011, the TS, Coast Guard had seven vessels on loan from DOD
with a total replacement value of $84 million.

D. Other Contractual Arrangements

In addition to future lease commitments disclosed in Note 19, the Department is committed under
confractual agreements for goods and services that have been ordered but not vet received
(undelivered orders) at fiscal vear-end. Aggregate undelivered orders for all Department activifies
are disclosed in MNote 30. In accordance with the Nafional Defense Authorization Act for Fiscal
Yeqr 1991 (Pub. L. 101-510), the Department is required to automatically cancel obligated and
mnobligated balances of appropriated fiunds five years affer a fimd expires. Obligations that have
nof been paid af the time an appropriation is cancelled may be paid from an unexpired appropriation
that is available for the same general purpose. As of September 30. 2011, DHS estimates total
pavments related to cancelled appropriations to be $242 million. of which $111 million for
contractual amrangements may require future funding,

TSA entered into a number of Letters of Intent for Modifications to Airport Facilities with 11 major
airports in which TSA may reimburse the airports up to 90 percent (estimated total of $1.5 billion)
of the costs to modify the facilities for security purposes. These letters of intent (LOI) would not
obligate TSA until funds have been appropriated and obligated. An LOI, though not a binding
commitment of federal fimding, represents TSA s intent to provide the agreed-upon funds in firure
vears if the agency receives sufficient appropriations to cover the agreement. TSA received

$200 million in both FY 2011 and FY 2010 (unaudited) to fund LOIs. These funds are available for
pavment to the airports upon approval by TSA of an invoice for the modification costs mcurmred. As
of September 30, 2011, TSA has received invoices or documentation for costs incurred totaling

$4 million for the invoices that have not yet been paid.
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Note 30: Undelivered Orders, Unpaid, End of Period

20. Undelivered Orders, Unpaid, End of Period

An unpaid undelivered order exists when a valid obligation has occurred and funds have been
reserved but the goods or services have not been delivered. Undelivered orders for the penods
ended September 30, 2011 and 2010, were $42.011 million (unaudited) and $43 445 million
(unaudited). respectively.

Excerpt from Required Supplementary Information

4. Risk Assumed Information

The Department has performed an analysis of the contingencies associated with the unearned
prenuum reserve for the NFIP. This FY 2011 estimate represents losses that mught occur in FY
2012 on policies that were in-force as of September 30, 2011. The calculafion utilizes the current
estimate of the long-term average loss vear, which includes an estimate of a rare but catastrophic
loss year. A large portion of the long-term average loss yvear 15 derived from those catastrophic
years.

The NFIP subsidizes rates for some classes of policyholders. These subsidized rates produce a
premuum less than the loss and loss adjustment expenses expected to be incurred during the long-
term average loss vear described above. Accordingly. there is a nisk that paid flood losses during
the remainder of the term for those subsidized policies will exceed the uneamned premium liability.

The underlving calculation estimates the amount of subsidy in the total rates, removes the expense
load, and applies the results fo the unearned premium reserve. A range 1s developed and applied to
the results of the calculation of unpaid expected losses by $525 to $575 million.

Actual flood losses are highly varnable from year to yvear. For the majority of years, the unearned
premuum reserve for the NFIP 1s adequate to pay the losses and expenses associated with the
unearned premuum. In those years with catastrophic flooding, the reserve and the average across all
vears will be madequate because of the subsidies mn premum levels.
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Excerpt from Management’s Discussion and Analysis

Developing and Implemeniing Risk-based Transportation Securify Strategies

DHS has made significant advances in nisk-based security since 9/11, focusing on
intelligence-driven layered security across all transportation modes. This approach emphasizes
pre-screeming for passengers and cargo, while focusing resources on those who pose the greatest
threat to the Nation's transportation networks. Advances include:

» Conducting baseline security assessments across aviation, maritime, and surface
transportation sectors;

Forging international consensus on listoric new global aviation standards;
Strengthening the secunty of the global supply chain;

Collecting and analyzing advanced passenger and cargo information; and
Supporting risk-based state and local prevention efforts.

Excerpt from the Message from the Deputy Chief Financial Officer

Since the Department stood up in 2003, we have worked diligently to strengthen
financial management to support our mission and to produce timely, reliable financial
data in support of a clean audit. We have developed strong policies and internal
controls and critical workforce training programs—fundamental building blocks for
effective financial management. Using the internal control tools provided by the DHS
Financial Accountability Act, we have established a culture of integrity, accountability,
and risk management in all that we do. From the start, we designed our corrective
actions to build on previous successes and to ensure we could sustain improvements
made in prior years. The results of the FY 2011 financial statement audit demonstrate
that DHS financial management continues to improve. Since FY 2005, the Department
has reduced material weaknesses in internal controls over financial reporting by half.

Excerpt from Other Accompanying Information

In early February 2011, the U.S. Citizenship and Immigration Services (USCIS) Office
of Security and Integrity (OSI) initiated a Risk Management Special Review to identify
current risk management efforts across USCIS, gauge their effectiveness, and
determine steps to be taken in order to coordinate and enhance enterprise risk
management at USCIS. A charter and work plan were prepared, and OSI formed the
Enterprise Risk Management Task Force. Staff members from OSI met with DHS risk
management officials, attended risk management training, created a database for the
project, and started a pilot risk management program within OSI. At the successful
conclusion of the pilot, OSI will form a USCIS-wide task force to explore
implementation of the program throughout USCIS.
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Excerpt from Other Accompanying Information (contd.)

Other accomplishments include appointment of a Senior Risk Executive to oversee the
development of the USCIS Risk Management Office and to represent USCIS within the
DHS Risk Management Office, and the completion of drafts currently under review by
the Enterprise Risk Management Task Force, including:

¢ Management Directive that establishes authorities, responsibilities, and
procedures;

e Process flow chart that outlines risk identification, mitigation, and information
lines of communication; and

¢ White paper that outlines a general approach to establishing a risk
management office and the steps necessary to establish an effective risk
management process within USCIS.
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Note 13: Contingencies

NOTE 13 — CONTINGENCIES

The Department is involved in various lawsuits incidental to its operations. Judgments resulting from litigation
against the Department are generally paid by the Department of Justice. In the opinion of management, the
ultimate resolution of pending litigation will not have a material effect on the Department’s financial position.

Excerpt from Note 18: Status of Budgetary Resources

E. Undelivered Orders

Undelivered orders at September 30, 2011 and 2010 were as follows.

(Dollars in thousands) 2011 2010
Undelivered orders & 11164 367 £ 12015527

Note 23: Material Concentration of Risk

NOTE 23 - MATERIAL CONCENTRATION OF RISK

The Division of Federal Employees' Compensation within the Office of Workers” Compensation Programs (OWCP)
administers the Federal Employees' Compensation Act (FECA) program and the payment of workers' compensation
benefits to federal and postal workers for employment-related injuries and occupational diseases. Federal agencies
and the U.S. Postal Service (USPS) reimburse the FECA Special Benefits Fund for payments made on behalf of their
workers. In Note 11, Future Waorkers” Compensation Benefits, the USPS liability as of September 30, 2011, of $12.2
hillion represents the largest portion of the total projected gross liability of the Federal government for future FECA
benefits attributed to other agencies of $29.6 billion as of September 20, 2011. In October 2011, the USPS timely
reimbursed the FECA Special Benefits Fund for costs incurred on their behalf during the 12 months ended June 30,
2011.

In the USPS FY 2011 quarterly report for the nine months ended June 30, 2011, USPS disclosed in the notes to their
unaudited interim financial statements that their liquidity was projected at critically low levels for all of FY 2012 and
that they had suspended certain of their employer defined benefit pension contributions to the Office of Personnel
Management in June 2011; USPS reported net losses of $5.7 billion for the nine months ended June 30, 2011 and
reported on their balance sheet as of June 30, 2011, that their largest noncurrent liability was $11.2 billion for the
long-term portion of workers’ compensation costs (out of $19.6 total noncurrent liabilities). USPS reported annual
losses of $8.5 hillion, $3.8 billion, and $2.8 billion for the fiscal years ended September 30, 2010, 2009, and 2008,
respectively.

The size of the USPS FECA liability and its share of the total FECA liability as of September 30, 2011 (as reported in
Note 11}, together with the USPS’ poor financial condition, represent a material concentration of risk for DOL.

° Available online at http://www.dol.gov/dol/aboutdol/main.htm#budget; last accessed June 4,2012.
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Excerpt from Other Accompanying Information — “Top Management Challenges”

In September 2010, ETA executed a contract for the services of 14 staff for 12 months to assist with grant
management activities for Recovery Act grants. These staff performed duties such as monitoring, audit resolution,
and reporting under Section 1512 of the Recovery Act.

ETA and the Department have taken steps to improve the way research is conducted, and ETA has reported that it
has taken several actions to address GAQ’s recommendations. The Department recently established the Chief
Evaluation Office to oversee department-wide research and evaluation efforts, and ETA stated it is formally
incorporating the routine involvement of the Chief Evaluation Officer into its research process. ETA also reported it
has begun involving outside experts in developing its research plan and it has made improvements to its Web-based
database for disseminating research and evaluation findings, including development of strategies to support
broader and more innovative marketing efforts for disseminating research and evaluation reports.

ETA has made design changes to the WIA Gold Standard Evaluation of the Adult and Dislocated Worker programs.
ETA expects to receive the first evaluation report (on implementation) during the winter of 2012-2013 and the final
report in 2015. Through this evaluation, ETA intends to measure the net impact of specific interventions, such as
the incremental effects of the intensive and training services provided to adults and dislocated workers. The multi-
year WIA Gold Standard is funded on an annual basis and is contingent on the availability of appropriated funding.
ETA completed and began field testing a draft data validation supplement to the Core Monitoring Guide used hy its
Federal project officers. The supplement includes a detailed appendix, or “Resource and Tool Guide,” for use by
Federal project officers. The appendix provides a step-by-step reference guide that provides the basis of training
specific to data validation overall. ETA also indicated that data validation has been included in staff performance
standards as one of the field activities required of Federal project officers.
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Note 18: Contingencies and Commitments

18. Contingencies and Commitments

(S IN MILLIONS)

Unfunded contingencies
Spent auclear fuel litigation
Other

Subtotal &= 1V

Funded contingencies

Other

Total contingencies and commitments

FY 2011 FY 2010

g 19,113 | § 15,382
34 66

$ 19,147 | § 15,448

28 33
$ 19,175 | § 15,481

The Department is a party in various administrative
proceedings, legal actions, and tort claims which may
ultimately result in settlements or decisions adverse to the
federal government. The Department has accrued
contingent liabilities where losses are determined to be
probable and the amounts can be estimated. Other
significant contingencies exist where a loss is reasonably
possible or where the loss is probable and an estimate
cannot be determined. In some cases, a portion of any loss
that may occur may be paid from Treasury's Judgment
Fund. The Judgment Fund is a permanent, indefinite
approepriation available to pay judgments against the
government. The following are significant contingencies:

SPENT NUCLEAR FUEL LITIGATION

In accordance with the NWPA, the Department entered
into contracts with more than 45 utilities in which, in
return for payment of fees into the NWF, the Department
agreed to begin disposal of spent nuclear fuel (SNF) by
January 31, 1998. Because the Department has no facility
available to receive SNF under the NWPA, it has been
unable to begin disposal of the utilities’ SNF as required by
the contracts. Significant litigation claiming damages for
partial breach of contract has ensued as a result of this
delay.

To date, 23 suits have been settled involving utilities that
collectively produce about 60 percent of the nuclear-
generated electricity in the United States. Under the terms
of the settlements, the Judgment Fund, 31 U.S.C. 1304, paid
£1.35 billion to the settling utilities for delay damages they
have incurred through September 30, 2011. In addition,
thirteen cases have been resolved by final judgments. Six
of those cases resulted in an award of no damages by the
trial court and seven cases resulted in a total of $378
million in damages to be paid for by the Judgment Fund.
The Judgment Fund paid $65 million in prior years for two
of those cases while four judgments totaling $221 million
were paid during FY 2011 including one payment for a
partial judgment. A $92 million payment for the thirteenth
judgment will occur in FY 2012.

The Department's spent nuclear fuel litigation liability is
updated to include the effects of final judgments and
settlements as well as payments to date from the Judgment
Fund. Additional payments under these settled and
adjudicated cases may be made if the utilities incur
additional costs before the Department permanently
disposes of the spent nuclear fuel. The Department
believes its assumptions and methodology provide a
reasonable basis for the contingent liability estimate.

1% Available online at http://www.energy.gov/about/budget.htm; last accessed June 4,2012.
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On March 7, 2011, the Department of Justice (DO]) notified
opposing counsel in the pending SNF cases of the terms
and conditions under which DO] would be willing to settle
those cases referred to below as New Settlements. The
terms and conditions are significantly different from those
contained in the pre-2011 settlements. While there are
numerous differences between the pre-2011 settlements
and New Settlements, the major difference is the use of the
SNF acceptance rate published in the 1987 Draft Mission
Plan to establish the government's liability under these
settlements, i.e., a 900 MTU annual acceptance rate under
the pre-2011 settlements versus a 3000 MTU annual
acceptance rate under the New Settlements.

Thirty five cases remain pending either in the Court of
Federal Claims or in the Court of Appeals for the Federal
Circuit. Liability is probable in these cases, and in many of
these cases orders have already been entered establishing
the government's liability and the only outstanding issue
to be litigated is the amount of damages to be awarded.
The industry is reported to estimate that damages for all
utilities with which the Department has contracts
ultimately will be at least $50 billion. The Department
believes that the industry's estimate is highly inflated and
that the disposition of the 49 cases that have either been
settled or subject to a judgment in the trial court suggests
that the government's ultimate liability is likely to be
significantly less than that estimate. Accordingly, based on
these settlement estimates, the total liability estimate is
$20.7 billion. After deducting the amount paid as of
September 30, 2011, under these settlements and asa
result of final judgments, a total of $1.6 billion, the
remaining liability is estimated to be approximately $19.1
billion. Under current law, any damages or settlements in
this litigation will be paid out of the Judgment Fund. The
Department’s contingent liability estimate for SNF
litigation is reported net of amounts paid to date from the
Judgment Fund.

The Department previously reported several
developments that made it difficult to reasonably predict
the amount of the government's likely liability. The courts
have since resolved that jurisdiction for these cases is
appropriate in the Court of Federal Claims and that the
government cannot assert the unavoidable delays defense,
under which, if it were applicable, the government would
not be liable for any damages. Furthermore, in fiscal year
2009 the President and the Secretary announced that the
repository at Yucca Mountain would not be opened and
established a Blue Ribbon Commission in January 2010 to
evaluate alternatives. Future determinations on how the
Department will meet its obligations under the standard
contracts could materially decrease or increase the spent
nuclear fuel litigation liability.

ALLEGED EXPOSURES TO RADIOACTIVE AND/OR
TOXIC SUBSTANCES

A number of class action and/or multiple plaintiff tort suits
hawve been filed against current and former DOE
contractors in which the plaintiffs seek damages for

.
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alleged exposures to radioactive and/or toxic substances
as a result of the historic operations of the Department’s
nuclear facilities. The most significant of these cases arise
out of operations of the facilities at Rocky Flats, Colorado;
Hanford, Washington; Mound, Ohio; and Brookhaven, New
York. Cellectively, in these cases, damages in excess of
$103 billion are sought.

These cases are being vigorously defended. Trials have
been held in the Rocky Flats litigation and the Hanford
litigation. In the Rocky Flats litigation, although the jury
returned a substantial verdict in favor of the plaintiffs, the
court of appeals vacated the judgment and remanded the
matter to the district court on terms favorable to the
defendants. The plaintiffs filed a petition for a writ of
certiorari in the United States Supreme Court which
defendants opposed. The Court recently called for the
views of the Solicitor General. In the Hanford litigation, the
parties agreed on trial for 12 “bellwether” plaintiffs. Six
“bellwether” plaintiffs’ claims were dismissed on pre-trial
dispositive motions. Following the “bellwether” trials, the
jury found in favor of two plaintiffs, and found in favor of
the defendants with respect to the remaining four
plaintiffs. The court of appeals affirmed the relatively
small judgments in favor of two successful “bellwether”
plaintiffs, vacated defense verdicts in favor of three
“bellwether” plaintiffs’ claims, and remanded to the district
court for further proceedings. Proceedings on the
remaining Hanford plaintiffs’ claims are now continuing
through court-ordered mediation and trials.

HANFORD SITE NATURAL RESOURCES DAMAGES

The Confederated Tribes of the Yakama Nation filed suit in
September 2002 against DOE and the Department of
Defense alleging natural resources damages (NRD) in the
1100 area of the Hanford site. The Yakama have since
amended their complaint to add the 100 and 300 areas to
the suit, alleging additional natural resources damages. In
addition, the States of Washington and Oregon, as well as
the Confederated Tribes of the Umatilla and the Nez Perce
tribe, have joined the suit. The case is in pre-trial phase.
The district court has denied the government's motion to
dismiss two of the plaintiffs’ claims on the ground that
they are notripe, but has stayed any proceedings on one of
those claims. The case remains stayed while settlement
negotiations continue. Potential losses to the Department
cannot be estimated at this time.

CLEANUP AND WASTE DISPOSAL AT WEST VALLEY

The State of New York filed a complaint for a declaratory
judgment and monetary relief, raising claims under the
Comprehensive Environmental Response, Compensation,
and Liability Act (CERCLA), the West Valley Demonstration
Project Act (WVDPA), and the NWPA. This case involves a
dispute between the Department and the State of New
York concerning their respective obligations for cleanup
and waste disposal at West Valley. The parties have
recently agreed upon a tentative settlement of these claims
that includes claims under the WVDPA for which Congress
previously allocated a 90% share for the federal
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government in 1980. Additionally, the settlement only
determines cost allocation and not actual clean-up costs, as
those decisions will be made pursuant to separate
processes.

On July 1, 2010, the parties filed respective motions to
approve and enter the Consent Decree which the court
later approved. The Consent Decree makes no decisions
with respect to the actual cleanup actions for the West
Valley Demenstration Project (WVDP) and/or the Western
New York Nuclear Services Center (Center). Instead, the
Consent Decree commits the United States and New York
to follow a complex cost allocation formula for all future
actions at the WVDP and the Center, based entirely on the
final actions selected by the parties via the appropriate
public process. The Consent Decree did not resolve a claim
for liability of the high-level radioactive waste disposal fee
pursuant to NWPA. Briefing of this claim has been stayed
pending scheduling of briefing by the court. If the State of
New York pursues this claim, the United States will file a
Motion to Dismiss on multiple grounds. While we are
confident that our Motion to Dismiss will prevail, it is
extremely difficult to estimate the possible financial risks
to the Department. If an adverse outcome occurs, the
estimated loss could be approximately $325 million.

REFUNDS TO UTILITY COMPANIES

The Bonneville Power Administration (BPA) and the
Western Area Power Administration (WAPA) were parties
to proceedings at the Federal Energy Regulatory
Commission (FERC) that sought refunds for sales into
markets operated by the California Independent System
Operator (IS0) and the California Power Exchange (PX)
during the California energy crisis of 2000-2001. BPA
along with a number of other governmental utilities
challenged FERC's refund authority over governmental
utilities. In BPA v. FERC, 422 F.3d 908 (9% Cir. 2005) the
Court found that governmental utilities, like BPA and
WAPA, were not subject to FERC's statutory refund
authority. As a consequence of the Court's decision, three
California investor-owned utilities along with the State of
California filed breach of contract claims in the U.S. Court
of Federal Claims against BPA and WAPA. The complaints,
filed in March of 2007, alleged that BPA and WAFPA were
contractually obligated to pay refunds on transactions
where the agencies received amounts in excess of
mitigated market clearing prices established by FERC. The
plaintiffs’ contractual breach is premised upon a FERC
finding that it retroactively reset the prices under the ISO
and PX tariffs when it established these mitigated market
clearing prices. BPA and WAPA have separately appealed
to the Ninth Circuit Court the FERC finding that it
retroactively reset the tariff prices. The plaintiffs’ claims
for relief exceed $300 million. A trial on the liability
portion of plaintiff's contractual breach claim commenced
in July 2010 and concluded in August 2010. Post trial
briefs were filed during fall 2010 and closing arguments
were held in February 2011. The damages phase of the
case will be tried only after the Court rules on the liability

.
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portion. No date has been scheduled for the damages
phase.

EASEMENT ON GOVERNMENT LAND TO CREATE A
WIND FARM

Plaintiff MNS Wind Company filed a complaint in the U.S.
Court of Federal Claims alleging that the Department
unlawfully terminated an agreement that would have
granted MNS an easement on government land to
construct turbines for the purpose of creating a wind farm
at the Nevada Test Site. On June 22, 2011, following a
2009 opinion of the court finding the government liable,
but prior to the anticipated scheduling of a trial on
damages, the case was settled for $1.8 million.

PADUCAH AND PORTSMOUTH NATURAL RESOURCE
DAMAGES

As a result of releases of hazardous substances at the
Paducah and Portsmouth Sites, the States of Ohio and
Kentucky have potential claims against DOE under
CERCLA for damages to natural resource (e.g., ground
water) caused by such releases. DOE has had preliminary
discussions with Ohio about a possible settlement of its
claims for natural resource damages at the Portsmouth
site. Kentucky has indicated that it desires a “tolling”
agreement with respect to potential claims for natural
resource damages at the Paducah site. A tolling agreement
would suspend the statute of limitations for the filing of
the state's claims for a mutually agreeable period of time.
The Department will continue its discussions with the
states about their potential claims for natural resource
damages. Although the Department will be liable for at
least some natural resource damages at the sites, it is
unable to prepare an estimate of such damages and has not
included a provision for damages in the consolidated
financial statements.

LITIGATION ARISING FROM THE ADMINISTRATION'S
DECISION TO ABANDON THE YUCCA MOUNTAIN
REPOSITORY LICENSING

Actions were filed relating to the Department’s decision to
withdraw with prejudice its pending application before the
Nuclear Regulatory Commission (NRC) for a construction
authorization to build a repositery at Yucca Mountain,
Nevada. One of these actions was filed with the NRC
challenging the Department’s motion to withdraw with
prejudice the license application for construction of Yucca
Mountain. The other six actions were filed in the U.S. Court
of Appeals for the District of Columbia.

The NRC's hearing tribunal, the Atomic Safety and
Licensing Board, issued an order that denied DOE’s motion
to withdraw its license application. In June of 2010, the
Commission, the body with final authority over NRC
decision-making invited briefing from the Department and
others on whether it should review and reverse, or uphold,
the Board's decision. On September 9, 2011, the
Commission issued its decision in which the Commission
(1) announced it was split evenly on the question whether
the NRC's Atomic Safety and Licensing Board had properly
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refused to allow the Department’s motion to withdraw the
Yucca Mountain construction license application with
prejudice, and (2) unanimously held that “budgetary
limitations” required the Board to dispose of pending
matters by the end of the 2011 fiscal year and to document
the history of the adjudicatory process. On September 30,
2011, the Board issued a memorandum and order
suspending the licensing proceeding due to uncertainty
regarding the awvailability of future appropriations from the
Nuclear Waste Fund to pay for future proceedings and a
lack of staff to continue the proceeding since the
President's fiscal year 2012 budget request for Yucca
Mountain high-level waste activities did not include a
request for any full-time equivalent positions.

In 2010, four petitions for review were filed in the U.S.
Court of Appeals for the District of Columbia Circuit
relating to the Department’s withdrawal motion filed with
the NRC, which the court later consolidated for future
litigation. The petitioners alleged they suffered harm so
long as high level nuclear waste is stored at DOE facilities
located in the States of South Carolina and Washington
(the Savannah River and Hanford facilities, respectively).
They alleged that, if a permanent geologic repository at
Yucca Mountain, Nevada, were constructed and operated,
the waste stored in South Carolina and Washington would
eventually be transported to, and disposed of in, the Yucca
Mountain repository.

In those actions, the government's response brief was due
July 28, 2010, but that same day, the court granted the
government’'s motion to vacate the briefing schedule until
resolution of the administrative litigation pending before
the NRC. The court later set a briefing schedule and on
January 3, 2011, the government filed its brief. Oral
argument was held on March 22, 2011 and on July 1, 2011,
the court ruled that because the petitioners’ claims were
not ripe for adjudication, the court could not decide the
claims and dismissed all petitions for lack of jurisdiction.

In two additional matters related to the Yucca Mountain
license withdrawal, two nuclear utility trade groups
sought to review, remand or vacate the Department's
decision (1) not to suspend the utility quarterly payments
into the Nuclear Waste Fund until there was a final
program to implement spent nuclear waste disposal and
(2) not to undertake a prompt review of the fee adequacy
in light of the termination of the Yucca Mountain licensing.
The court consolidated these petitions and set oral
argument for December 6, 2010. However, on November 1,
2010, Secretary Chu issued his determination that based
on review of the fee adequacy, there was no “reasonable
basis at this time" to propose an adjustment to the fee. The
court cancelled oral argument and dismissed the action as
moot on December 13, 2010.

After the court dismissed the trade groups’ first fee review
challenge, in 2011, they filed new petitions that were later
consolidated, this time seeking review of the Secretary’s
November 1, 2010 determination that no adjustment to

.
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the fee was required. In these actions, the petitioners and
the government have filed their opening briefs and oral
arguments are set for January 12, 2012.

PURCHASE POWER AND TRANSMISSION
COMMITMENTS AND IRRIGATION ASSISTANCE

The PMAs have entered into commitments to sell expected
generation for future dates. When the PMAs forecasta
resource shortage based on expected obligations and the
historical record, they take a variety of steps to cover the
shortage. If appropriate, the PMAs will enter into long-
term commitments to purchase power for future delivery.
The PMAs record expenses associated with these
purchases in the periods that power is received.

As directed by legislation, BPA is required to make cash
distributions to Treasury for original construction costs of
certain Pacific Northwest irrigation projects that have
been determined to be beyond the irrigators’ ability to pay.
These irrigation distributions do not specifically relate to
power generation. In establishing power rates, particular
statutory provisions guide the assumptions that BPA
makes as to the amount and timing of such distributions.
Accordingly, these distributions are recorded as program
costs when paid. Future irrigation assistance payments
are scheduled over a maximum of 66 years since the time
the irrigation facilities were completed and placed in
service. BPA is required by the Grand Coulee Dam - Third
Power Plant Act to demonstrate that reimbursable costs
will be returned to the Treasury from BPA within the
period prescribed by law. BPA is required to makea
similar demonstration for the costs of irrigation projects to
the extent the costs have been determined to be beyond
the irrigators’ ability to repay. These requirements are
met by conducting power repayment studies including
schedules of distributions at the proposed rates to
demonstrate repayment of principal within the allowable
repayment period. Irrigation assistance excludes $40.3
million for Teton Dam, which failed prior to completion
and for which BPA has no obligation to recover these costs.

The following table summarizes future purchase power
and transmission commitments and irrigation assistance.
The table includes firm purchase power agreements of
known cost that are currently in place to assist in meeting
expected future obligations under long-term power sales
contracts.

FISCAL YEAR PURCHASEPOWER  IRRIGATION

($ IN MILLIONS) AND TRANSMISSION  ASSISTANCE

2012 258 1
2013 236 139
2014 159 62
2015 101 85
2016 86 117
2017+ 219 2,599

Total $ 1,059 | 8 3,003
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The Northwest Power Act directs BPA to protect, mitigate
and enhance fish and wildlife resources to the extent they
are affected by federal hydroelectric projects on the
Columbia River and its tributaries. BPA makes
expenditures and incurs other costs for fish and wildlife
projects that are consistent with the Northwest Power Act
and that are consistent with the Pacific Northwest Power
and Conservation Council's Columbia River Basin Fish and
Wildlife Program. In addition, certain fish species are listed
under the Endangered Species Act (ESA) as threatened or
endangered. BPA is financially responsible for
expenditures and other costs arising from conformance

with the ESA and certain biological opinions (BiOp)
prepared by the National Oceanic and Atmospheric
Administration Fisheries Service (N0AA) and the U.5. Fish
and Wildlife Service in furtherance of the ESA. BPA's total
commitment including timing of payments under the
Northwest Power Act, ESA, and BiOp is not fixed or
determinable. However, the current estimate of long-term
fish and wildlife agreements with a contractual
commitment which BPA has entered is $1.03 billion. These
agreements will expire at various dates between fiscal
years 2018 and 2025.

Excerpt from Note 26: Combined Statements of Budgetary Resources

FY 2011 FY 2010

DETAILS OF UNPAID OBLIGATIONS (§ IN MILLIONS)
Undelivered orders

Accounts payable and other liabilities

(Note 3)

Total unpaid obligations

$ 45,709 | § 49,594
8.175 8.051

s 53,884 | § 57,645

(
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Excerpt from Note 1: Summary of Significant Accounting Policies

L. CONTINGENCIES:

The criteria for recognizing contingencies for claims are (1) a

past event or exchange transaction has occurred as of the date of
the statements; (2) a future outflow or other sacrifice of resources
is probable; and (3) the future outflow or sacrifice of resources is

measurable (reasonably estimatable). DOT recognizes material
contingent liabilities in the form of claims, legal actions,
admimstrative proceedings and environmental suits that have
been brought to the attention of legal counsel, some of which
will be paid by the Treasury Judgment Fund. It is the opinion
of management and legal counsel that the ultimate resolution

of these proceedings, actions and claims, will not materially
affect the financial position or results of operations.

Note 17: Commitments and Contingencies

1 W 1 ne Til Wdd T .
NOTE 17. COMMITMENTS AND CONTINGENCIES:
Information pertaining to legal claims is not availableat this time
LEGAL CLAIMS:
As of September 30, 2011 and 2010, DOT’s contingent liabilities,
in excess of amounts accrued, for asserted and pending legal
claims reasonably possible of loss were estimated at $86.6 million
and $92 1 million, respectively. DOT does not have material
amounts of known unasserted claims.

In October 2010, the Governor of New Jersey cancelled a major
project with FTA  the Access to Regions’ Core (ARC) Tunnel The
amount owed was $271 million In September 2011, a $95 million
settlement was reached between DOT, FTA management and the
State of New Jersey. Terms of the settlement require the State
of New Jersey to repay FTA $95 million over a five year period
beginning in FY 2012

GRANT PROGRAMS:

FHWA pre-authorizes states to establish construction budgets with-
out having recerved appropriations from Congress for such projects.
FHWA does not guarantee the ultimate funding to the states for
these “Advance Construction™ projects and, accordingly, does not
obligate any funds for these projects. When funding becomes
available to FHWA  the states can then apply for reimbursement of
costs that they have incurred on such projects, at which fime FHWA
can accept of reject such requests. For the fiscal vear ended
September 30, 2011 and 2010 FHWA has pre-authorized $41 4
billion and $40.2 billion, respectively, under these arrangements.
These commitments have not been recognized in the DOT
consolidated financial statements at September 30, 2011 and 2010.

FTA executes Full Funding Grant Agreements (FFGASs) under
its Capital Investment program (New Starts) authonzing transit
authomties fo establish project budgets and incur costs with their
own funds in advance of Congress appropriating New Starts
funds to the project. As of September 30, 2011 and September
30, 2010, FTA had approximately $1.6 billion and $1.87 billion
respectively, in funding commitments under FFGAs, which
Congress had not yet appropriated. Congress must first provide
the budget authority (appropriations) to allow FTA to incur ob-
ligations for these programs. Until Congress appropriates funds.
FTA 15 not liable to grantees for any costs incurred. There 15 no
liability related to these commitments reflected in the DOT con-
solidated financial statements at September 30, 2011 and 2010.

FAA's Airport Improvement Program provides grants for the
planning and development of public-use airports that are included
m the National Plan of Integrated Airport Systems. Eligible projects
generally include improvements related to enhancing arport safefy,
capacity, security and environmental concerns. FAA's share of
eligible costs for large and medium primary hub airports is 75
percent with the exception of noise program implementation,
which is 80 percent of the eligible costs. For remaining airports
(small primary. reliever, and general aviation airports), FAA's
share is 95 percent of the eligible costs.

" Available online at http://www.dot.gov/about.html#perfbudgplan: last accessed June 4,2012.
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Note 17: Commitments and Contingencies (contd.)

NOTE 17, CONTD

FAA has authority under 49 TU.5.C. 47110(¢) to issue letters of in-
tent to enter into Airport Improvement Program grant agreements.
FAA records an obligation when a grant is awarded. Through
September 30, 2011, FAA issued letters of intent covering FY
1988 through FY 2026 totaling $7.5 billion. As of September 30,
2011, FAA had obligated $5.5 billion of this total amount leaving
$2 billion unobligated. Through September 30, 2010, FAA issued
letters of intent covering FY 1988 through FY 2026 totaling $6.5
billion. As of September 30, 2010, FAA had obligated $5 .2 bil-
lion of this total amount, leaving $1 3 billion unobligated.

AVIATION INSURANCE PROGRAM:

FAA is authorized to issue hull and Liabality insurance under the
Aviation Insurance Program for air carrier operations for which
commercial insurance is not available on reasonable terms
and when confinuation of 115 flag commercial air service is
necessary in the interest of air commerce, national security, and
U.5. foreign policy. FAA may issue (1) non-prenuum insurance,
and (2) premium insurance for which a risk-based premium is
charged to the air carrier, to the extent practical

Dning FY 2011, FAA provided preminm war-risk insurance

fo 55 amrlines. For these airlines, combined hull and liability per
occufrence coverage limits range from $100 million fo $4 billion.
FAA also provided non-prenium war-risk msurance to 36 carriers
with 1,590 aircraft for Department of Defense charter operations
for Central Command.
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Note 17: Commitments and Contingencies (contd.)

MARINE WAR RISK INSURANCE PROGRAM:

MARAD is authorized to issue hull and liability insurance under
the Marine War Risk Insurance Program for vessel operations for
which commercial insurance is not available on reasonable terms
and conditions, when the vessel 15 considered to be in the mnferest
of national defense or national economy of the United States.
MARAD may 1ssue (1) premuium based insurance for which a nisk
based premium is charged and (2) non-premium insurance for
vessels under charter operations for the Military Sealift Command.

Duning FY 2011, MARAD wrote non-prenum war sk insurance
with a total coverage of $448_5 million for six companies on
six vessels and the coverage ranges from $52 million to $84.5
million to cover hull liability and vessel’s crew. During FY 2010,
MARAD wrote non-premium war risk insurance with a total cov-
erage of $396.5 million for five companies on five vessels and
the coverage ranges from $66 million to $84.5 million to cover
hull liability and vessel's crew. The Department of Defense has
fully indemmified MARAD for any losses arising out of the non-
premium insurance. There have been no losses and no claims

are outstanding for this non-premium insurance. There is approx-
imately $45 million in the Marine War Risk Insurance fund to
reimburse operators that may be covered by premium insurance
i future periods. MARAD has not 1ssued premium War Risk
Insurance in approximately 20 years. MARAD would have to
request Presidential authonity to write any premuum insurance and
no such request 1s pending at this time.

The Department of Defense has agreed to indemnify MARAD
for any claims arising under non-premium insursance. As of

September 30, 2011, there are no outstanding claims for either
premum of NON-Premnum INsUrance.
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Note 17: Commitments and Contingencies (contd.)

ENVIRONMENTAL LIABILITIES:

As of September 30, 2011, FAA has estimated confingent liabilities,
categorized as reasonably possible of $158.6 million related

to environmental remediation. Contingency costs are defined

for environmental hiabilities as those costs that may result from
mcomplete design unforeseen and unpredictable conditions or
uncertainties withm a defined project scope.

NATIONAL RAILROAD PASSENGER SERVICE CORPORATION
(AMTRAK)

The United States and the Department are not at risk if Amtrak
fails and they do not guarantee the mdebtedness of Amitrak,
whose debt 15 secured primanly by assets of the corporation
Amtrak has been operating with an accumulated deficit and is

dependent upon appropriations from Congress to continue opera-
tions. Amtrak has been recerving federal funds from Congress

through the Department since 1981. For FY 2011 and FY 2010,
the Department issued grants to Amtrak for $2 billion and

$2.2 billion, respectively. These grants were for both operating
and capital improvements. Refer to Note 1W (Significant
Accounfing Policies) for additional information.
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Note 17: Commitments and Contingencies (contd.)

The Passenger Rail Investment and Improvement Act of 2008
(PRIIA) stipulated that the United States Department of Treasury
(“Treasury™) in consultation with the DOT and Amfrak, may
make agreements to restructure (including repay) Amirak’s
indebtedness, mcluding leases, outstanding as of the date of
enactment of PRITA  Under this provision Treasury and DOT
entered into a Memorandum of Understanding (MOLU) consulted
and acknowledged by Amtrak to restructure and enable Amifrak
to exercise certain early buyout options on selected Amitrak leases.

The effective date of the MOU is October 15, 2010 and shall re-
main in force until July 1, 2013. Dunng the three year period of
the MOU. prior to any amounts being paid, the equipment must
be operable and appraised at a fair market value. Treasury will
then advance to FRA for the benefit of Amtrak the lesser of the
amounts shown on the schedule attached to the MOU (not to ex-
ceed $420 million) or the amounts due and payable with respect
to termination of selected leases. In FY 2011, $51 million was
paid to FRA for the benefit of Amtrak The estimates for FY 2012
and FY 2013 are $124 8 million and $244 million, respectively.

Excerpt from Note 21: Combined Statement of Budgetary Resources

NOTE 21

Available Contract Authority at year-end 526,852 7117 | 526432116
Available Borrowing Authority at year-end $1,356 282 £2 603,647
Undelivered Orders at year-end $109,518,183 | $106,634,834

The amounts reported for undelivered orders only include balances
obligated for goods and services not delivered and does not

include prepayments.
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Excerpt from Note 1: Summary of Significant Accounting Policies

Contingencies

A loss contingency is an existing condition, situation, or set of circumstances involving uncertainty as to
possible loss to the HHS. The uncertainty should ultimately be resolved when one or more future events
occur or fail to occur. The likelihood that the future event or events will confirm the loss or the incurrence
of a liability can range from probable to remote. SFFAS No. 5, Accounting for Liabilities of the Federal
Government, as amended by SFFAS No. 12, Recognition of Contingent Liabilities from Litigation, contains
the criteria for recognition and disclosure of contingent liabilities.

The HHS and its components could be parties to various administrative proceedings, legal actions, and
claims brought by or against it. With the exception of pending, threatened, or potential litigation, a
contingent liability is recognized when a past transaction or event has occurred, a future outflow or other
sacrifice of resources is more likely than not to occur, and the related future outflow or sacrifice of
resources is measurable. For pending, threatened, or potential litigation, a contingent liability is recognized
when a past transaction or event has occurred, a future outflow or other sacrifice of resources is likely to
occur, and the related future outflow or sacrifice of resources is measurable.

12 Available online at http://www.hhs.gov/afr/: last accessed June 4, 2012.
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Note 14: Contingencies and Commitments

Note 14. Contingencies and Commitments

The HHS is a party in various administrative proceedings, legal actions, and tort claims which may
ultimately result in settlements or decisions adverse to the federal government. The HHS has accrued
contingent liabilities where a loss is determined to be probable and the amount can be estimated. Other
contingencies exist where losses are reasonably possible, and an estimate can be determined or an
estimate of the range of possible liability has been determined.

(in Millions) 2011 2010

Medicaid Audit and Program Disallowances § 3016 $ 5391
Vacecine Injury Compensation Program 607 588
Total Contingencies § 3623 $ 6079

Medicaid Audit and Program Disallowances

The Medicaid amount for FyY 2011 of $3.0 billion ($5.4 billion in FY 2010) consists of Medicaid audit and
program disallowances of $1.0 billion ($0.9 billion in FY 2010) and of $2.0 billion {$4.5 billion in FY 2010)
for reimbursement of State Plan amendments. Contingent liabilities have been established as a result of
Medicaid audit and program disallowances that are currently being appealed by the States. In all cases, the
funds have been returned to the HHS. The HHS will be required to pay these amounts if the appeals are
decided in favor of the States. In addition, certain amounts for payment have been deferred under the
Medicaid program when there is a reasonable doubt as to the legitimacy of expenditures claimed by a
State. There are also outstanding reviews of the State expenditures in which a final determination has not
been made.

Vaccine Injury Compensation Program (VICP)

The VICP is administered by HRSA and provides compensation for vaccine-related injury or death. The
£0.6 billion ($0.7 billion in FY 2010) VICP liability represents the estimated future payment value of injury
claims outstanding for VICP as of September 30, 2011.

Obligations Related to Canceled Appropriations

Payments may be required of up to one percent of current year appropriations for valid obligations incurred
against prior year appropriations that have been canceled pursuant to the National Defense Authorization
Act of 1991 (P.L. 101-150). The total payments related to canceled appropriations are estimated at

$1.1 billion and $1.3 billion as of September 30, 2011, and 2010, respectively.

Appeals at the Provider Reimbursement Review Board

Other liabilities do not include all provider cost reports under appeal at the Provider Reimbursement Review
Board (PRRB). The monetary effect of those appeals is generally not known until a decision is rendered.
However, historical cases that have been appealed and settled by the PRRB are considered in the
development of the actuarial Medicare incurred but not reported (IBNR) liability, resulting in a projected
liability for the 6,683 cases (7,833 in FY 2010) remaining on appeal as of September 30, 2011. In FY 2011,
a total of 821 new cases were filed (1,384 in FY 2010). The PRRB rendered decisions on 122 cases in

FY 2011 (144 in FY 2010); and 1,863 additional cases (1,395 in FY 2010) were dismissed, withdrawn, or
settled prior to an appeal hearing. The PRRBE receives no information on the value of these cases that are
settled prior to a hearing.
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Note 17: Apportionment Categories of Obligations Incurred and Undelivered Orders

Note 17. Apportionment Categories of Obligations Incurred and
Undelivered Orders

2011
{in Millions Direct Reimbursakle Total
Cateqory A (Distributed by Quarter) 3 94512 5 650 5 101472
Category B (Restricted and Distributed by Activity) B34,981 4 35403
Exemgt from Apporionment 526,657 - 528 65T
Total Obligations Incurred $ 1,29,150 $ 7382 $ 1,263532
2010
(in Millions Direct Reimbursable Total
Category A (Distributed by Quarier) 3 102 622 $ T106 3 108, 726
Cateqory B (Restricted and Distributed by Activity) 610,334 430 610,824
Exemgt from Apportionment 478,053 . 479,053
Total Obligations Incurred 5 1,192,009 NED § 1,199,605

Obligations incurred consist of expended authority and the change in undelivered orders. OMBE has
exempted CMS from the Circular No. A-11, Preparation, Submission and Execution of the Budget,
reguirement to report Medicare'’s refunds of prior year obligations separately from refunds of current year
obligations on the SF-133, Report on Budget Execution and Budgetary Resources,

Undelivered Orders include obligations that hawve been issued but are not yet drawn down, and goods and
services ordered that have not been received. HHS reported £95.1 billion of budgetary resources obligated
for undelivered orders as of September 30, 2011, and $99.9 billion as of September 30, 2010,
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Note 21. Contingencies
Guaranty Agencies

The Department can assist guaranty agencies experiencing financial difficulties by various
means. No provision has been made in the principal statements for potential liabilities
related to financial difficulties of guaranty agencies because the likelihood of such
occurrences cannot be estimated with sufficient reliability.

Federal Perkins Loan Program Reserve Funds

The Federal Perkins Loan Program is a campus-based program that provides financial
assistance to eligible postsecondary school students. In FY 2011, the Department provided
funding of 82.6 percent of the capital used to make loans to eligible students through
participating schools at 5 percent interest. The schools provided the remaining 17 .4 percent
of program funding. For the latest academic year ended June 30, 2011, approximately 459
thousand loans were made, totaling approximately $853.9 million at 1,505 institutions,
averaging $1,859 per loan. The Department’s share of the Federal Perkins Loan Program
was approximately $6.6 billion as of June 30, 2011.

In FY 2010, the Department provided funding of 82.5 percent of the capital used to make
loans to eligible students through participating schools at 5 percent interest. The schools
provided the remaining 17.5 percent of program funding. For the academic year ended
June 30, 2010, approximately 441 thousand loans were made, totaling approximately
$816.4 million at 1,540 institutions, averaging $1,852 per loan. The Department’s share of
the Federal Perkins Loan Program was approximately $6.6 billion as of June 30, 2010.

Federal Perkins Loan Program borrowers who meet statutory eligibility requirements—such
as those who provide service as teachers in low-income areas or as Peace Corps or
AmeriCorps VISTA volunteers, as well as those who serve in the military, law enforcement,
nursing, or family services—may receive partial loan forgiveness for each year of qualifying
service. In these circumstances, a contingency is deemed to exist. The Department may be
required to compensate Federal Perkins Loan Program institutions for the cost of the partial
loan forgiveness.

Litigation and Other Claims

The Department is involved in various lawsuits incidental to its operations. In the opinion of
management, the ultimate resolution of pending litigation will not have a material effect on
the Department’s financial position.

Other Matters

Some portion of the current-year financial assistance expenses (grants) may include funded
recipient expenditures that are subsequently disallowed through program review or audit
processes. In the opinion of management, the ultimate disposition of these matters will not
have a material effect on the Department’s financial position.

'3 Available online at http://www.ed.gov/about/reports/annual/?src=In; last accessed June 4,2012.
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Excerpt from Note 15: Statement of Budgetary Resources

Undelivered Orders at the End of the Period
Undelivered orders, as of September 30, 2011 and 2010, consisted of the following:

Undelivered Orders
(Dwollars in Millicns)

2011 2010
Budgetary 3 68,223 5 90,281
MNon-Budgetary 161,016 147,260
Undelivered Orders {(Unpaid) 5 229,239 $ 237,51

Undelivered orders at the end of the period, as presented above, will differ from the
undelivered orders included in the Net Position, Unexpended Appropriations. Undelivered
orders for trust funds, reimbursable agreements, and federal credit financing and liquidating
funds are not funded through appropriations and are not included in Net Position. (See
MNote 12)
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Excerpt from Note 1: Summary of Significant Accounting Policies

W. CREDIT RISK

Credit risk is the potential, no matter how remote, for financial loss from a failure of a borrower or counterparty to
perform in accordance with underlying contractual obligations. The Department takes on possible credit risk when it
makes direct loans or credits to foreign entities or becomes exposed to institutions which engage in financial transactions
with foreign countries (Note 10). Given the history of the Department with respect to such exposure and the financial
policies in place in the U.S. Government and other institutions in which the United States participates, the Department’s

expectation of credit losses is nominal.

The Department also takes on credit risk related to the following: committed but undisbursed direct loans; its liquidity
commitment to the GSEs; its MBS portfolio; its GSE obligations obtained under the HFA Initiative (the NIBP and TCLP);
investments, loans, and other credit programs of the TARP; its programs including the CDFI fund, SELF, and certain
portions of the Department’s participation in the IMF; and its Terrorism Risk Insurance Program. Except for the
Terrorism Risk Insurance Program, these activities focus on the underlying problems in the credit markets, and the
ongoing instability in those markets exposes the Department to potential costs and losses. The extent of the risk assumed
by the Department is described in more detail in the notes to the financial statements, and, where applicable, is factored

into credit reform models and reflected in fair value measurements (Notes 7, 8, and 11).

In addition, for EESA programs, the statute requires that the budgetary costs of the troubled assets and guarantees of
troubled assets be caleulated by adjusting the discount rate for market risks. Within the TARP programs, the Department
has invested in many assets that would traditionally be held by private investors and their valuation would inherently
include market risk. Accordingly, for all TARP direct loans, equity investments, and other credit programs, the
Department caleulates a Market Risk Adjusted Discount Rate (MRADR). Therefore, the Department’s cost estimates for
the TARP programs are adjusted for unexpected loss and the estimated risk of expected cash flows. Under SFFAS No. 2,
including market risk in the cash flow estimates is consistent with the type of assets being valued. The inclusion of the
MRADR is the mechanism for deriving a fair value of the assets. As directed by Congress, a MRADR is also used in the
credit reform model for certain portions of the Department’s participation in the IMF.

% Available online at http://www.ustreas.gov/offices/management/dcfo/accountability-reports/index.shtmi:
last accessed June 4, 2012.
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Excerpt from Note 7: Troubled Asset Relief Program — Credit Program Receivables, Net

VALUATION METHODOLOGY

The Department applies the provisions of SFFAS No. 2 as amended, to aceount for direct loans, equity investments, and
other credit programs. This standard requires measurement of the asset or liability at the net present value of the
astimated future cash flows. The cash-flow estimates for each transaction reflect the actual structure of the instruments.
For each of these instruments, analytical cash-flow models generate estimated cash flows to and from the Department
over the estimated term of the instrument. Further, each cash-flow model reflects the specific terms and conditions of
the program, technical assumptions regarding the underlying assets, risk of default or other losses, and other factors as
appropriate. The models also incorporate an adjustment for market risk to reflect the additional return required by the
market to compensate for variability around the expected losses reflected in the cash flows (the “unexpected loss™).

The adjustment for market risk requires the Department to determine the return that would be required by markat
participants to enter into similar transactions or to purchase the assets held by the Department. Accordingly, the
measurement of the assets attempts to represent the proceeds expected to be received if the assets were sold to a market
participant in an orderly transaction. The methodoleogy employed for determining market risk for equity investments
generally involves a calibration to market prices of similar securities that results in measuring equity investments at fair
value. The adjustment for market risk for loans is intended to capture the risk of unexpected losses, but not intended to
represent fair value, i.e. the proceeds that would be expected to be received if the loans were sold to a market participant.
The Department uses market obsarvable inputs, when available, in developing cash flows and incorporating the
adjustment required for market risk. For purposes of this disclosure, the Department has classified the various

investments as follows, based on the observability of inputs that are significant to the measurement of the asset:

Quoted Prices for Identical Assets: The measurement of assets in this classification is based on direct market

quotes for the specific asset, e.g. quoted prices of common stock.

Significant Observable Inputs: The measurement of assets in this classification is primarily derived from market
observable data, other than a direct market quote, for the asset. This data could be market quotes for similar assets for

the same entity.

Significant Unebservable Inputs: The measurement of assets in this classification is primarily derived from inputs
which generally represent management’s best estimate of how a market participant would assess the risk inherent in the

asset. These unobservable inputs are used because there is little to no direct market activity.

{ Tab E - Risk Assumed, Attachment 1 Page A77

)|
J





Attachment 1 — Excerpts from Agency Financial Reports

Department of Treasury FY 2011 Agency Financial Report (contd.)

Excerpt from Note 7: Troubled Asset Relief Program — Credit Program Receivables, Net

(contd.)

The table below displays the assets held as of September 30, 2011 and 2010, by the observability of inputs significant to

the measurement of each value (in millions);

Quoted
Prices for Significant Significant

Identical  Observable Unobservable 2011
Program Assets Inputs Inputs Total
Capital Purchase Program 8 202 § - 8% 12240 $ 12,442
American International Group, Ine. Investment Program 21,076 9,204 - 30,370
Auntomotive Industry Finaneing Program 10,001 - =747 17,838
Consumer and Business Lending Initiative, which includes
TALF, SBA 7 (a) securities and CDCI - 126 951 1,077
Public-Private Investment Program - - 18,377 18,37
Asset Guarantee Program - 739 - 739
Total TARP Programs § 31369 § 10,159 § 39,315 % 80,843

Note: Of the combined TARP Program totaling $80.8 billion at September 30, 2011, $739 million represented other infra-
governmental assets and $80.1 billion represented assets with the public as reported on the Consolidated Balance Sheets.

Quoted
Prices for Significant Significant

Identical Observable Unobservable 2010
Program Assets Inpits Inputs Total
Capital Purchase Program 5 i4,B00 % - 5 33,334 § 48,233
American International Group, Ine. Investment Program - - 26,138 26,138
Targeted Investment Program - - 1 1
Automotive Industry Finaneing Program - - 52,700 52,700
Consumer and Business Lending Initiative, which
includes TALF, SBA 7 () securities and CDCI - - 066 066
Public-Private Investment Program - - 14,405 14,405
Asset Guarantes Program 2,240 Big - 3,055
Total TARP Programs S 17,130 & Biz S 127,553 $ 145,507

Note: Of the combined TARP Program totaling $145.5 billion at September 30, 2010, $815 million represented other intra-
governmentalassets and $144.7 "I‘JIHIOJ‘I represented assets with the publie as reported an the Consolidated Balance Sheets.
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Excerpt from Note 7: Troubled Asset Relief Program — Credit Program Receivables, Net

(contd.)

The following provides a deseription of the methodology used to develop the cash flows and incorporate the market risk

into the measurement of the Department’s assets.
Financial Institution Equity Investments

Financial Institution Equity Investments consist of investments made under the Capital Purchase Program, Targeted
Investment Program and the Community Development Capital Initiative. The estimated values of preferred equity
investments are the net present values of the expected dividend payments and repurchases. The model assumes that the
kev decisions affecting whether or not institutions pay their preferred dividends are made by each institution based on
the strength of their balance sheet. The model assumes a probabilistic evolution of each institution’s asset-to-liability
ratio (the asset-to-liability ratio is based on the estimated fair value of the institution’s assets against its liabilities). Each
institution’s assets are subject to uncertain returns and institutions are assumed to manage their asset to liability ratio in
such a way that it reverts over time to a target level. Historical volatility is used to scale the likely evolution of each

institution’s asset-to-liability ratio.

In the model, when equity decreases, i.e. the asset-to-liability ratio falls, institutions are increasingly likely to default,
either because they enter bankruptey or are closed by regulators. The probability of default is estimated based on the
performance of a large sample of U.S. banks over the period of 19go-2010. At the other end of the spectrum, institutions
call their preferred shares when the present value of expected future dividends exceeds the call price; this occurs when
equity is high and interest rates are low. Inputs to the model include institution specific aceounting data obtained from
regulatory filings, an institution’s stock price volatility, historical bank failure information, as well as market prices of
comparable securities trading in the market. The market risk adjustment is obtained through a calibration process to the
market value of certain trading securities of financial institutions within the TARP programs. The Department estimates
the values and projects the cash flows of warrants using an option-pricing approach based on the current stock price and
its volatility. Investments in ecommon stock which are exchange traded are valued at the quoted market price as of fiscal

year end.
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Excerpt from Note 8: Investments in Government Sponsored Enterprises

CONTINGENT LIABILITY

As part of the valuation exercise, the Department prepared a series of long-range projections through 2039 to determine
what the implied amount of the total contingent liability to the GSEs under the SPSPAs would be as of that year. Since
future payments under the SPSPAs are deemed to be probable, the Department had estimated the contingent liability to
be $316.2 billion as of September 30, 2011. This estimate reflects the projected equity deficits of the GSEs stemming
from credit losses and contractual dividend requirements. The valuation analysis as of September 30, 2011 included
several case scenarios which resulted in total SPSPA estimates ranging from 5309.6 billion (based on an “optimistic”
case scenario) to $376.1 billion (based on an “extreme” case scenario). The $316.2 billion contingent liability reported as
of September 30, 2011 reflects the Department’s most likely liability estimate. This compares to the $359.9 billion
contingent liability reported as of September 30, 2010 which was based on a range of 5359.9 billion to $461.8 billion.
The recorded contingent liability is the total estimated payments for the life of the agreements under the Adjusted Caps,
minus actual payments made through the end of the fiscal vear. Such accruals are adjusted as new information develops

or circumstances changs.

In performing the caleulations for the valuation and contingent liability estimates, the Department relied on the GSEs’
public filings and press releases concerning its audited and unaudited financial statements, monthly summaries,
quarterly credit supplements, September 2011 forecast for the years 2011 through 2014 (as provided by FHFA), and
interviews with the GSEs’ management and FHFA. The GSE managers were not able to provide the Department with a
forecast of needed draws under the SPSPAs after December 31, 2015; however, they did provide the Department with
general guidance as to the key assumptions that were used for subsequent periods. The forecasts after 2015 generally
assume similar operating assumptions on the guarantee business and assume a gradual wind-down of the retained
portfolios (and corresponding net interest income) through 2026, as directed under the provisions of the SPSPAs for the
GSEs to reduce their investment portfolios by 10.0 percent per annum. The Department also relied upon economic and
demographic data from the 2011 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance
and Federal Disability Insurance Trust Funds and the FHFA’s House Price Index.

Based on the annual valuation of the Department’s estimated future contingent liability, the Department increased its
liability by aceruing an expense of $320.6 billion at the end of fiscal year 2010. The Department reduced its estimated
liability by $22.9 billion at the end of the fiscal year 2011 via a reduction in expense. Both the increase in expense in fiscal
year 2010 and reduction in expense in fiscal year 2011 were recorded as entity costs within the Economic Program section
of the Department’s Consolidated Statements of INet Cost.
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Excerpt from Note 8: Investments in Government Sponsored Enterprises (contd.)

As of September 30, 2011 and 2010, the summarized aggrezated financial condition of the GSEs was as follows (in
millions):

2011 2010

Combined Assets

Investment Securities 8 22741 8 474,437

Mortgage Loans 4,715,057 4,782,405

Other 248,415 261,510
Total Combined Assets 3,386,213 5,518,352
Combined Liabilities

Long Term Debt 4,974,759 5,033,151

Other 425,236 487,706
Total Combined Liabilities 5.399,995 5,520,857
Combined net deficit 8 (13,782) s (2,505)
For the nine months ended September 30,
Combined net interest income 8 28.832 s 24,312
Combined provisions for loan losses (28,672) (35,082)
Net interest income (loss) after provision for loan losses ] 160 5 (10,770)
Regulatory Capital - minimum capital deficit as of September 30, 8 (231,531} S5 (198,999)

Exeludes financial guarantees not consolidated on GSE balance sheets.

The above information was taken directly from the gquarterly reports filed with the SEC, which are publicly available on
the SEC’s website (www.SEC.gov) and also the GSE investor relations websites.

Both GSEs reported very low early delinquencies on additions to their credit books in 2o00g through 2011, This favorable
early delinquency experience is an improvement compared with the loans originated in 2005 through 2008. However,
both GSEs expect to make additional draws under the SPSPA in future periods despite improving levels of net income as
the required dividend payment amounts under the SPSPAs are estimated to exceed the net income of the GSEs. Thus,
ineremental draws under the SPSPAs are projected to be needed to meet dividend payment requirements. The GSEs
expect their net worth will also be impacted negatively by dividend payments on the SPSPAs, coupled with continued
expected credit losses associated with the exposures that originated in the period 2005 through 2008.

Under the existing SPSPAs, as amended, the Department’s projections show that each GSE will fully utilize the amount of
funding available under the Adjusted Cap. This is in addition to any draws during calendar years 2010 through 2012, as
this period is not subject to the Adjusted Cap. The Department’s projections of future liquidity payments may differ from
actual experience. Future actual liquidity payment levels will depend on numerous factors that are difficult to predict,
including, but not limited to, changes in government policy with respect to the GSEs, the business cycle, inflation, home
prices, unemployvment rates, interest rates, changes in housing preferences, home financing alternatives, availability of
debt financing, market rates of guarantee fees, outcomes of loan refinancings and modifications, new housing programs,

and other applicable factors.
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Note 28: Commitments and Contingencies

28. COMMITMENTS AND CONTINGENCIES
LEGAL CONTINGENCIES

The Department is a party in various administrative proceedings, legal actions, and claims, including equal opportunity
matters which may ultimately result in settlements or decisions adverse to the U.5. Government. These contingent
liabilities arise in the normal course of operations and their ultimate disposition is unknown. The Department has
disclosed contingent liabilities where the conditions for liability recognition have not been met and the likelihood of
unfavorable outcome is more than remote. The Department does not acerue for possible losses related to cases where the

potential loss cannot be estimated or the likelihood of an unfavorable outcome is less than probable.

In some cases, a portion of any loss that may oecur may be paid by the Department’s Judgment Fund, which is separate
from the operating resources of the Department. For cases related to the Contract Disputes Act of 1978 and awards
under federal anti-discrimination and whistle-blower protection acts, the Department must reimburse the Judgment
Fund from future appropriations.

The Department had two contingent liabilities in fiscal year 2011 related to legal action taken in the cases of American
Council of the Blind v. Geithner and Cobell v. Salazar where losses are determined to be probable. An amount of loss
cannot be estimated for the American Council of the Blind case. In Cobell v. Salazar, the parties agreed to a total
settlement of $3.4 billion. Specific details of these two litization cases are provided below.

In the opinion of the Department’s management and legal counsel, based on information currently available, the
expected outcome of other legal actions, individually or in the aggregate, will not have a materially adverse effect on the
Department’s consolidated financial statements, except for the pending legal actions deseribed below which may have a

materially adverse impact on the consolidated financial statements depending on the outcomes of the cases.
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Note 28: Commitments and Contingencies (contd.)

PENDING LEGAL ACTIONS

* American Council of the Blind, et. al. v. Geithner: Plaintiffs have filed suit against the Department under Section 504

of the Rehabilitation Act seeking the redesign of U.S. currency. In 2007, a U.S. Distriet Court judge ruled that the
current U.S. currency design violates this Act; this ruling was subsequently appealed. In 2008, the U.S. Court of
Appeals for the District of Columbia Circuit affirmed the District Court’s ruling. No monetary damages were awarded
by the eourt, but the Department was ordered to provide meaningful access to U.S. curreney for blind and other
visually impaired persons. This may require changes to U.S. curreney (excluding the one-dollar note). The court
ordered such changes to be completed in connection with each denomination of currency, not later than the date when
a redesign is next approved by the Secretary of the Treasury. Because the cost of implementing these changes will be
incorporated into future currency redesign costs, and cannot be estimated at this time, no redesign costs have been

accrued in the accompanying financial statements as of September 50, 2011 and 2010.

On May 20, 2010, the BEP published in the Federal Register its proposed recommendations on the appropriate
method(s) to comply with the court’s order to make currency accessible to the blind to be implemented with the next
currency design. The comment period for the Federal Register notice closed on August 18, 2010. On May 31, 2011,
Secretary Geithner approved the proposed recommendations, and BEP is working to implement the approved

methodologies.

Cobell et al. v. Salazar et al. (formerly Cobell v. Kempthorne): Native Americans allege that the Department of
Interior and the Department of the Treasury have breached trust obligations with respect to the management of the
plaintiffs’ individual Indian monies. On August 7, 2008, the Federal District Court issued an opinion awarding $455
million to the plaintiffs. This decision was overturned in July 200g. The Appellate Court found that the U.S.

Government owes a cost-effective accounting, in scale with available funds.

In December 2o0g, the parties agreed to settle the plaintiff’s elaims, as well as claims for mismanagement of assets and
land that were not asserted in the case, for $1.5 billion. The U.S. Government also agreed to pay an additional amount
of up to $1.g billion to purchase certain land interests owned by Native Americans. Final approval of the settlement
will not oceur until the court issues a formal written order, and any appeals from individuals challenging the settlement
have run their course. The Department of the Interior, jointly named in the case, accrued the entire $3.4 billion as a
contingent liability in fiscal year 2011 upon President Obama’s signing of legislation authorizing the settlement in

December 2010. Accordingly, the Department of the Treasury will not acerue any portion of this liability.

Tribal Trust Fund Cases: Numerous cases have been filed in the U.S. District Courts in which Native American Tribes
seek a declaration that the United States has not provided the tribes with a full and complete accounting of their trust
funds, and seek an order requiring the U.S. Government to provide such an accounting. In addition, there are a
number of other related cases seeking damages in the U.S. Court of Federal Claims, which do not name the Department
as a defendant. The U.5. Government is currently in discussion with counsel representing approximately So tribes
with tribal trust cases pending against the United States (the Settlement Proposal to the Obama Administration or
“SPOA” group) about the feasibility of an omnibus settlement of the tribal trust cases. The Department is unable to

determine the likelihood of an unfavorable outcome or an estimate of potential loss at this time.
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Note 28: Commitments and Contingencies (contd.)

In April 2011, the U.S. Supreme Court decided the United States v. Tohono O’Odham Nation tribal trust fund case.
This case inveolved the interpretation of a federal statute which limits the jurisdietion of the U.S. Court of Federal
Claims when a plaintiff has cases pending simultaneously in the U.S. Court of Federal Claims and any other court. The
U.S. Supreme Court held that the U.5. Court of Federal Claims action brought by the Tochono @’Odham Nation must be
dismissed pursuant to 28 USC § 1500.

Amidax Trading Group v. S W.IF.T.: Plaintiffs allege that the Department’s Terrorist Finance Tracking Program has
involved unlawful disclosure of information by the Society for Worldwide Interbank Financial Telecommunications
(S.W.LE.T.). Defendants include the Department of the Treasury as well as several Treasury officials. The case was
dismissed by the District Court on February 13, 2009, and the plaintiff has subsequently appealed that ruling to the
Court of Appeals for the Second Circuit. The parties have completed the appellate briefing, and the oral argument
oceurred on July 14, 2010. The parties are awaiting the Second Circuit’s decision. The Department is unable to

determine the likelihood of an unfavorable cutcome or an estimate of potential loss at this time.

James X. Bormes v. United States of America: The complaint alleges that the government willfully violated certain
provisions of the Fair and Accurate Credit Transaction Act (FACTA) P.L. 108-159 in that the transaction confirmation
received by the complainant from Pay.gov improperly included the expiration date of the credit card used for that
transaction. The complaint does not state the amount of damages sought on behalf of the class beyond asserting that
each class member would be entitled to $100 to $1,000 in statutory damages. In a letter sent to the Department of
Justice, the plaintiff proposed a fund of $30 million for just the Illinois class members.

On July 24, 2009, the U.S. District Court for the Northern District of Illinois granted the U.S. Government’s motion to
dismiss this case for lack of an unequivocal waiver of sovereign immunity. On November 16, 2010, the 1.5, Court of
Appeals for the Federal Circuit reversed the District Court’s decision and directed that the case be remanded back to
the District Court for further proceedings. The U.5. Government’s petition for a rehearing of that decision was denied
by the Federal Circuit on March 15, 2011. On August 12, 2011, the 1.5, Government filed a petition for a writ of

certiorari concerning this decision with the U.S. Supreme Court; a decision by the Supreme Court is pending.

Other Lagal Actions: The Department is also invelved in employment related legal actions (e.g., matters alleging
discrimination and other claims before the Equal Employment Opportunity Commission, Merit System Protection
Board, ete.) for which an unfavorable outeome is reasonably possible, but for which an estimate of potential loss cannot
be determined at this time. It is not expected that these cases will have a material effect on the Department’s financial

position or results.
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Note 28: Commitments and Contingencies (contd.)

OTHER COMMITMENTS AND CONTINGENCIES

Treaties and International Agreements.

The Department does not have any treaties or international agreements to report for fiscal year 2011 which would have a

material impact on the Department’s consolidated financial statements.
Loan Commitments

The Department, through FFB, makes loan commitments with federal agencies, or private sector borrowers whose loans
are guaranteed by federal agencies, to extend them credit for their own use (refer to Notes 1L and 3). As of September 30,
2011 and 2010, the Department had loan commitments totaling $g95.5 billion and $113.g billion, respectively.

Multilateral Development Banks

The Department on behalf of the United States has subscribed to capital for certain multilateral development banks
(MDBs), portions of which are callable under certain limited circumstances to meet the obligations of the respective
MDB. There has never been, nor is there anticipated, a call on the U.S. commitment for these subscriptions. As of

September 30, 2011 and 2010, U.S. callable capital in MDB was as follows (in millions):

2011 2010
African Development Bank 5 1,545 $ 1,634
Asian Development Bank 8.469 5,911
European Bank for Reconstruction and Development 1,803 1,805
Inter-American Development Bank 28,687 28,687
International Bank for Reconstruction and Development 20,966 24,251
Multilateral Investment Guarantee Agency 293 301
North American Development Bank 1,275 1,275
Total 3 72,038 $ 63,864

Amounts included in the above table do not include amounts for which the Department may be liable to pay if future
congressional action is taken to fund executed agreements between the Department and certain multilateral development
banks.

In accordance with the disclosure requirements of SFFAS No. 5 “Accounting for Liabilities of the Federal Government”,
an increase of $5.7 billion in callable capital of the International Bank for Reconstruction and Development (IBRD) was
made to reflect the Department’s authorization to use a public debt transaction in the United States’ original subscription
to capital stock of the IBRI). In prior years, this amount had not been presented as a commitment.

Additionally, the Department recorded callable capital in fiscal year 2007 for the African Development Bank (A{DB),
European Bank for Reconstruction and Development (EBRD) and the Multilateral Investment Guarantee Agency (MIGA)
as a result of a full year Continuing Appropriation Resolution (PL 110-5) which was based on fiscal year 2006
appropriation language authorizing callable capital. However, all outstanding commitments to the EBRD and the AfDB
have been satisfied and to the extent that any outstanding authority exists, it is no longer necessary. In addition,
Congress explicitly provided no appropriated funds for MIGA in fiscal vear 2007 and no further callable commitments
were made to MIGA in accordance with the intent of Congress. As a result, the callable capital for these financial
institutions has been reduced to reflect the actual limitations imposed by Congress.
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Terrorism Risk Insurance Program

The Terrorism Risk Insurance Act (TRIA) was signed into law on November 26, 2002. This law was enacted to address
market disruptions resulting from terrorist attacks on September 11, 2001. TRIA helps to ensure available and affordable
commercial property and casualty insurance for terrorism risk, and simultaneously allows private markets to stabilize.
The Terrorism Risk Insurance Program (TRIA Program) is activated upon the certification of an “act of terrorism” by the
Secretary in concurrence with the Secretary of State and the Attorney General. If a certified act of terrorism oceurs,
insurers may be eligible to receive reimbursement from the U.S. Government for insured losses above a designated
deduectible amount. Insured losses above this amount will be shared between insuranece companies and the U.S.
Government. TRIA also gives the Department authority to recoup federal pavments made under the TRIA Program
through policyholder surcharges under certain circumstances, and contains provisions designed to manage litigation
arising from or relating to a certified act of terrorism. There were no claims under TRIA as of September 30, 2011 or

2010.

On Aungust 3, 2010, the Department issued a notice of proposed rulemaking with requests for comment. The intent of
this rule is to provide a process by which the Department would close out its claims operation for insured losses from a
TRIA Program year. The Department expects to issue a final mle incorporating public comments in fiseal year 2012,

Exchange Stabilization Agreement

In April 1994, the Department signed the North American Framework Agreement (INAFA), which includes the Exchange
Stabilization Agreement (ESA) with Mexico. The Department has a standing swap line for $5.0 billion with Mexico under
the NAFA and its implementing ESA. The amounts and terms (including the assured source of repayment) of any
borrowing under NAFA and ESA will have to be negotiated and agreed to before any actual drawing can oecur. The ESA
does provide sample clauses that state that transactions shall be exchange rate nentral for the ESF and shall bear interest
based on a then current rate tied to U.S. Treasury bills. There were no drawings ouistanding on the ESF swap line as of

September 30, 2011 and 2o010. On December 13, 2010, the Department renewed the agreement until December 15, 2011.

New Arrangements to Borrow

P.L. 111-32 provided the authorization and appropriations for an increase in the United States’ participation in the New
Arrangements to Borrow (INAB). Because the U.S. financial participation in the IMF is denominated in SDRs, the P.L.
111-32 authorized and appropriated up to the dollar equivalent of SDR 75 billion to implement this commitment. The
United States agreed on May 10, 2010 that its participation in the NAB would increase from its existing SDR 6.6 billion (a
portion of this SDR 6.6 billion is in connection to a similar borrowing arrangement, the GAB) to SDR 69.1 billion,
pursuant to IMF Executive Board Decision No. 14577-(10/35) adopted April 12, 2010. Total U.S. participation in the NAB
of SDR 69.1 billion was equivalent to $107.9 billion on September 30, 2011. Only the new portion of U.S. participation in
the NAB is subject to the FCRA and is accounted for as a direct loan. This accounting treatment will not affect the
treatment of the reserve position in the IMF, only the budget presentation. Refer to Notes 11 and 12 for a more detailed

discussion of this accounting treatment.
Contingent Liability to GSEs

The Department has recorded a contingent liability at September 30, 2011 and 2010 of $316.2 billion and $355.9 billion,
respectively, to the GSEs — Fannie Mae and Freddie Mac — based on probable future liability under the SPSPA batween
the Department and the GSEs. Refer to Note 8 for a full deseription of the agreements and related contingent liability.
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Excerpt from Note 22: Additional Information Related to the Combined Statement of
Budgetary Resources

Federal agencies are required to disclose additional information related to the Combined Statements of Budgetary
Resources (per OMB Circular No. A-136). In accordance with SFFAS No. 7, Aecounting for Revenue and Other
Financing Sources, the Department must report the value of goods and services ordered and obligated which have not
been received. This amount includes any orders for which advance payment has been made but for which delivery or

performance has not yet occurred. The information for the fiscal years ended September 30, 2011 and 2010 was as

follows (in millions):

UNDELIVERED ORDERS
2011 2010
Undelivered Orders
Paid 5 114 % 126
Unpaid 208,868 169,305
Undelivered orders at the end of the vear 8 208,982 $ 169,431
(
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Note 22: Commitments under HUD’s Grant, Subsidy, and Loan

Programs

A. Contractual Commitments

HUD has entered into extensive long-term commitments that consist of legally binding
agreements to provide grants, subsidies or loans. Commitments become liabilities when all
actions required for payment under an agreement have occurred. The mechanism for funding
subsidy commitments generally differs depending on whether the agreements were entered into
before or after 1988.

With the exception of the Housing for the Elderly and Disabled and Low Rent Public Housing
Loan Programs (which have been converted to grant programs), Section 235/236, and a portion
of *all other” programs. HUD management expects all of the programs to continue to incur new
commitments under authority granted by Congress in future years. However, estimated future
commitments under such new authority are not included in the amounts below.

Prior to fiscal 1988, HUD’s subsidy programs. primarily the Section 8 program and the Section
235/236 programs. operated under contract authority. Each year. Congress provided HUD the
authority to enter into multiyear contracts within annual and total contract limitation ceilings.
HUD then drew on and continues to draw on permanent indefinite appropriations to fund the
current year's portion of those multivear confracts. Because of the duration of these contracts
(up to 40 years). significant authority exists to draw on the permanent indefinite appropriations.
Beginning in FY 1988, the Section 8 and the Section 235/236 programs began operating under
multiyear budget authority whereby the Congress appropriates the funds *up-front™ for the entire
contract term in the initial year.

HUD’s commitment balances are based on the amount of unliquidated obligations recorded in
HUD’s accounting records with no provision for changes in future eligibility. and thus are equal
to the maximum amounts available under existing agreements and contracts. Unexpended
appropriations and cumulative results of operations shown in the Consolidated Balance Sheet
comprise funds in the U.S. Treasury available to fund existing commitments that were provided
through *“up-front™ appropriations and also include permanent indefinite appropriations received
in excess of amounts used to fund the pre-1988 subsidy contracts and offsetting collections.

'® Available online at http://www.hud.gov/offices/cfo/reports/cforept.cfm:; last accessed June 4,2012.
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(contd.)

Excerpt from Note 22: Commitments under HUD’s Grant, Subsidy, and Loan Programs

(contd.)

FHA enters into long-term contracts for both program and administrative services. FHA funds
these contractual obligations through appropriations. permanent indefinite authority, and
offsetting collections. The appropriated funds are primarily used to support administrative
contract expenses while the permanent indefinite authority and the offsetting collections are used
for program services.

The following shows HUD’s obligations and confractual commitments under its grant. subsidy.
and loan programs as of September 30, 2011 (dollars in millions):

Undelivered Orders

[nexpended  Permanent  Investment Offsetting Undelivered Orders -

Programs Appropriations  Indefinite Authority Collections Obligations, Unpaid
FHA § 170 % 212 % - 8 1.541 § 1.923
Section 8 Rental Aszsistance 10,438 - - - 10,438
Conmmnity Development Block Grants 18.109 - - - 18,109
HOME Partnership Investment Program 4924 - - - 4924
Operating Subsidies 1.126 - - - 1.126
Low Rent Public Housing Grants and Loans 6,738 - - - 6,738
Housing for Elderly and Disabled 3297 - - - 3,297
Section 235/236 1.364 1112 - - 2476
All Other 7.857 - - - 7.857
Total b 54,073 % 1324 % - $ 1,541 $ 56,018

Of the total Section 8 Rental Assistance contractual commitments as of September 30, 2011,
£8.5 billion relates to project-based commitments and $1.8 billion relates to tenant-based
commitments.
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(contd.)

Excerpt from Note 22: Commitments under HUD’s Grant, Subsidy, and Loan Programs

(contd.)

The following shows HUD’s obligations and contractual commitments under its grant. subsidy.
and loan programs as of September 30, 2010 (dollars in millions):

Tndelivered Orders

Inexpended  Permament  Investment Offsetting Undelivered Orders -

Programs Appropriations  Indefinite Aunthority  Collections Olligations, Unpaid

FHA % 145 3 - % LT 1181 % 1.594
Section 3 Rental Assistance 11,166 (11) - - 11,155
Conmmnity Development Block Grants 20729 - - - 20729
HOME Partnership Investment Program 6,285 - - - 6,285
Operating Subsidies 1,333 - - - 1,333
Low Rent Public Housing Grants and Loans 9,104 - - - 9,104
Housmg for Elderly and Disabled 3914 - - - 3914
Section 235/236 1.286 1,727 - - 3,013
All Other 1,757 - - - 1,757
Total b 61,720 5 1,716 S 267 § 1,181 § 64,554

Of the total Section § Renfal Assistance contractual commitments as of September 30, 2010.
$9.2 billion relates to project-based commitments and $2.0 billion relates to tenant-based
commitments.
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(contd.)

Excerpt from Note 22: Commitments under HUD’s Grant, Subsidy, and Loan Programs

(contd.)

B. Administrative Commitments

In addition to the above contractual commitments. HUD has entered into administrative
commitments which are reservations of funds for specific projects (including those for which a
contract has not yet been executed) to obligate all or part of those funds. Administrative
commitments become contractual commitments upon contract execution.

The chart below shows HUD s administrative commitments as of September 30, 2011 (dollars in
millions):

Permanent
Unexpended Indefinite Offsetting Total
Programs Appropriations Appropriatons Collections Reservatdons
Section 8 Rental Assistance % 100 % - 8 - .3 100
Conmmuinity Development Block Grants 740 - - 740
HOME Partnership Investment Program 349 - - 340
Low Rent Public Housmg Grants and Loans 52 - - 52
Housmg for Flderly and Disabled 183 - - 183
Section 235/236 4 - - 4
All Other 478 - - 478
Total S 1.906 S - 5 - 8 1,906

The following chart shows HUD’s administrative commitments as of September 30, 2010
(dollars in millions):

Permanent
Tnexpended Indefinite Offsetting Total
Programs Appropriations Appropriations Collections Reservations
Section 8 Rental Assistance $ 0 3% 6 § - $ 107
Conmminity Development Block Grants 841 - - 841
HOME Partnership Investment Program 240 - - 240
Low Rent Public Housmg Grants and Loans 55 - - 55
Housmg for Flderly and Disabled 381 - - 381
Section 235/236 - 4 - 4
All Other 504 - - 504
Total S 2212 § 10 S - S 2,222
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Excerpt from Note 1: Summary of Significant Accounting Policies

P. Contingencies and Possible Future Costs

Contingencies—Claims and Lawsuits: NSF is a party to various legal actions and claims brought against it.
In the opinion of NSF management and legal counsel, the ultimate resolution of the actions and claims
will not materially affect the financial position or operations of the Foundation. NSF recognizes the
contingency in the financial statements when claims are expected to result in a material loss (and the
payment amounts can be reasonably estimated), whether from NSF's appropriations or the Judgment
Fund, administered by the Department of Justice under Section 1304 of Title 31 of the United States
Code.

Claims and lawsuits have also been made and filed against awardees of the Foundation by third parties.
NSF is not a party to these actions and believes there is no possibility that NSF will be legally required to
satisfy such claims. Judgments or settlements of the claims against awardees that impose financial
obligation on them may be claimed as costs under the applicable contract, grant, or cooperative agreement
and thus may affect the allocation of program funds in future fiscal vears. In the event that the claim
becomes probable and amounts can be reasonably estimated, the claim will be recognized.

Contingencies—Unasserted Claims: For claims and lawsuits that have not been made and filed against the
Foundation, NSF management and legal counsel determine, in their opinion, whether resolution of the
actions and claims it is aware of will materially affect the Foundation’s financial position or operations.
NSF recognizes a contingency in the financial statements when unasserted claims are probable of
assertion and, if asserted, would be probable of an unfavorable ouicome and expected to result in a
measurable loss, whether from NSF's appropriations or the Judgment Fund. NSF discloses unasserted
claims 1f materiality or measurability of a potential loss cannot be determined or the loss is more likely
than not to occur rather than probable.

Termination Claims: NSF engages organizations, including FFRDCs, in cooperative agreements and
contracts to manage, operate, and maintain research facilities for the benefit of the scientific community.
As part of these agreements and contracts, NSF funds on a pay-as-you-go basis certain employee benefit
costs (accrued vacation and other employee related liabilities, severance pay and medical insurance), long
term leases, and vessel usage and drilling. In some instances, a decision is made to continue operation of a
facility with a different entity performing operation and management duties. Those occurrences do not
classify the facility as terminated. Claims submitted by the previous managing entity for expenditures not
covered by the indirect cost rate included in the initial award are subject to audit and typically paid with
existing program funds.

Agreements with FFRDCs include a clause that commits NSF to seck appropriations for termination
expenses, if necessary, in the event an agreement is terminated. NSF considers termination of these
cooperative agreements only remotely possible. Should a Facility be terminated, NSF is obligated to pay
termination expenses in excess of the limitation of funds set forth in the agreements, including any post-
retirement benefit liabilities, only if funds are appropriated for this specific purpose. Nothing in these
agreements can be construed as implying that Congress will appropriate funds to meet the terms of any
claims. Termination costs that may be payable to an FFRDC operator cannot be estimated until such time
as the cooperative agreement is terminated,

'® Available online at http://www.nsf.gov/about/performance/; last accessed June 4,2012.
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Excerpt from Note 1: Summary of Significant Accounting Policies (contd.)

Environmenital Liabilities: NSF manages the USAP. The Antarctic Conservation Act and its
implementing regulations identify the requirements for environmental clean-up in Antarctica. NSF
continually monitors the USAP in regards to environmental issues. NSF establishes its environmental
liability estimates in accordance with the requirements of the SFFAS No. 5, Accounting for Liabilities of
the Federal Government, and as amended by SFFAS No. 12, Recognition of Contingent Liabilities
Arising from Litigation, and the Federal Financial Accounting and Auditing Technical Release No. 2,
Determining Probable and Reasonably Estimable for Environmental Liabilities in the Federal
Government.

While NSF is not legally liable for environmental clean-up costs in the Antarctic, there are occasions
when the NSF Office of Polar Programs {OPP) chooses to accept responsibility and commit funds toward
clean-up efforts of various sites as resources permit. Those decisions are in no way driven by concerns of
probable legal liability for failure to engage in such efforts, but rather, a commitment to environmental
stewardship of Antarctic natural resources. Environmental clean-up projects started and completed during
the year are retlected in NSF's financial statements as expenses for the current fiscal year. An estimated
cost 1s accrued for approved projects that are anticipated to be performed after the fiscal year end or will
take more than one fiscal year to complete.
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Note 18: Commitments and Contingencies

| Note 18. Commitments and Contingencies

The EPA may be a party in various administrative proceedings, actions and claims brought by or
against it. These include:

+ Various personnel actions, suits or claims brought against the agency by employees and others.

+ Various contract and assistance program claims brought against the agency by vendors, grantees
and others.

+ The legal recovery of Superfund costs incurred for pollution cleanup of specific sites, to include the
collection of fines and penalties from responsible parties.

+ Claims against recipients for improperly spent assistance funds, which may be settled by a
reduction of future agency funding to the grantee or the provision of additional grantee matching
funds.

As of September 30, 2011 and 2010 total accrued liabilities for commitments and potential loss
contingencies is $10.2 million and $4.37 million, respectively. Further discussion of the cases and
claims that give rise to this accrued liability are discussed immediately below.

Litigation Claims and Assessmenis

There is currently one legal claim that has been asserted against the EPA pursuant to the Federal Tort
Claims and Fair Labor Standards Acts. This loss has been deemed probable, and the unfavorable
outcome is estimated to be between $10 million and $15 million. The EPA has accrued the higher
conservative amount as of September 30, 2011. The maximum amount of exposure under the claim
could range as much as $15 million in the aggregate.

Superfund

Under CERCLA Section 106(a), the EPA issues administrative orders that require parties to clean up
contaminated sites. CERCLA Section 106(b) allows a party that has complied with such an order to
petition the EPA for reimbursement from the fund of its reasonable costs of responding to the order,
plus interest. To be eligible for reimbursement, the party must demonstrate either that it was not a liable
party under CERCLA Section 107 (a) for the response action ordered, or that the agency’s selection of
the response action was arbitrary and capricious or otherwise not in accordance with law.

Judgment Fund

In cases that are paid by the U.S. Treasury Judgment Fund, the EPA must recognize the full cost of a
claim regardless of which entity is actually paying the claim. Until these claims are settled or a court
judgment is assessed and the Judgment Fund is determined to be the appropriate source for the
payment, claims that are probable and estimable must be recognized as an expense and liability of the
agency. For these cases, at the time of settlement or judgment, the liability will be reduced and an
imputed financing source recognized. See Interpretation of Federal Financial Accounting Standards No.
2, “Accounting for Treasury Judgment Fund Transactions.”

7 Available online at http://www.epa.gov/planandbudget/results.html; last accessed June 4,2012.
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Note 18: Commitments and Contingencies (contd.)

As of September 30, 2011, there are no material claims pending in the Treasury’s Judgment Fund.
However, the EPA has a $22 million liability to the Treasury Judgment Fund for a payment made by the
Fund to settle a contract dispute claim.

Other Commitments

The EPA has a commitment to fund the United States government’s payment to the Commission of the
North American Agreement on Environmental Cooperation between the Governments of Canada, the
Government of the United Mexican States, and the Government of the United States of America
(commonly referred to as the Cammission for Environmental Cooperation). According to the terms of
the agreement, each government pays an equal share to cover the operating costs of the CEC. For the
periods ended September 30, 2011 and 2010, the EPA paid $3 million for each of these periods to the
CEC. A payment of $3 million was made in FY 2011.

The EPA has a legal commitment under a non-cancellable agreement, subject to the availability of
funds, with the United Nations Environment Program_ This agreement enables the EPA to provide
funding to the Multilateral Fund for the Implementation of the Montreal Protocol. The EPA made
payments totaling $8.35 million in FY 2011. Future payments totaling $11 million have been deemed
reasonably possible and are anticipated to be paid in FY 2012 through 2014.

{ Tab E - Risk Assumed, Attachment 1 Page A95 }






Attachment 1 — Excerpts from Agency Financial Reports

Small Business Administration 2011 Agency Financial Report'®

Excerpt from Note 1: Significant Accounting Policies

Contingencies

The SBA is a party in various administrative proceedings, legal actions, environmental suits and claims brought
against the Agency. In the opinion of SBA’s management and legal counsel, the ultimate resolution of these pro-
ceedings, actions, suits and claims will not materially affect the financial position or results of SBA's operations.

U.S. Agency for International Development 2011 Agency Financial Report'®

Excerpt from Note 1: Summary of Significant Accounting Policies

R. NET POSITION

Net position is the residual differ-

ence between assets and liabilities. It is
composed of unexpended appropriations
and cumulative results of operations.

* Unexpended appropriations are the
portion of the appropriations repre-
sented by undelivered orders and

unobligated balances.

* Cumulative results of operations are
also part of net position. This account
reflects the net difference berween
(i) expenses and losses and (ii) financing
sources, including appropriations,
revenues and gains, since the inception
of the activity.

'8 Available online at http://www.sba.gov/about-sba-services/217; last accessed June 4, 2012.
1% Available online at http://www.usaid.gov/policy/budget/: last accessed June 4,2012.
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Note 13: Contingencies and Commitments

EE]l CONTINGENCIES AND COMMITMENTS

CONTINGENCIES

‘The Department is a party in various material legal matters
(litigation, claims, assessments, including pending or
threatened litigation, unasserted claims, and claims that may
derive from treaties or international agreements) brought
against it. We periodically review these matters pending against
us. As a result of these reviews, we classify and adjust our
contingent liability when we think it is probable that there

will be an unfavorable outcome and for which a reasonable
estimate of the amount can be made.

Additionally, as part of our continuing evaluation of estimates
required in the preparation of our financial statements,

we evaluated the materiality of cases determined to have

a reasonably possible chance of adverse outcome. These

cases involve contract disputes, claims related to embassy
construction, Equal Employment Opporrunity Commission
claims, and international claims made against the United States
being litigated by the Department. As a result of these reviews,
the Department believes these claims could result in potential
estimable losses of $10 to $50 million if the outcomes

were adverse to the Department, an amount considered by
management to be immaterial to our financial statements

taken as a whole.

Certain legal matters to which the Department is a party are
administered and, in some instances, litigated and paid by
other U.S. Government agencies. Generally, amounts to be
paid under any decision, settlement, or award pertaining to
these legal matters are funded from the Judgment Fund.

None of the amounts paid under the Judgment Fund on
behalf of the Department in 2011 and 2010 had a material
effect on the financial position or results of operations of the
Department.

As a part of our continuing evaluation of estimates required
in the preparation of our financial statements, we recognize
settlements of claims and lawsuits and revised other estimates
in our contingent liabilities. Management and the Legal
Adviser believe we have made adequate provision for the
amounts that may become due under the suits, claims, and
proceedings we have discussed here.

COMMITMENTS

In addition to the future lease commitments discussed in Note
12, Leases, the Department is committed under obligations
for goods and services which have been ordered but not yet
received at fiscal year end. These are termed undelivered orders
— see Note 16, Statement of Budgetary Resources.

Rewards Pregrams: The Department operates three rewards
programs for information that have been critical to combating
international terrorism, narcotics trafficking, and war crimes
for over 20 years. The Rewards for Justice Program offers

and pays rewards for information leading to the arrest or
conviction in any country of persons responsible for acts

of international terrorism against United States persons or
property, or to the location of key terrorist leaders. See further
details at www.rewardsforjustice. net. The Narcotics Rewards
Program has the authority under 22 U.S.C. 2708 to offer
rewards for information leading to the arrest or conviction in
any country of persons committing major foreign violations

of U.S. narcotics laws or the killing or kidnapping of U.S.
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20 Available online at http://www.state.gov/s/d/rm/rls/perfrpt/: last accessed June 4,2012.
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Department of State 2011 Agency Financial Report (contd.)

Note 13: Contingencies and Commitments (contd.)

narcotics law enforcement officers or their family members.
The War Crimes Information Rewards Program offers rewards
for information leading to the arrest, transfer, or conviction
of persons indicted by a judge of the International Criminal
Tribunal for the former Yugoslavia, the International Criminal
Tribunal for Rwanda, or the Special Court of Sierra Leone for

serious violations of international humanitarian law. Pending

.
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We have paid out $163 million since FY 2003. Reward
payments are funded with current year appropriations as
necessary and, in the opinion of management and legal
counsel, no further contingent liability is required because
probable payments will not materially affect the financial
position or results of operations of the Department.
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2011 Consolidated Financial Report of the U.S. Government?'

Excerpt from Note 1: Summary of Significant Accounting Policies

P. Contingent Liabilities

Liahilities for contingencies are recognized on the Balance Sheets when both:

+ A past transaction or event has occurred, and

* A future outflow or other sacrifice of resources is probable and measurable.

The estimated contingent liability may be a specific amount or a range of amounts. If some amount within the
range 1s a better estimate than any other amount within the range, then that amount is recognized. If no amount
within the range 1s a better estimate than any other amount. then the minimum amount in the range 1s recognized and
the range 1s disclosed.

Contingent hiabilities that do not meet the above criteria for recognition, but for which there 1s at least a
reasonable possibility that a loss may have been incurred. are disclosed in Note 22—Contingencies.

Q. Commitments

In the normal course of business. the Government has a number of unfulfilled commitments that may require
the use of its financial resources. Note 23—Commitments describes the components of the Government’s actual
commitments that need to be disclosed because of their nature and/or their amount. They include long-term leases,
undelivered orders, and other commitments.

Y. Credit Risk

Credit risk 1s the potential. no matter how remote_ for financial loss from a failure of a borrower or a
counterparty to perform m accordance with underlying contractual obligations. The Government takes on credit nisk
when it makes direct loans or credits to foreign entities or becomes exposed to mstitutions which engage in financial
transactions with foreign countries.

The Government also takes on credit risk related to committed but undisbursed direct loans, hiquidity
commitment to GSEs, the MBS portfolio, investments. loans, and asset guarantees of the TARP. guarantee of money
market funds. and the Terrorism Risk Insurance Program. Except for the Terronism Risk Insurance Program, these
activities focus on the underlying problems in the credit markets, and the ongoing instability in those markets
exposes the Government to potential unknown costs and losses. The extent of the risk assumed is described in more
detail in the notes to the financial statements. and where applicable. 15 factored nto credit reform models and
reflected in fair value measurements.

2! Available online at http://www.fms.treas.gov/fr/index.html; last accessed July 24, 2012.
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Note 18: Insurance and Guarantee Program Liabilities

Note 18. Insurance and Guarantee Program Liabilities

Insurance and Guarantee Program Liabilities as of September 30, 2011,
and 2010

{In billions of dollars) 2011 2010

Insurance and Guarantee Program Liabilities:

Pension Benefit Guaranty Corporation—Benefit Pension Plans ... 930 90.0
Federal Deposit Insurance Corporation Funds 47 4 726
All other insurance and guarantee programs .............coooeeeeeveeeeeeeene.. 213 13.0

Total insurance and guarantee program liabilities ... 161.7 175.6

PBGC insures pension benefits for participants in covered defined benefit pension plans. As a wholly-owned
corporation of the U S. Government, PBGC’s financial activity and balances are included in the consolidated
financial statements of the U.S. Government. However, under current law. PBGC s liabilities may be paid only from
PBGC’s assets and not from the General Fund of the Treasury or assets of the Government in general As of
September 30, 2011, and 2010, PBGC had total liabilities of $106.7 billion and $102_5 billion, and its total habilities
exceeded its total assets by $26.0 billion and $23.0 billion, respectively. In addition, as discussed in Note 22—
Contingencies, PBGC reporied reasonably possible contingent losses of about $250.2 billion and $190.0 billion as of
September 30, 2011, and 2010, respectively.

Of the total FDIC amount as of September 30, 2011, and 2010. $7.2 billion and $21.3 ballion. respectively,
represents the recorded contingent liability and loss provision for institutions insured by the Deposit Insurance Fund
that are likely to fail. In addition, $31.5 ballion and $42_8 billion pertamn to liabilities due to resolutions of failed or
failing institutions and to pending depositor claims as of September 30, 2011, and 2010 respectively. Another $8 2
billion and $7.9 billion as of September 30, 2011, and 2010 respectively. pertains to the Temporary Liquidity
Guarantee Program, which guarantees certain newly 1ssued debt and certain noninterest-bearing transaction accounts
in an effort to counter the system-wide crisis in the nation’s financial sector. The remaining amounts represent
contingent liabilities for litigation. As of September 30, 2011, and 2010, the Deposit Insurance Fund had total
liabilities of $69.2 billion and $107 .4 billion, respectively. As of September 30, 2011, total assets exceeded 1ts total
liabilities by $7.8 billion due to the overall improvement in the financial condition of the bank and thrift agency.

Of the $21 3 billion and $13.0 billion under all other insurance and guarantee programs as of September 30,
2011, and 2010, respectively, $10.3 billion and $4.6 billion, respectively, pertain to the USDA s Federal Crop
Insurance Program. The increase in the loss ratio is due to the extreme drought in the Southwest and significant
flooding along the Missouri and Mississippi rivers. The Federal Crop Insurance Program 1s administered by the
Federal Crop Insurance Corporation, whose mission 1s to provide an actuarially sound risk management program to
reduce agricultural producers’ economic losses due to natural disasters. Also. $7 4 ballion and 6.4 billion relates to
the National Credit Union Admimnistration’s Temporary Corporate Credit Union Stabilization Fund as of September
30, 2011, and 2010, respectively. This Program guarantees the timely payment of principal and interest on certain
unsecured debt of participating credit unions.
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Note 19. Other Liabilities

Other Liabilities as of September 30, 2011, and 2010
{In billions of dollars) 2011 2010

Unearned revenue and assets held for others:
Uneamed fees for nuclear waste disposal (DOE) and other unearmed

revenue . 64 4 742
Assets held on behalf of others .. 698 64 9
Subtotal 1342 1391

Employee-related liabilities:

Accrued Federal employees wages and benefits .. 352 427
Selected DOE contractors' and D.C. employees’ pension beneﬂs 55.0 502
Subtotal 90.2 929

International monetary liabilities and gold certificates:

Exchange Stabilization Fund ... ... 603 60.1
Gold Certificates (NOte 2) ..o, 1.0 11.0
SUBLOTAI .o 1123 711

Subsidies and grants:

Farm and other subsidies.. 12.5 13.2
Grant payments due to State and Iocal governments and others 18.1 18.1
Subtotal 30.6 31.3

Miscellaneous liabilities:

Legal and other contingencies _ . . 380 314
Bonneville Power Adm|n|slratmn non- Federal power prc-Je-::ts and
capital lease liabilities, and disposal liabilities .. 13.5 9.4
Other m|scellanenus 492 413
Subtotal ..o 1007 82.1
Total other Babilities —.........oooo.oooooooeoeoeooeeeeoeeeeeeoeeeeeeeeeeereer . b2 0 416.5

Other liabilities represent liabilities that are not separately identified on the Balance Sheets and are presented
on a comparative basis by major category.
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Note 19: Other Liabilities (contd.)

Unearned Revenue and Assets Held for Others

The Government recognizes a liability when it receives money in advance of providing goods and services or
assumes custody of money belonging to others. The Government’s unearned revenue from fees DOE has collected
from utility companies for the future cost of managing the disposal of nuclear waste 1s about $30.0 billion and $28 .0
billion as of September 30, 2011, and 2010, respectively. Other uneamed revenue mcludes USPS mcome for such
things as prepaid postage. outstanding money orders, and prepaid P.O. Box rentals. FDIC collected prepaid
assessments from the financial institutions to address the Deposit Insurance Fund’s (DIF) liquidity needs of $20 4
billion and $33 .4 billion in fiscal vears 2011 and 2010, respectively. Assets held on behalf of others mclude funds
collected 1n advance and undelivered defense articles. The Foreign Military Sales program holds $58.6 ballion and
$53.9 billion as of September 30, 2011, and 2010, respectively for articles and services for future delivery to foreign
governments.

Employee-Related Liabilities

This category includes amounts owed to employees at vearend and actuarial liabilities for certain non-Federal
employees. Actuarial liabilities for Federal employees and veteran benefits are mcluded i Note 15 and are reported
on another line on the balance sheet. The largest liability in the emplovee-related liabilities category is the amount
owed at the end of the fiscal year to Federal employees for wages and benefits (including accrued annual leave). In
addition, DOE 1s liable to certain contractors such as the Umiversity of California. which operates the Lawrence
Livermore National Laboratory, for contractor emplovee pension and postretirement benefits. which 1s about $30.2
billion and $28.3 billion as of September 30, 2011, and 2010, respectively. Also, the Government owed about $9.7
billion and $9.7 billion as of September 30, 2011, and 2010, respectively, for estimated future pension benefits of
the District of Columbia’s judges. police, firefighters. and teachers.

International Monetary Liabilities and Gold Certificates

Consistent with U.S. obligations in the IMF on orderly exchange arrangements and a stable system of
exchange rates, the Secretary of the Treasury, with the approval of the President. may use the Exchange
Stabilization Fund to deal in gold. foreign exchange. and other mstruments of credit and securities.

Gold Certificates are issued in nondefinitive or book-entry form to the Federal Reserve banks. The
Government’s liability incurred by issuing the Gold Certificates. as reported on the Balance Sheet, 15 limited to the
gold being held by the Department of the Treasury at the standard value established by law. Upon issuance of Gold
Certificates to the Federal Reserve banks, the proceeds from the certificates are deposited into the operating cash of
the U.S. Government. All of the Department of the Treasury’s certificates 1ssued are payable to the Federal Reserve
banks.

Subsidies and Grants

The Government supports the public good through a wide variety of subsidy and grant programs in such areas
as agriculture, medical and scientific research, education, and transportation. USDA programs such as the
Conservation Reserve, Tobacco Transition Payvment, and Direct and Counter-Cyclical Payment programs account
for the majority of the subsidies due, about $8.9 billion, and $9.9 billion as of September 30, 2011, and 2010,
respectively.

The Government awards hundreds of billions of dollars in grants annually. These include project grants that are
competitively awarded for agency-specific projects, such as HHS grants to fund projects to “enhance the
independence, productivity, integration and inclusion into the community of people with developmental
disabilities.” Other grants are formula grants, such as matching grants. Formula grants go to State governments for
such things as education and transportation programs. These grants are paid in accordance with distribution formulas
that have been provided by law or administrative regulations. Of the total liability reported for grants as of
September 30, 2011, and 2010, DOT, Education, and HHS collectively owed their grantees about $15.0 billion and
$14.9 billion, respectively. Refer to the financial statements and footnotes of the respective agencies for additional
information.
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Note 19: Other Liabilities (contd.)

Miscellaneous Liabilities

Some of the more significant liabilities included 1n this category are for (1) legal and other contingencies (see
Note 22—Contingencies), (2) Bonneville Power Administration liability to pay annual budgets of several power
projects for its electrical generating capacity, and (3) payables due to derivative contracts and the purchases of
securities. In addition, many Federal agencies reported relatively small amounts of miscellaneous liabilities that are
not otherwise classified.

Note 22: Contingencies

Note 22. Contingencies

Financial Treatment of Loss Contingencies

Loss contingencies that are assessed to be at least reasonably possible are disclosed i this note. Loss
contingencies mvelve situations where there 1s an uncertainty of a possible loss. The reporting of loss contingencies
depends on the likelihood that a future event or events will confirm the loss or impairment of an asset or the
incurrence of a liabality. Terms used to assess the range for the likelihood of loss are probable, reasonably possible,
and remote. Loss contingencies that are assessed as probable and measurable are accrued in the financial statements.
Loss contingencies that are assessed as remote are not reported i the financial statements, nor disclosed in the
notes. All other material loss contingencies are disclosed in this note. The following table provides criteria for how
Federal agencies are to account for loss contingencies. based on the likelihood of the loss and measurability !

Likelihood of future
outflow or other

Loss amount can be

Loss range can be

Loss amount or range

Future confirming

event(s) are more

likely to occur than
not.

Accrue the liability.
Report on Balance
Sheet and Statement
of Net Cost.

minimum amount in loss
range if there is no best
estimate, and disclose
nature of contingency
and range of estimated
liability.

- reasonably cannot be reasonably
sacrifice of measured reasonably measured. measured
resources. ) )

Accrue liability of the
best estimate or ;
Probable Disclose nature of

contingency and include
a statement that an
estimate cannot be
made.

Reasonably possible
Possibility of future
confirming event(s)

occurring is more than

remote and less than
likely.

Disclose nature of
contingency and

estimated loss amount.

Disclose nature of
contingency and
estimated loss range.

Disclose nature of
contingency and include
a statement that an
estimate cannot be
made.

Remote
Possibility of future
event(s) occurring is
slight.

Mo disclosure

No disclosure

Mo disclosure

.
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Note 22: Contingencies (contd.)

The Government 15 subject to loss contingencies that include insurance and litigation cases. These loss
contingencies arise in the normal course of operations and their ultimate disposition 1s unknown. Based on
information currently available, however, it 15 management’s opinion that the expected outcome of these matters,
individually or in the aggregate, will not have a material adverse effect on the financial statements, except for the
insurance and litigation described in the following sections:

Insurance Contingencies

At the time an insurance policy 1s 1ssued. a contingency arises. The contingency 15 the risk of loss assumed by
the insurer, that 1s. the risk of loss from events that may occur during the term of the policy. The Government has
insurance contingencies that are reasonably possible in the amount of $267 0 billion as of September 30, 2011 and
$224 2 billion as of September 30, 2010. The major programs are identified below:

+ PBGC reported $250.2 billion and $190.0 billion as of September 30, 2011, and 2010, respectively, for the
estimated aggregate unfunded vested benefits exposure to the PBGC for private-sector single-emplover
and multiemployer defined pension plans that are classified as a reasonably possible exposure to loss.

s  Of the remaining $16.8 billion for 2011, FDIC reported $16.5 billion as of September 30, 2011, and $34.2
billion as of September 30, 2010, for identified additional risk in the financial services industry that could
result in additional loss to the Deposit Insurance Fund should potentially vulnerable insured mstitutions
ultimately faal. Actual losses, 1f any, will largely depend on future economic and market conditions.

Insurance in Force
Insurance in Force is the accumulation of policy limits for all policies issued and outstanding at a point in time.
The Government has Insurance in Force in the amount of $1.408.6 billion as of September 30, 2011, and $1.394.8
billion as of September 30. 2010. These amounis represent estimated maximum exposure to msurance claims and
guarantee programs. The major programs are identified below:
s  The DHS reported $1.247 .2 billion and $1.230.0 billion as of September 30, 2011, and 2010, respectively,
for the National Flood Insurance Program (NFIP).
+  The DOT reported $90.8 billion and $98.3 billion as of September 30, 2011, and 2010, respectively for the
Federal Aviation Administration (FAA) Aviation Insurance Program.

Deposit Insurance
Deposit insurance covers all types of deposit accounts such as checking, NOW and savings accounts, money
market deposit accounts, and certificates of deposit (CDs) received at an insured bank, savings association, or credit
union. The msurance covers the balance of each depositor’s account and shares, dollar-for-dollar, up to the msurance
limit, including principal and any accrued interest through the date of the insured financial institution’s closing. As a
result, the Government has the following exposure from Federally-insured financial mstitutions:
* FDIC has estimated msured deposits of $6.777.0 billion as of September 30, 2011, and $5.423.0 ballion as
of September 30, 2010, for the Deposit Insurance Fund.
s NCUA has estimated insured shares of $782 4 ballion as of September 30, 2011, and $750.9 billion as of
September 30, 2010, for the National Credit Union Share Insurance Fund.
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Note 22: Contingencies (contd.)

Legal Contingencies
Legal contingencies as of September 30, 2011, and 2010, are summarized in the table below:

2011 2010
Estimated Range of Loss Estimated Range of Loss
for Certain Cases ? for Certain Cases 2
Accrued Accrued
{In billions of dollars) Liabilities ' Lower End Upper End Liabilities ' LowerEnd Upper End
Legal contingencies
Probable ... . 92 9.0 a7 43 43 52
Reasaonably
possible ... 12.4 14.6 1184 122.6
! Accrued liahilities are recorded and presented in the related line items of the balance sheet.
2 Does not reflect the total range of loss; many cases assessed as reasonably possible of an unfavorable outcome did not include
estimated losses that could be determined.

The Government is party to various admimistrative claims and legal actions brought against 1t. some of which
may ultimately result in settlements or decisions against the Government.

Management and legal counsel have determuned that it 1s “probable™ that some of these actions will result in a
loss to the Government and the loss amounts are reasonably measurable. The estimated liabilities for these cases are
$9 2 billion and $4 3 billion as of September 30, 2011, and 2010, respectively. and are included in “Other
Liabilities™ on the Balance Sheet. For example, DOI 1s subject to various claims and contingencies related to
lawsuits. For cases in which payment has been deemed probable and for which the amount of potential liability has
been estimated, about $4.7 billion and 0.3 billion has been accrued in the financial statements as of September 30,
2011 and 2010, respectively. The Cobell vs. Salazar lawsuit brought against the Interior Department and Treasury
Department on behalf of 490,000 individual Indian trust beneficiaries for an historical accounting of their trust
accounts and reform of trust management systems. On December 7. 2009, the parties announced that a $3 4 billion
settlement had been reached. On December §, 2010, the President signed mnto law HER. 4783, the Claims Resolution
Act of 2010, which authonized and funded the settlement. DOI has accrued the $3.4 billion in theiwr financial
statements. The settlement agreement provides for the distribution of $1.5 billion directly to individual Indians, the
creation of a $1.9 billion fund to purchase highly fractioned interests in trust lands that stymie and slow the
Government’s management, and sets aside up to $60 mullion for educational scholarships for Indian children.

There are also administrative claims and legal actions pending where adverse decisions are considered by
management and legal counsel as “reasonably possible” with an estimate of potential loss or a range of potential
loss. The estimated potential losses for such claims and actions range from $12 4 billion to $14.6 billion as of
September 30, 2011, and from $118.4 billion to $122.6 billion as of September 30, 2010.
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Note 22: Contingencies (contd.)

Numerous litigation cases are pending where the outcome 1s uncertain or it 1s reasonably possible that a loss
has been mcurred and where estimates cannot be made. There are other litigation cases where the plamtiffs have not
made claims for specific dollar amounts_ but the claimed amounts may be significant. The ultimate resolution of
these legal actions for which the potential loss could not be determined may matenally affect the U.S. Government’s
financial position or operating results. Examples of specific cases are summarized below:

¢  Tribal Trust Fund Cases - Numerous cases have been filed in U.S. District Court in which Native American
Tribes seek a declaration that the United States has not provided the tribes with a full and complete accounting
of their trust funds, and seek an order requiring the Government to provide such an accounting. It is not possible
at this tume to determune the likelihood of an unfavorable outcome or an estumate of the amount or range of any
potential loss.

s  Various parties filed administrative claims and lawsuits against the U S. Army Corps of Engineers
(USACE) as a result of Hurricane Katrina in 2005. Most of the Hurricane Katrina tort actions that have
been filed are consolidated before a single judge sitting in the Eastern District of Louisiana. The court has
classified the mdividual cases that have been conschdated imnto seven categories: Levee, MRGO,
Insurance, Responder, Dredging Linatations, St. Rita Nursing Home, and Barge. Approximately 490,000
admunistrative claims related to the allegations 1n this consolidated action have been filed.

Environmental and Disposal Contingencies
Environmental and disposal contingencies as of September 30, 2011, and 2010, are summarized in the table
below:

2011 2010
Estimated Range of Loss Estimated Range of Loss
for Certain Cases * for Certain Cases ’
Accrued Accrued

{In billions of dollars) Liabilities ' Lower End Upper End Liabilities ' Lower End Upper End
Environmental and

disposal contingencies

Probable ... 200 20.0 20.2 15.8 158 16.0

Reasonably possible ... 02 0.2 02 0.3

! Accrued liabilities are recorded and presented in the related line items of the Balance Sheet.

2 Does not reflect the total range of loss; many cases assessed as reasonably possible of an unfavorable outcome did not include

estimated losses that could be determined.

The Government 1s subject to loss contingencies for a variety of environmental cleanup costs for the storage
and disposal of hazardous material and the operations and closures of facilities at which environmental
contamination may be present.

Management and legal counsel have deternuned that 1t 15 “probable™ that some of these actions will result in a
loss to the Government and the loss amounts are reasonably measurable. The estumated liabalities for these cases are
$20.0 ballion and $15.8 ballion as of September 30, 2011, and 2010, respectively, and are included 1n “Other
Liabilities™ on the Balance Sheet. DOE 1s subject to Spent Nuclear Fuel litigation for damages suffered by all
utilities as a result of the delay in beginning disposal of spent nuclear fuel and also damages for alleged exposures to
radioactive and/or toxic substances. Significant claims for partial breach of contract and a large number of class
action and/or multiple plamntiff tort suits have been filed with estimated liability amounts of $19.1 billion and $15.5
billion as of September 30, 2011, and 2010, respectively. However, DOE reported that several developments have
made 1t difficult to predict the amount of the Government’s likely liability, which at this time 1s undetermined.
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Note 22: Contingencies (contd.)

Other Contingencies

DOT and HHS reported the following other contingencies:

*  The Federal Highway Administration (FHWA) reimburses states for construction costs on projects related
to the Federal Highway System of roads. FHWA has pre-authorized $41 4 billion and $40 2 billion to the
states to establish budgets for 1ts construction projects for fiscal years ending September 30, 2011, and
2010, respectively. Congress has not provided appropriations for these projects and no liability 15 accrued
in the consolidated financial statements.

+ Contingent liabilities have been accrued as a result of Medicaid audit and program disallowances that are
currently being appealed by the States. The Medicaid amounts are $3 0 billion and $5 4 billion for fiscal
vears ending September 30, 2011, and 2010, respectively.

Treaties

The U.5. Government 1s a party to major treaties and other international agreements. These treaties and other
international agreements address various 1ssues mcluding, but not limited to. trade, commerce, security, and arms
that may involve financial obligations or give rise to possible exposure to losses. A comprehensive analysis to
determine any such financial obligations or possible exposure to loss and their related effect on the consolidated
financial statements of the U.S. Government has not yet been performed.
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Note 23: Commitments

Note 23. Commitments

Long-Term Operating Leases as of September 30, 2011, and 2010

{In billions of dollars) 2011 2010
General Services Administration......_............ 26.7 261
U.S. Postal Service ... 7.3 7.8
Department of Health and Human Services .. 15 1.7
DepartmentofState....... 1.4 13
Department of Defense ... 1.2 0.7
Securities and Exchange Commission .......... 0.8 11
Department of Agriculture ... 08 1.0
QOther Operating Leases_________ . 49 39

Total long-term operating leases................. 439 436

The Government has entered into contractual commitments that require future use of financial resources. It has
significant amounts of long-term lease obligations and undelivered orders. Undelivered orders represent the value of
goods and services ordered that have not vet been receved.

The Government has other commitments that may require future use of financial resources. For example, the
Government has callable subscriptions in certain Multilateral Development Banks (MDBs). which are international
financial institutions that finance economic and social development projects in developing countries. Callable capital
stock shares in the MDBs serve as a supplemental pool of resources that may be called, and converted into ordinary
paid 1n shares, if the MDB cannot otherwise meet certain obligations through its other available resources. MDBs
are able to use callable capital as backing to obtain very favorable financing terms when borrowing from world
capital markets. To date. there has never been a call on this capital for any of the major MDBs and none 1s
anticipated.
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Note 23: Commitments (contd.)

Undelivered Orders and Other Commitments as of September 30, 2011,
and 2010

(In billions of dollars) 2011 2010
Undelivered Orders:

Department of Defense ... 3159 34856
Department of Education.. 2292 2375
Department of the Treasur‘,r 207 1 144 .38
EQP Foreign Military Sales F’rogram 1214 1124
Department of Transportation ......._._.. 104.7 1021
Department of Health and Human Serweee 90.3 929
Department of Housing and Urban Develepment..... 56.9 648
Department of Agriculture ... 517 548
Department of Energy ... 457 492
Department of Homeland Secunh,r 36.3 3T
Department of State .. 209 19.2
Agency for Internatmnal Development 15.6 15.7
National Science Foundation ... 11.6 11.8
Environmental Protection Agency ... 10.8 11.4
Department of Justice .. 10.0 115
Export-lmport Bank of tne L.|n|ted Stales a7 5.8
All ather agenmes 621 638
Total undelivered orders ... 1,399.9 1,383.8

Other Commitments:
Callable capital subscriptions for multilateral

developmentbanks. ... 720 639
Fuel Purchase Obllgat|ens 85 79
Agriculture Direct Loans and Guarantees 59 438
Power Purchase Obligations ... 51 55
Long-term Satellite and Systems 32 39
Conservation Reserve Program ... 1.8 1.8
Contract Options and Negotiations .......................... 00 10.2
All othercommitments . 6.8 6.0

Total other commitments ... 103.3 104.0
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Note 23: Commitments (contd.)

Other Commitments and Risks

The U. S. Government has entered into agreements that could potentially require claims on Government
resources in the future. For example, The Terrorism Risk Insurance Act of 2002 (TRIA or the Act) was signed mto
law on November 26, 2002. This law was enacted to address market disruptions resulting from terrorist attacks on
September 11, 2001. On December 26, 2007, the Terronsm Risk Insurance Program Reauthorization Act of 2007
(Reauthorization Act) was enacted extending the Program through December 31, 2014. The Act helps to ensure
available and affordable commercial property and casualty insurance for terrorism risk, and simultaneously allows
private markets to stabilize. The Terrorism Risk Insurance Program is activated upon the certification of an “act of
terrorism” by the Secretary of the Treasury i concurrence with the Secretary of State and the Attorney General If a
certified act of terrorism occurs, insurers may be eligible to receive reimbursement from the Government for insured
losses above a designated deductible amount. Insured losses above this amount will be shared between insurance
companies and the Government. The Act also gives Treasury authority to recoup Federal payments made under the
Program through policvholder surcharges under certain circumstances and contains provisions designed to manage
litigation arising from or relating to a certified act of terrorism. There were no claims under TRIA as of September
30, 2011, or September 30, 2010.
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Excerpt from Required Supplementary Information

Risk Assumed

Eisk assumed information 1s important for all Federal insurance and guarantee programs, except social
insurance, life insurance, and loan guarantee programs. Risk assumed 1s generally measured by the present value of
unpaid expected losses net of associated premiums, based on the risk inherent in the insurance or guarantee coverage
in force. In addition to the liability for unpaid insurance claims included in Note 18—Insurance and Guarantee
Program Liabilities, for events that have already occurred. the Government also 1s required to report as
supplementary information risk assumed amounts and the periodic changes in those amounts.

The assessments of losses expected based on the risk assumed are based on actuarial or financial methods that
include information and assumptions applicable to the economuc, legal. and policy environment in force at the time
the assessments are made. Management has estimated the loss amounts based on the risk assumed as well as the
periodic changes.

Please refer to the individual financial statements of the PBGC. USDA_ and NCUA for further detailed
information. including information as to the indicators of the range of uncertainty around expected estimates and the
indicators of the sensitivity of the estimates to changes 1n major assumptions.

Risk Assumed Information as of September 30, 2011, and 2010

{In billions of dollars) 2011 2010

Present value of unpaid expected losses,
net of associated premiums:

Pension Benefit Guaranty Corporation .. 250.2 190.0
Department of Agriculture .. 88 7.5
National Credit Union Adm|n|stratmn 74 7.5
Allother.. ... 09 2.0

Total o 267.3 207.0

Periodic changes in risk assumed amounts:

Pension Benefit Guaranty Corpaoration . 602 218
Department of Agriculture ... 1.3 (1.4)
National Credit Union Admmlstrahon (0.1) 16
All :::ther (1.1) 0.4

TOtAD e 60.3 224
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada’

Risks and Uncertainties

Asnoted in the budeet and related documents, the Government’s
revenues and expenses are highly sensitive to changes in economic
conditions — particularly to changes in economic growth, inflation
and interest rates.

Current risks to the fiscal outcome in 200 1-2012 come primarily
from the increased uncertainty surrounding the global economic
outlook, as well as uncertainty as to how economic developments
will translate into spending and tax revenues,

Global economic growth, particularly in the United States,
slowed during the first half of 200 1. Moreover, this slowing of
global growth comes against the backdrop of ongoing concerns
about the sovergign debt situation in Europe, and the downgrading
of 1.5, debt by Standard & Poor's. These developments have led to
a sharp increase in volatility in global financial markets, which is
further weighing on global growth.

Canada is not immune from global economic developments.
However, the Government adopted prudent planning assumptions
in Budget 2011 by adjusting down the level of nominal GDP pro-
jected by privatesector economists by 510 billion. As a result,
fiscal results to date have been broadly consistent with the conser-
vative 2001 1-2012 projections set out in Budpget 20011,

Toillustrate the impact of changes in economic conditions, the
Department of Finance publishes, on a regular basis, sensitivity im-
pacts on the budpetary balance. These are “rules of thumb™ as the
actual impact will depend on many other factors as well. As pub-
lished inthe June 6, 2001 budget, these show, for example, that:

* A onewear, |-percentage-point decrease in real GDP growth
wonld lower the bud getary balance by 53 3 hillion in the first vear,
S3.6hillion in the second vear, and 52,3 billion in the fifth vear.

* A onevear, l-percentage-point decrease in GDP inflationwould
lower the budgetary balance by 516 billion in the first vear,
$1.6 billion in the second vear, nd $1.2 billionm the fithvear.

* A sustained 100-basis-point increase in interest rates would
lower the budgetary balance by $0.8 billion in the first vear,
51.7 hillion in the second vear, and 52,1 billionin the fifth vear.

While these peneralized rules of thumb provide pood estimates
of the sensitivity of the budge tary balance with respect o small eco-
nomic changes, it is important to note that some of the estimated
relationships would change inresponse to large economic changes,

! Available online at http://www.tpsgc-pwgsc.gc.calrecgen/txt/72-eng.html; last accessed July 18, 2012.

.
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

PUBLIC ACCOUNTY OF CANADA, 2010-2011

15. Contractual Obligations

The nature of government activities result in large
multi-year contracts and agreements, including international
treaties, protocols and agreements of various size and impor-
tance. Any financial obligations resulting from these are
recorded as a liability when the terms of these contracts or
agreements for the acquisition of goods and services or the
provision of transfer payments are met. Major contractual
obligations that will generate expenditures in future years
and that can be reasonably estimated are summarized as
follows:

{in millions of dollars)

2011 2010

Transfer payment agreements . ............ 58,295 60,514
Acquisition of property and equipment,

and goods and services. .. ... ... ... 33344 27,238

Operating leases .. ............iiiin. 2,637 3,015

International organizations .. . ............ 3,343 3,089

97,619 93,856

Dietails (unaudited) can be found in Section 11 of this volume.

Estimated future expenditures related to these contrac-
tual obligations are as follows:

Year {in millions of dollars)
. | 26, 606
. 15,445
2004, e 13,219
. 7.225
2006, . e e 5,287
2017 and subsequent ... ... ... ... ... 20,837
97,619

Dretails {unaudited) can be found in Section 11 of this volume.

i. Transfer payment agreemenis

Obligations related to transfer payment agreements
include an amount of $21,695 million ($23,935 million in
2010) related to various contractual obligations of the Gov-
ernment through the Minister’s account held at Canada Mort-
gage and Housing Corporation (CMHC) for social housing
programs. Estimated future expenditures related to these
obligations are approximately $1,700 million per year. The
amounts reported for CMHC under obligations for transfer
payment agreements for 2011 reflect the total estimated
remaining contractual obligations extending for periods up
to 30 years.

.
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ii. Operating leases

The Government rents premises and equipment under
operating leases which expire at various dates. Future mini-
mum lease payments as at March 31, 2011, total $2,637 mil-
lion (3,015 million in 2010).

16. Contingent Liabilities

Contingent liabilities arise in the normal course of oper-
ations and their ultimate disposition is unknown. They are
grouped into contingent liabilities related to: guarantees pro-
vided by the Government, international organizations, envi-
ronmental liabilities, claims and pending and threatened
litigation, and insurance programs of agent enterprise Crown
corporations.

i. Guarantees provided by the Government

At March 31, 2011, the principal amount outstanding for
guarantees provided by the Government amount to
$£236,509 million ($221,979 million in 2010) for which an
allowance of $592 million ($535 million in 20107 has been
recorded. Guarantees provided by the Government include
guarantees on the borrowings of enterprise Crown corpora-
tions and other government business enterprises, loan guar-
antees, insurance programs managed by the Government,
and other explicit guarantees. Of the total amount guaran-
teed, $227.642 million ($211,454 million in 2010) relates to
guarantees on the borrowings of agent enterprise Crown cor-
porations for which no allowance (nil in 2010) has been
recorded. The repayment of all money borrowed by agent
enterprise Crown corporations and interest thereon consti-
tute obligations of the Government and are recorded net of
borrowings expected to be repaid directly by these
corporations.

ii. International organizations

The Government has callable share capital in certain
international organizations that could require payments to
those agencies. As at March 31, 2011, callable share capital
amounts to $25,479 million ($17,177 million in 2010).

iii. Environmental liabilities
{a) Remediation of contaminated sites

The Government has identified approximately
17,000 sites for which environmental liabilities may exist for
assessment, remediation and monitoring. Of these, the Gov-
ernment has identified approximately 2,200 sites (2,400 sites
in 2010}, where action is possible and for which a liability of
$£4,354 million ($3,493 million in 2010) has been recorded.
In addition, the Government has estimated further clean-up
costs for which it may be potentially liable of $1,0:44 million
(%$1,512 million in 2010). These further clean up costs have
not been accrued as the Government’s obligation to incur
these costs is not determinable.

)





Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

h) Future asset restoration

The Government has identified approximately
760 unexploded explosive ordnance (UXO) affected sites for
which environmental liabilities for clearance of these sites
may exist. Of these, the Government has identified approxi-
mately 42 UXO affected sites (30 UXO affected sites in
2010), where clearance action is likely and for which a liabil-
ity of $16 million ($16 million in 2010) has been recorded as
part of the total future asset restoration liability 0£'$3,391 mil-
lion ($3,109 million in 2010). In addition, the Government
has estimated further clearance costs related to UXO affected
sites ranging from $180 million to $524 million. These future
clearance costs have not been accrued as the Government’s
obligation to incur these costs is not determinable.

The Government’s ongoing efforts to assess contami-
nated sites and UXO affected sites may result in additional
environmental liabilities related to newly identified sites, or
changes in the assessments or intended use of existing sites.
Any additional liabilities will be accrued in the year in which
they become known and can be reasonably estimated.

iv. Claims and pending and threatened litigation

There are thousands of claims and pending and threat-
ened litigation cases outstanding against the Government.
These claims include items with pleading amounts and items
where an amount is not specified. While the total amount
claimed in these actions is significant, their outcomes are not
determinable. The Government has recorded an allowance
for claims and litigation where it is likely that there will be a
future payment and a reasonable estimate of the loss can be
made. Claims and litigation for which the outcome 1s not
determinable and a reasonable estimate can be made amount
to approximately $4,211 million ($4,300 million in 2010).
Certain large and significant claims are described below:

Comprehensive land claims: Comprehensive land
claims are negotiated in areas where aboriginal title has not
been dealt with by treaty or by other legal methods. In such
cases, the claim is based on an aboriginal group’s traditional
use and occupancy of that land. There are currently 80 (76 in
2010) comprehensive land claims under negotiation,
accepted for negotiation or under review. A liability of
$3,772 million ($3,800 million in 2010) is estimated for
claims that have progressed to a point where quantification is
possible. The estimate is based on historical rates and costs of
settlement and current status of negotiations. The remaining
claims are still in the early stage of negotiations and cannot
yet be quantified.

.
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Assessed taxes under objection or appeal: As at
March 31, 2011, $17,117 million ($17,102 million in 2010)
of previously assessed federal and provincial taxes was
under objection at Canada Revenue Agency and $3,299 mil-
lion (£3,509 million in 2010) was under appeal at either the
Tax Court of Canada, the Federal Court of Canada or the
Supreme Court of Canada.

Other: In September 1999, the Public Service Superan-
nuation Aet, the Canadian Forces Superannuation Actand the
Royal Canadian Mounted Police Superannuation Act were
amended to enable the Government to deal with excess
amounts in the superannuation accounts and pension funds
governed by these Acts. The legal validity of these provisions
was challenged in the Courts. On November 20, 2007, the
Ontario Superior Court of Justice rendered its decision and
dismissed all the claims of the plaintiffs. The Ontario Court of
Appeal dismissed the plaintiffs’ appeal on October 8, 2010. In
a decision released on May 5, 2011, the plaintiffs” application
for leave to appeal was granted by the Supreme Court of Can-
ada. The outcome is not determinable at this time.

v. Insurance programs of ageni enterprise Crown
corporations

Three agent enterprise Crown corporations operate
insurance programs for the Government. In the event that the
corporations have insufficient funds, the Government will
have to provide financing. The Canada Deposit Insurance
Corporation operates the Deposit Insurance Fund which pro-
vides basic protection coverage to depositors for up to
$100,000 deposited with each member bank, trust or loan
company; Canada Mortgage and Housing Corporation oper-
ates the Mortgage Insurance Fund which provides insurance
for mortgage lending on Canadian housing by private institu-
tions and the Mortgage-Backed Securities Guarantee Fund
which guarantees the timely payment of the principal and
interest for investors of securities based on the National
Housing Act through the Mortgage-Backed Securities pro-
gram and the bonds issued by the Canada Housing Trust
through the Canada Mortgage Bond program; and Export
Development Canada provides export and foreign invest-
ment insurance to help with export trade. At March 31, 2011,
total insurance in force amounts to $1,473,068 million
($1,396,212 million in 2010). The Government expects that
all three corporations will cover the cost of both current
claims and possible future claims.

Further details (unaudited) on contingent liabilities can
be found in Section 11 of this volume.
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities

PUBLIC ACCOUNTS OF CANADA, 2010-2011
CONTRACTUAL OBLIGATIONS AND
CONTINGENT LIABILITIES

This section contains detailed information related to contrac-
tual obligations and contingent liabilities.

Contractual Obligations

The nature of Government activities result in multi-year con- All outstanding contractual obligations of $1 0 million or more
tracts and agreements, including various international treaties per project or per program at year end are reported for transfer
and protocols. Contractual obligations are financial obligations payment agreements, capital assets, purchases and operating
ofthe Government to others that will become liabilities when the leases. For international organizations, all contractual obliga-

terms of those contracts or agreements for the acquisition of tions in excess of $1 million at year end are reported.
goods and services or the provision of transfer payments are met.
In the case of contractual obligations to international organiza-
tions, some will result in future bud getary expenses while others
will result in non-budgetary payments.

In accordance with the Govemment's significant accounting
policies, the contractual obligations of consolidated Crown cor-
porations are included with those of the Government.

Table 11.1 summarizes these contractual obligations. Details
of the four types of contractual obligations can be found in other
tables 1n this section.

Contractual obligations can be classified into four main cate-
gories: transfer payment agreements (grants and contributions),
capital assets and purchases, operating leases and international
organizations.

TABLE 11.1
CONTRACTUAL OBLIGATIONS

(in millions of dollars)

Acquisition
Transfer of capital assets Operating Internati onal
payments and purchases leases organizations Total
Information from:
Transfer payment agreements, capital assets, purchases
and operating leases, Table 11.3. .. ... ..o, SE2US 33,344 2,637 WI76
Imternational contractual obligations, Table 11.4 . ... ... .. ... it 1443 3,343
B A | .4 33,344 2,637 3,33 97,619
Table 11.2 summarizes the information presented in Ta-
ble 11.1 to indicate the minimum amounts required to satisfy
obligations under contractual obligations each year from 2012 to
2016 inclusive, and a total for amounts due in the year 2017 and
subsequently.
TABLE 11.2
SCHEDULE OF MINIMUM PAYMENTS
(in millions of dollars)
Acquisition Ohbligations
of capital under Obligations
Transfer assets operating to
payment and lease international
Minimum payments to be made in: agreements purchases arrangements  organizations Total
1 A AT -1 T.H3 il4 1,084 26,606
0 PP L1 2 £ 51 4,325 331 4 15,445
0 029 4,647 89 254 13,219
.1 ) B 4,391 2472 244 118 7,125
2. | 3,355 1,660 217 55 5,287
2017 and subsequently . ... ... i e ae . 14310 12,797 1,242 1,488 20,837
B N . . 33,344 2,637 3,343 97,619

Tab E - Risk Assumed, Attachment 3 Page A115 }
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

Transfer Pavment Agreements, Capital Assets,
Purchases and Operating Leases

Table 11.3 provides details of contractual obligations that in-
volve: transfer payment agreements, capital assets, purchases
and operating leases. It discloses individual contractual obliga-
tions by category and by entity. Contractual obligations are

summarized in Note 15 to the financial statements in Section 2 of

this volume.

Transfer pay ment a greements are irevocable contracts to pro-
vide funding to other levels of governments, organizations
or mdividuals.

TABLE 11.3

Capital assets are tangible, durable items of value, including
major additions or alterations thereto, including military equip-
ment and land, from which benefits are expected to be derived
during their useful life.

Purchases are supported by contracts to supply goods or ser-
vices. An operating lease 15 a lease in which the lessor does not
substantially transfer all the benefits and risks incident to owner-
ship of property to the lessee.

TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES

AS ATMARCH 31, 2011

{in millions of dollars)

Chutstanding obligations to be disbursed by March 31

Total 2017 and
estimated Amount Amount Cutstanding suhse-
cost contracted  disbursed obligation 2012 2013 2014 W15 2016  gquently
Transfer payment agreements—
Agriculture and Agri-Food—
Girami—
Canadian Camleman’s Associarion
Beef Market Development
LegacyFund ... ... ... ..o aans 3 k) ir 13 Fi 3
Canadian Herita
Canada s Naiional Ballet School
Canada Arts Training
Fund. . 18 18 &} 12 6 [}
Canadian Agmmen.r on }h‘m ﬁrn:p
Language Education and
Second Official Language
Introduction
Government of Alherta .. ... .. .. ... ... ... 6l i1} iz 29 15 14
Government of Mova Scotia . ... ... ... ... iz 32 17 15 L 7
Government of Saskatchewan. . . . e 32 iz 16 16 & 8
Ministre des Finances du Quebec. .. ... ... .. 263 263 133 130 65 65
Provinee of British Columbia ... ... ... ... .. 0 i 36 i4 17 17
Province of Manitoba. .. ...... 53 53 27 26 13 13
Province of Mew Brunswick . .. ] 2R 45 43 22 21
Provinee of Ontario . . o 338 I8 170 158 T 9
Corporation of the l’.mnc:.f a_ﬂﬂmr':.rers
of Education, Canada
Explore and Destination Clic Prm:ram R a7 67 33 4 17 17
Ondyssey Progmam . . . e 28 28 14 14 7 7
Katimavik-0PCAN f_arparm'mn
Katimavik Progam . ... ... .. ... ... ...... 28 28 28 14 14
La Fondation Musicaction
Canada Music Fund . 21 21 5 16 4 4 4 4
Society for Ed‘ummma.f Ifs:.rs mm'
Exchanges in Canada
Youth Exchanges Canada Progmam. .. .. ..... i} 3 9 14 5 5 4
The Foundation Assisting Canadian Talent
on Recordings
Canada Music Fund . . 31 E11 i} 25 6 [} i} T
Toronte Organizing (amm:.r.re\e_,ﬁr me
2015 Pan American and FParapan
American Games
Hosting Program. ... ... ..o vn v vnnonn 18 18 5 13 13
YMCA of Greater Toronto
Youth Exchanges Canada Progmam. .. .. ... .. 15 15 5 10 5 5
P ] LI76 59 T k0 288 4 1!

(
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

PUBLIC ACCOUNTS OF CANADA, 2010-2011

TABLE 11.3

TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES
AS AT MARCH 31, 201 1—Continued

(in millions of dollars)

Total
estima ted
cost

Amount
conirae ted

A mount
disbursed

Chntstanding obligations to be disbursed by March 31

Crutstanding

obligation 2012

2013

2014

W15

2016

2017 and

subse-
quently

Manitoba Floodway Expansion
AwthontyInc . .......
Mont Tremblant R esorts -md' f.a.mpany
Limited Partnership
Development of two new four-season
resort villages . |

Municipality of the l'_aun.ry afl'_m’ch ester

Construct 2 multipurpose recreation
complex in Truro Heights .. ... ... ... ..
Municipality of York
Duffin Creek water pol hation plant project
VIVA bus rapid transit
project. .
The Board af l’mrwnw: af.'h'a.u n.r Ra_mt
University
Construct new integrated Performance Hall
and Comservatony ... .. ..o.vve et vnn .
The Calgary Science Centre
and the Creative Kids Museum
Society. . e
The Ca.r_mmmn ﬂfﬂde C:.tr a_r’La.md'a.m
Contribution for capital project
of nine components to
ensure sustainable regional
water supply system. ... ... ... ...
The Corporation of the Town af
Kirkiond Lake
Diecommission of existing wastewater
treatment plant facility and conversion
into pumping station ... ... ..
Union of British Columbia ,\fuumrpnt:net
and the GGovernment of British
Columbia
(ias Tax Fund .
Yukon Energy Ca.rmmmn
Contri bution for the construction
of hydm facility and
Carmacks-Stewart
TAMSMISEION .. v e e e e aeanns

Western Economic
Diversificaon—
Alberta Infrastructure and Transportation
Royal Alberta Museum ... ... ... ... ...

Consolidated Crown Corporations
and Other Entities—
Canada Morigage and Housing
Corporation (Minister's accountj—
Social Housing Program . ... ...
International Development Research
Cenrre—
Contractual grant payments. . ... ... ... ... ..
Narional Capital Commission—
Cityof Gatineau. ... ............cocoinna.

Total transfer payment
T T

.

48 48

10 10

47 47

20 20

40 40

0 S0

1,638 1,638

-1
-1

L EL

19

th

B8O

9

15,299

I8 £}

29 i

10 10

47 i6

80 26

19 4

251

13,056 6, 749

251

3861

20

230

(=1

in

149

71,480 71,370

36,118 15,359

8,766

6,370

1,721

958

63,217 63,217

472 472

16 16

21605 17

1 10

1. 674

1647

1a3d

13352

63,705 63,705

41,528

2,177 2,206

1,679

1,659

1,647

1,634

13,352

135,185 135,075

76,780

58295

17,765 10.445

8,029

4391

3,355

14.310
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

TABLE 11.3
TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES
AS AT MARCH 31, 201 1—Continued

(in millions of dollars)

Owutstanding obligations to be disbursed by March 31

Tatal 2017 and
estimated Amount Amount COutstanding auhse-
cost contracted  disbursed obligation 2012 2013 2014 2015 2016 quently

Capital assets and purchases—
Capital assets—
Environment—
Department—
IBM Canada Lid
Supercomputer system, Dorval Que'® .. . 32 12 12 1 13 13
Parks Canada Agency—
Banff National Park
Trans Canada Highway
twinning—Economic
Action Plan. e 130 114 45 69 69
Trans Canada quh“a}
twrinning—C{iateway
and Bonrders Crossing
Fund . 100 76 60 16 16
l’:u.ﬂﬂ#ﬂnds J\m'nmm‘ .Par!c
Land acquisition, developments and
OPETAEIONS L. .ot i v vve aaennnann e 31 il 21 10

Ln

L
L
=}
L

293 253 126 127 .1 15 15 7 I !
Fisheries and (Jceans—
(rriffon Hoverwork Limited

Construction of one air cushion vehicle. . ... . 12 12 12 5 3 4
Treing Shipbuilding Inc
Diesign and construction of 9 mid-shome
patrol vessels .. ... L 194 194 43 151 70 il 13 2
201 200 43 163 73 6y 7 2

Industry—
Canadian Space Agency—
MacDon aid, Detrwiler and Assooares Lid
Scientific activities for the
comstruction of the Radamat
Constellation ... ... ... .............. 143 143 LY 44 44
National Defence—
Boeing, Ridley Park
15 medium to heavy lift

helicopters. . e 1,352 1,352 454 B6E 3z ixw 86 63
BMT Fleet 'ﬁhﬂdﬂﬂfﬂ,ﬂ' Lmﬂ.re\d'
ELMS Services to Ship Design. .. ... .. ... .. 56 15 1 14 1 13
CAE Inc
Aircrew Cperational
Training services .. .. . 274 274 81 193 109 il 15 9 29
DEW Engineering and Bererqnmem I'. Lf_
Special equipment vehicle. | . R 131 131 5 126 17 62 46 1
RS Technologies Canada, Kﬂnm‘ﬂ l‘)n.r
Shincom Owerhaul ... ... ... .. ... 59 59 ig 21 15 6

Gremeral Dynamics Canada
Land Command Support System
engineering and integration

longterm support . . 315 iz5 128 197 65 63 67
Wheeled Light Arn';nm'ed \."{_‘hld{." U’]TtlmI?.{_‘d
Weapon Systems Suppornt ... ... ... ... .. 424 424 7 147 69 T3} 12
(Filcron Corporation
Precision approachradars ... ... ... ... .. .. 29 29 6 23 20 i
Krauss Mafjfei Wegmann
A4 Ops - Leopard 2 A4 Ops | L1 BE 21 67 67
Replacement in E(md—l'_cnpard 2
COMVETSIon. .. i9 39 7 iz 10 22
IﬂcMe\euiMarnn l’.amni!
Combat Systems Integration .. .. ... ... ... .. 05 61 82 279 7 13 18 18 18 205
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

TABLE 11.3
TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES
AS AT MARCH 31, 201 1—Continued

{in millions of dollars)

Chtstanding obligations to be disbursed by March 31

Total 2017 and
estimated Amount A mount Cutstanding suhse-
cost contracted  disbursed ohligation 2012 2013 2014 015 2016  guently
PCL Construction Management Ine
Renovations of the RCMP Fort Macleod
dorm, RCMP Training Academy.......... 26 26 2 24 20 4
Renovations of the Cadet Accommodation
Building, RCMP Training Acadermy .. ... . 26 26 11 15 15
PCL Constructors Canada fnc
New “H™ Division Construction, RCMP . ... L] 1] 14 52 28 24
Renovations to JC Wilt Infectious Discases
ResgarchCentre .. ... .o ntt 23 23 1 22 13 9
The Grea-West Life Assurance Company
90 Elgin Street, Ottawa Ont'™, . .. ., s01 50 01 10 20 471
West Block renevation,
111 Wellington Street, Ottawa Ont. .. .. ... .. 1,072 275 21 54 28 7 4 i 3 6
1303 2170 ive 1,792 207 2 i 35 ol 1,327
Subtotal .. ... ... .. 14925 12,899 4,969 7,930 1,851 1,259 992 Q58 i 2,531
Consolidated Crown Corporations
and Other Entities—
Canadian Museum for Human Righs—
PCL Constructors Canada Inc ... ...... ... .. 219 207 2 o5 &7 &
The Federal Bridge Corporation Limited—
Major works and maintenance .. ... ... ... .. 12 112 12 o1 7 ! 1
VI4 Roil Conade fnc.—
Avalon RailIne. . ... ... Ll 26 20 9 11 11
CAD Railway Services Inc .. .. 131 14 69 is 29 6
Canadian Mational Railways. .............. iz 3z 185 127 a0 7
Industrial Rail Services .. .............. ... 117 1% 33 Th 34 21 21
586 345 206 249 164 fid 27
Subtotal .. ... w17 g6 408 456 344 89 22 1
Total capital as=sets ... ... ......000nvinnen ... 15E42 13,763 5,377 8,356 2,195 1,ME  L014 L339 iy 2,531
Purchases—
Canada Revenue Agency—
Bell Canada
[rata center co-location
e 40 40 40 3 4 4 20
Data networking services ... ... ... ... ... 86 &6 74 12 12
CA Canada Company
Maintenance and support for enterprise
licemees ... ... ... ... it 6F 9 59 11 13 14 14 7
IBM Canada Limited
IBM Mainfame—
Software master agreement for
licenses and support. ... ... ........... 101 101 a0 11 11
Microsoft Licensing P
Software . ... .. ... ... 48 48 15 i3 17 16
343 43 188 I35 31 29 Ir 1% Iy 20
Citizenship and Immigration—
Madavie Inc
Interim Federal Health Claims
ProCessing. ... ..o vt in i innann 14 14 ! FE] 4 K E] K

Environ men —
IBM Canada Lrd
Supercomputer system, Dorval Que™ . 4 4 14 i2 i I
Fisheries and Oceans—
Provincial Airlines Lid
Air Surveillance Program ... ... ... ... ... 75 [ 17 57 i3 13 I3 12
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

TABLE 11.3
TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES
AS AT MARCH 31, 201 1—Continued

(in millions of dollars)

Chtstanding obligations to be disbursed by March 31

Total 2017 and
estimated Amount Amount Chutstanding subse-
CcOst contracted  disbursed ohligation 2012 2013 2014 2015 2016  quently
Smiths Detoction Montreal Inc (1 0f2) .. ... . 11 11 11 5 [
Smiths Detection Montreal Inc (2of2) .. ... . 39 39 19 20 4 4 4 5 3
Telus ServieesIne .. ... oo cin i nn 14 14 4 10 4 3 1
arr Lt o i3 235 ir 2 6 15
Canadian Broadeasting Corporafion—
Programming rights . ... ... ... ... ... ...... 144 144 98 46 34 12
Sportsmights . ... .......... 647 647 367 280 43 101 106 30
Others .. ... ... ... ... .. 40 40 15 25 25
SAPCanmada . ... ... ... ... ... 14 14 1 13 1 1 1 1 2 7
Sintec Medin Ltd ... ... ... .. ... ... ... 13 13 13 2 3 3 3 2
SWNC-Lavalin Profac Inc . ... ... ... .. ... ... 456 456 112 44 i3 is 6 i7 38 165
L34 134 593 721 FEL. 152 146 i 42 172
Canadian Commercial Corporation—
Contracts with foreign customers. .. ... ..... 31563 1563 1563 1,603 1806 Bl 4
Entreprise Cape Breton Corporation—
Sydney Ports Corporation Inc. .. ... ... ..... kX 19 2 17 7
Narional Capital Com mission—
Land management and maintenance. . ... .. .. 7 7 5 12 ! I
Narional Gallery of Canada—
Securitas Security Services .. ... ... ... 24 15 K 12 K E K E
Telefilm Canada
Project commitments . .. ... ... ... ... £ £ 34 32 2
Subtotal .. ... ... 6,072 6,045 1,251 4,794 2,139 195 2065 a0 118 187
Total purchases. .. ... ..o i, 43,640 3R,662 13,704 24,958 5,48 2977 3633 1,513 1,321 10,266

Total capital assets

and purchases.. ......... .o, 59,482 52,425 19,081 33344 7443 4315 4,647 1471 1660 12,797
Operating leases—
Envirenment—

Capilane Indian Reserve No. 5 of
Vancouver, BC

Leaseofland. ... ...... ... ...l 385 385 139 246 & & & & & 26
Foreign Affairs and International
Trade—
Main Production and Commercial
Administration
Office and parking space, Moscow, .. .. ... .. 195 195 14 181 4 4 4 5 5 159
Real Estare Investment Fund Yorth Tower
Chancery, Sao Paulo . .. ... ... ..ol 32 32 24 28 4 4 3 3 3 3
Spanish Space Tower, S AU
Chancery, Madrid ... ... ...... ... ........ i5 is 4 31 2 2 2 2 2 21
The HongKong Land Property
Company Limited
Chancery, Hong Komg ... .. ... ... ......... iz iz iz 7 T 9 9
The Wilton Co-ownership
Chancery, Dublin ... ...... ... .. ..ot 18 18 2 16 1 1 1 13
Tower Flaza Associmes, New York
Chancery, Mew York . .. ... ... ...l i3 i3 20 13 1 2 2 2 2 4
165 Ja5 4 kL % 2 22 24 I5 202
Indian Affairs and Northern Development—
Donna Conna Inc
Fees fior crisis line support services .. ... .. .. 16 16 4 12 i} ]
Public Works and Government Services—
T T Dominion Square Management Ine
1255 Peel Street, Montréal, Que. ... ... ... .. 16 [} 4 12 1 1 2 2 2 4
ITi6 Eguities Inc
1166 West Pender Street, Vancouver, BC ... . M M 34 5 [ 6 [ 6 5
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

PUBLIC ACCOUNTS OF CANADA, 20010-2011

TABLE 11.3
TRANSFER PAYMENT AGREEMENTS, CAPITAL ASSETS, PURCHASES AND OPERATING LEASES

AS AT MARCH 31, 201 1—Concluded

{in millions of dollars)

Ctstanding obligations to be disbursed by March 31

Total 2017 and
estimated Amount Amount Crutstanding auhse-
cost contracted  disbursed obligation 2012 2013 2014 015 2016  quently
International Development Research
Cenire—
(rwrers Realty Corporation
Office space and maintenance. ... ... ... .. 13 ros 14 84 i i 7 7 T 5
Marine Atlantic fnc.—
Five-ypear charter agreement for a passenger
an d freight ferry
MV Atlantic Vision ... ..., 106 106 51 55 21 13
MV Blue Puttees . ... ..., i) 62 5 57 12 2 12 12 9
MV Highlanders. . ... ... ............... 53 53 1 52 11 11 10 9
2 221 57 164 44 44 34 22 18
National Capital Commission—
Chambers Building, Ottawa, Ont. .. ... ... .. 196 196 Hiré Ll o o o HY L 43
VIA Rail Canada Ine.—
Canadian National Railways. ... ... .. ... .. 103 103 61 42 5 5 5 5 6 1y
IBM Canada Lid,
VIAnet Service Agreement ...... ... .. 30 30 18 12 3 3 3 3
Union Station, Toronto .. ... .. ... ... ... ... 189 189 25 164 3 3 3 3 3 144
322 322 lid 218 Iy Iy I ! o 165
Subtotal. . ... e 1,410 1410 487 923 17 115 102 85 TV 415
Total operating
JEases. . vueer siniirins s 4,007 3,929 1,292 2,637 34 331 289 244 217 1,242
Grandtotal......ooiininiiinirinnnass 198,674 191,429 97,153 94,276 25522 15101 12,965 7,107 5,232 18,349

i1l The amount shown under *Total estimated cost™ is a cumulative total of amounts charged to budgetary appropriations since 1992, when particulars of this obligation
were first reported in the Public Accounts of Canada, plus the outstanding obli gation reported at fiscal yearend.

@1 This fi gure reflects the total estimated remaining contractual obli gations which extend for periods up to 30 years,

@1 The amounts shown melate to a future capital lease obligation,

#1 The amounts shown melate to interest and executory costs associated with a future capital lease obligation,
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

International Contractual Obligations

Table 11.4 summarizes the mmternational contractual obliga-
tions according to whether they would result in the disbursement
of funds for non-budgetary share capital and loans, or for bud get-
ary transfer payments, loans and advances and contractual
obligations.

International contractual obligations reported in this table in-
clude transfer payments, loans and advances to intemational
organizations aswell asloans for the development of export trade

TABLE 11.4

INTERNATIONAL CONTRACTUAL OBLIGATIONS
(in millions of dollars)"

PUBLIC ACCOUNTS OF CANADA, 20010-2011

{administered by Export Development Canada), which Canada
has agreed to disburse in the future. Future paid-in share capital
represents commitments made by Canada for future purchases of
non-budgetary share capital in international organizations. The
amounts reported in Table 11.4 as undisbursed loans and ad-
vanees and as future paid-in share capital exclude notes that have
been issued and that are still unpaid as at March 31, 2011.

Table 11.4 presents information that is summarized in Note 15
to the financial statements in Section 2 of this volume.

NON-BUDGETARY SHARE CAPITAL AND LOANS—
Forzign Affairs and International Trade—
Development of export trade (loans admim stered by

Export Development Camada). ... ..o vt i e e e e e e e

Canadian Imternational Development Agency—

Azian Development Bank ... .. . e
Caribbean Development Bank. ... .. .. i i e

BUDGETARY TRANSFER PAYMENTS, LOANS AND ADVANCES—
Finance—

African Development Fund . ... ... . e
Imternational Development ASSOCIEHON . ... ...t v et v ve v e e

Forign Affairs and International Trade—
Canadian Imternational Development Agency—

African Development Bank .. ... . e

Aszian Development Fund. ... ... ... ... ... ...
Caribbean Development Bank—Special .. .. ... ..

Global Environment Facility (GEF)Fund . ... .. ... .
International Fund for Agricultural Development. ... ... ... o s
Maontreal Protocol Fund. . ... .o e e
Multilateral Investment Fund . ... .. ... ... ..

O

Undishursed Future paid-in
Transfer loanz and share
payments advances capital Total
770
143
23
936 9id
416 416
1,323 1,323
1,739 1739
326 326
95 95
is s
192 192
13 13
4 4
3 3
66 d 668
1,739 o648 2407
1,739 1,604 3343

Mote: Canada has agreed to lend the Poverty Reduction and Growth Trust s

ial drawing rights (SDR) 1.2 billion of which SDE 700 million has been lent, and to subsidize

the interest rate on the loan through a grant of approximately SDR 190 million, of which SDR 190 million has been paid-in.,
1) Foreign currencie s were translated into Canadian dollars using the cloging rates of exchange at March 31, 2011 (15U5D = 80,9696 CAD; 15DR = 51.5407%9 CAD;

1 EUR =51.3743 CAD).

Contingent Liabilities

A contingent liability is a potential liability which may be-
come an actual liability when one or more future events oceur or
fail to occur. Contingent liabilities are recorded in the accounts
when it becomes likely that a payment will be made and the
amount of that payment can be reasonably estimated. The contin-
gent liabilities of the Government are grouped into: guarantees
provided by the Government, international organizations, envi-
ronmental liabilities, claims and pending and threatened
liigation, and insurance programs of agent enterprise Crown cor-
porations. Additional information regarding each category is
provided below.
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For details of contingent liabilities of consolidated Crown corpo-
rations, refer to Table 4.4 “Contingent Liabilities of Consolidated
Crown Corporations and Other Entities™ in Section 4 of this volume.
Particulars of contingent habilities of enterprise Crown corpora-
tions and other government business enterprises are not
consolidated with those of the Govemment but details of these con-
tingencies may be found in Table 9.8 “Contingent Liabilities of
Enterpnise Crown Corporations and other Government Business
Enterprises” m Section 9 of this volume.
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

PUBLIC ACCOUNTS OF CANADA, 2010-2011

Guarantees
Guarantees provided by the Government include: consideration the nature of the guarantee, loss experience and the
— guarantees on the borrowings of enterprise Crown use of other measurement techniques. Borrowings of enterprise
corporations and other government business enterprises; Crown corporations and other govemment business enterpnses
— loan guarantees; are recorded as liabilities for the portion not expected to be repaid

— insurance programs managed by the Government; and directly by these corporations.

— other explicit guarantees. Table 11.5 IisL:iLhu outstanding guarantees and i.‘i\summa.rizud
in Note 16 to the linancial statements in Section 2 of this volume.
The authonzed limits indicated in Table 11.5 represent the aggre-
gate total of varnious types of authorities of Government bodies as
stipulated in legislation, legal agreements or other documents
that may be in force at any one time.

Losses on guarantees are recorded in the accounts when 1t 15
likely that a payment will be made to honour a guarantee and
when the amount of the anticipated loss can be reasonably esti-
mated. The amount of the allowance is determined by taking into

TABLE 11.5
GUARANTEES PROVIDED BY THE GOVERNMENT
AS AT MARCH 31, 2011

(in millions of dollars)

Authorized limit Principal amount
{where applicable) outstanding
Guaranteed borrowings of enterprise Crown corpomtions and

other government business enterprises—

Agent enterprise Crown corporations | e 2764200
MNon-agent enterprise Crown ;m‘pnratlnnqand mhcr qm.m'nment h‘uqlnm cntcrpnfaﬁ—

Canadian Wheat Board, The. .. ... . o e e e e e e e e e 2177
Total—Guaranmteed DOTTOWITIES . . ... .. e et et e et et ee v e ars e e tae tnn aae me e X919
Other guarantees provided by the Government—

Loan guamntecs—
Agriculture and Agn-Food—
Advance Payments Program—d gricwtural Marketing
Programs Act . . 5,000 1,197
Farm Impml.emem‘ Laam -f{'r |‘}-IL-U and (&ME:IEJ‘!
Agricudtwral Laans Aot (CALAD . . L o e e e e e e 3,000 L
Human Resources and Skills Development—
Canada Student Loans Aet. .. 10,782 35
Indian Affairs and MNorthem [)c'\clnpmcm—
Indian Economic Development Guarantes Program ... ... ..o i i i e e 1] 1
Un-Reserve Housing Guarantes Program: 2200
Canada Mortgage and Housing Compormaiion . ... ... .. e v ee e een e e vee an vasae e 1305
Orther approved lenders. . e s 592
Industry—

Enterprise Development PIOZIAM .. ... 0 v ettt et e e e e e e et 1,200 @)

Regional Aircraft Credit Facility . . 1,500 138

Small Business Loans Act (SBLA) . 1LE3E @

Canada Small Business Financing -1’e"J' |’( &SH‘J . e 1,679 [i.+.9

f.ap.lran'..’fea.fmehfm}*m,lec.r..................................................... 16 5
Total—Loam EUATATIEEE . . . L o o e et et e et e et e e e e e e et e e e e 27275 4048
Insurance programs managed by the Government—

Foreign Affairs and International Trade—

Accounts admimistered for the Government by Expaort

Drevelopment CanBdR ... ... . e i it i e s s s e e e e e e 20,000 2902
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Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

TABLE 11.5
GUARANTEES PROVIDED BY THE GOVERNMENT
AS AT MARCH 31, 201 1—Concluded

{in millions of dollars)

Finance—
Mortgage insumnce:

Gemarorth Financial Mortgage Insurance Company of Canada .. ... ... .. ... .00 ann
Canada CGiuaranty Mortgage Insurance COmpPany. ... ... vve i vrnnnnnn s
PMI Mortgage Insumnce Company of Canada .. ... ... ... e

Canadian Muclear Safety Commission—

Nuclear Liability Reinsurance AcColmt .. . .. L i i i e e e e

Total—Insurance programs managed by the Government ... ... L. e

Other explicit guaramess—
Agriculture and Agn-Food—
Mational Biomass Ethanol Program. ... ..............
Price Pooling Program—d gricuimral Marketing

Frograms ACE. .o o e e e e e e e e e e e e e

Finance—
Ohbligations to The Canadian Wheat Board under the Agni-
Food Credit Facility (ACF) and the Credit Grain Sales

T T I

Canadian Broadcasting Compomtion—

Fimancial GUuaranioe . ... . i e e e e e e e e e e
Total—Other explicit BUATANTEEE ... ... o o ot it e s vae v e e e e
Total—(imss BUATRIIEES. . .. .. ..ttt et v v e s e e eas aas aae na et e e e e aae e

Less: allowrance for guaramtess .. ... ... o i e e e e e e e e e e e s

NET EXPOSURE UNDER GUARANTEES ... .. ... it iraieineaaas

Authorized limit Principal amount

{where applicable) outstanding

250,000

1,173

B3

(4]

1,050 582

271,050 2,132

140 23

i3

264

158

140 510

208465 236,509

592

23507

Mote: This table excludes insurance programs rﬁac’rntcd by agent enterprise Crown corporations. Information on these progmams is disclosed in Note 16 to the financial
T

statements in Section 2 of this volume a
i) Details can be found in Table 9.6 in Section 9 of this volume.
i2) Less than $500,000.

Advance Payments Program — Agricultural
Marketing Programs Act

The Advance Payments Program (APP) provides producers
with a cash advance on the value of their agricultural products
during a specified period. By improving their cash flow through-
out the year, the APP helps crop and hivestock producers meet
their financial obligations and benefit from the best market
conditions,

Under the APP, the federal government guarantees repayment
of cash advances issued to farmers by the producer organization.
These guarantees help the producer organization borrow money
from financial institutions at lower interest rates and issue pro-
ducers a cash advance on the anticipated value of their farm
product thatis being produced and/or thatis in storage. The maxi-
mum cash advance of the program 1s $0.4 million and the loans
generally have arepayment term of 18 months.

.
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additional information is provided in Table 11.7 of this section.

Farm Improvement Loans Act and Canadian
Agricultural Loans Act

The Canadian Agricultural Loans Act (CALA) program is a
financial loan guarantee program that gives farmers easier access
to credit. Farmers can use these loans to establish, improve, and
develop farms; while Agrcultural co-operatives may also access
loans to process, distribute, or market the products of farming.

The CALA program builds on and replaces the previous Farm
Improvement and Marketing Co-operative Loans Act (FIMCLA)
program, which has helped farming operations grow their busi-
nesses by guaranteeing loans issued through financial
mstitutions since 1988,

Through the CALA, the Govemment of Canada is supporting
the renewal of the agricultural sector and enabling co-operatives
to better seize market opportunities. This program guarantees

)





Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

PUBLIC ACCOUNTS OF CANADA, 2010-2011

95 percent of the value of loans provided to farms and coopera-
tives by financial institutions. For individual applicants,
including corporations, the maximum amount for a Canadian
Agricultural Loans Act loan is $0.5 million. Most loans are re-
payable within ten years; for loans on land purchases, the
repayment period 1s 15 years.

Canada Studenrt Loans Act

Student loans provided by financial institutions between 1964
and August 1995, under the Canada Student Loans Aci, are fully
guaranteed by Human Resources and Skills Development Can-
ada (HRSDC) to the lenders. HRSDC reimburses the lenders for
the outstanding principal, accrued interest and costs in the event
of default, permanent disability or death of the borrower.

Indian Economic Development Guarantee Program

This program authorizes Indian Affairs and Northem Devel-
opment Canada to guarantee loans for non-incorporated Indian
businesses on a risk-sharing basis with commercial lenders be-
cause security restrictions in the Indian Act prevent the mortgage
and seizure of property located on reserves. Guarantees are pro-
vided for vanous types of borrowers whose activities contribute
to the economic development of Indians and enable them to de-
velop long-term credit relationships with mainstream financial
mstitutions.

Loans issued under this program cannot exceed a term of
15 years and the line of credit must be renewed every year. Inter-
est rates on guaranteed loans are consistent with rates provided
by lending institutions to commercial businesses, which are usu-
ally based on a spread from the prime lending rate. Any security
pledged for a guaranteed loan may not be released by the lending
institution without the prior approval of the Minister of Indian
Affairs and Northern Development.

On-Reserve Housing Guarantee Program

This program authorizes Indian Affairs and Northem Devel-
opment Canada to guarantee loans to individuals and Indian
bands to assist in the purchase of housing on reserves because se-
curty restrictions in the Indian Aci prevent the morgage and
seizure of property located on reserves. These loan guarantees
enable status Indians residing on reserves, Band councils, or their
delegated authorities, to secure housing loans without giving the
lending institution rights to the property.

Loans under this program are 1ssued by registered lending in-
stitutions and Canada Mortgage and Housing Corporation.
Payments of principal and interest for loansissued under this pro-
gram are amortized over a period of 25 years. The interest rates
on the guaranteed loans are consistent with conventional mort-
gage interest rates offered by the major banks.

Enterprise Development Program

The Enterprise Development Pro gram (EDP) was established
in 1977 to encourage the growth of the manufacturing and pro-
cessing sectors of Canadian industry by improving their viability
and international competitiveness. One method of assistance was
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to provide insurance, of up to 90 percent, to support term loans
made by private lenders to restructure operations or supplement
working capital when normal financing was not available on
reasonable terms.

The program required insured lendersto take reasonable fixed
asset security, and provide loans at normal commercial interest
rates and terms. The insured lenders were paid 90 percent of the
losses sustained by them, after realizing on the security when a
company defaulted. The program was closed in the mid-eighties
as part of Program Review.

Regional Aircraft Credit Facility

The Regional Aircraft Credit Facility Program was estab-
lished in 2004 to provide sales financing assistance in the formof
loan guarantees to enable domestic air carriers to acquire Cana-
dian-built fixed-wing commercial jets.

The guarantees are provided on commercial terms and are se-
cured by the aireraft financed by private lenders. These guarantees
have a life of 15 years. This program expired on March 31, 2008,

Small Business Loans Act and Canada Small Business
Financing Act

The Small Business Loans Aci (SBLA) includes loans regis-
tered until March 31, 1999 and the Canada Small Business
Financing Act (CSBFA) includes both the core loans component
(loansregistered since April 1, 1999) and the Capital Leasing Pilot
Project (leases registered between April 1, 2002 and March 31,
2007). In collaboration with financial mstitutions, the programs
offered under these Acts are designed to help Canadian small and
medium-sized enterprises (SMEs) get access to loan and capital
leasing financing that would not otherwise have been available, or
would only have been available under less favourable terms. Inthe
event a registered loan or lease defaults, the Government pays 85
percent of the net eligible losses. To be eligible, SMEs must be
for-profit businesses with revenues not exceeding $5 million per
year.

Accounts administered for the Government by Export
Development Canada (EDC)

The Govemment of Canada has authorized support for insur-
ance and guarantee programs which on the basis of EDC’s risk
management practices, could not be supported under EDC’s Cor-
porate Account but are in the national interest. Canada Account
transactions consist of activities undertaken by EDC pursuant to
Section 23 of the Export Development Act.

Mortgage Insurance

The Department of Finance guarantees loans insured by the
Genworth Financial Mortgage Insurance Company Canada, the
Canada Guaranty Mortgage Insurance Company and PMI Mort-
gage Insurance Company Canada. The maximum amount of
guarantees that can be provided to eligible private sector insurers
can not exceed a value of $250 000 million. Each eligible private
sector insurer is required to pay a quartery risk premium to the Gov-
emment and maintain a minimum reserve fund to offset losses.

)





Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

Nuclear Liability Reinsurance Account

Under the Nuclear Liability Act (NLA), operators of desig-
nated nuclear installations are required to possess basic and/or
supplementary insurance of $75 million perinstallation for spec-
ified liabilities. The federal government has designated the
Nuclear Insurance Association of Canada (NIAC) as the sole pro-
vider of third-party liability insurance and property insurance for
the nuclear industry in Canada. The NIAC provides insurance to
nuclear operators under a standard policy.

The policy consists of two types of coverage: Coverage Aand
Coverage B. Coverage A includes only those risks that are ac-
cepted by the insurer; that is, bodily injury and property damage.
Coverage B risks include personal injury that is not bodily; for
example, psychological injury, damage arising from normal
emissions, and damage due to acts of terrorism.

The NIAC receives premiums from operators for both
coverages; however, premiums for Coverage B nisks are remitted
to the federal government, which reinsures these risks under its
remnsurance agreement with the NIAC. Through the reinsurance
agreement, the federal government assumes the liability associ-
ated with the difference between the basic insumnce coverage
provided by the NIAC and the full $75 million of liability 1m-
posed by the NLA, as well as for events listed under coverage B.

The Canadian Nuclear Safety Commission (CNSC) adminis-
ters the Nuclear Liability Reinsurance Account on behalf of the
federal government. The CNSC receives the premiums, paid by
the operators of nuclear installations, for the supplementary in-
surance coverage and credits these to the Nuclear Liability
Reinsurance Account in the Consolidated Revenue Fund.

National Biomass Ethanol Program

By Agreement dated March 30, 2001 (and amended in Sep-
tember 1, 2003), Her Majesty the Queen in the Right of Canada
as represented by the Minister of Agriculture and Agn-Food and
Farm Credit Canada (FCC) entered into the National Biomass
Ethanol Program (NBEP). The purpose of the program is to en-
courage new biomass fuel ethanol production in Canada.
Guarantees are provided in relation to the Line of Credit Agree-
ments entered into by Farm Credit Canada.

Price Pooling Program — Agricultural Marketing
Programs Act

The Price Pooling Program (PPP) provides a price guarantee
that protects marketing agencies and producers against unantici-
pated declines in the market price of their products. Program
participants use the price guarantee as security inobtaining credit
from lending institutions. This credit allows the marketing
agency toimprove cash flow of producers through an initial pay-
ment for products delivered. It also provides equal returns to
producers for products of like grades, varieties and types. This
programis designed to assist and encourage cooperative market-
ing of eligible agricultural products, including processed
products.

{ Tab E - Risk Assumed, Attachment 3 Page A126 ]

Obligations to the Canadian Wheat Board under the
Agri-Food Credit Facility and the Credit Grain Sales
Program

The Department of Finance manages guarantees to The Cana-
dian Wheat Board for the repayment ofthe principal and interest
of all receivables resulting from sales made under the Credit
Grain Sale Program and a portion of credit sales made under the
Agri-Food Credit Facility.

Financial Guarantee

The Canadian Broadeasting Corporation provided an absolute
and unconditional guarantee, as part of'the sale of receivables, of
the full payment and timely payments of receivables by the ult-
mate debtors until 2027,

International Organizations

Within contingent liabilities, callable share capital represents
the portion of Canada’s capital subscriptions that has not yet been
paid-in. Callable capital is subject to call by offshore banks inthe
event that they were unable to meet their obligations.

Table 11.6 details the contingent liabilities for international
organizations and is summarized in Note 16 to the financial state-
ments in Section 2 of this volume.

TABLE 11.6
INTERNATIONAL ORGANIZATIONS

CONTINGENT LIABILITIES
{in millions of dollars)'"

March 31/ March 31/
2011 2010
NON-BUDGETARY SHARE CAPITAL
AND LOAMS—
Callable Share Capital —
Finance—
European Bank for Reconstruction
and Development ... .. ... ... ... ... 65D 622
International Bank for Reconstruction
and Development (World Bank) . ... .... 4915 3,149
Multilateral Investrment Guarantee
ABETICY . ot it et e s i 47
S48 5,818
Forzign Affairs and International Trade—
Canadian International Devel opment
Agency—
African Development Bank . ... ... ... .. 5,845 1,165
Asian Development Bank .. ... .. R 6,240 2154
Caribbean Development Bank .. ... ... .. 11% =11
Inter-Amen can Development Bank . .. .. 7,627 7,990
1831 11359
Total ... e .. 254TY 17,177

1} Foreigncurrencies were translated into Canadian dollars using theclosing rates
of exchange at March 31, 2011 (15U5D = 809696 CAD; 1SDR = $1.54079
CAD; 1 EUR=5813743 CAD).

)





Attachment 3 — Examples of Disclosures in Foreign Federal Financial Statements

2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

PUBLIC ACCOUNTS OF CANADA, 2010-2011

Environmental Liabilities
Remediation of Contaminated Sites

Based on management’s best estimates, a liability for the esti-
mated costs related to the remediation of contaminated sites is
accerued when the contamination occurs, or when the
Government becomes aware of the contamination, and is obli-
gated or likely obligated to incur such costs. As at March 31,
2011, the Government has recorded a liability of $4,354 million
for approximately 2,200 sites ($3,493 million in 2010 for
approximately 2,400 sites).

The Government has estimated possible additional clean-up
costs of $1,044 million ($1,512 million in 2010) that are not ac-
crued as these are undeterminable at this time. The change in
contingent liabilities related to contaminated sites is due to the
additional information gathered during the year which enabled
the potential liability for certain sites to be more accurately
estimated.

Future Asset Restoration

Based on management’s best estimates, a liability of $16 mil-
lion ($16 million in 2010) has been recorded for likely
management and clearance action on approximately 42 unex-
ploded explosive ordnance (UXO) affected sites (30 affected
sites 1 2010). Management has estimated possible additional
clearance costs ranging from $180 million to $524 million that
are not accrued as these are undeterminable at this time.

The Govemment's ongoing efforts to assess contaminated
sites and UXO affected sites may result in additional liabilities
related to newly identified sites, or changes in the assessments or
intended use of existing sites. These adjustments will be accrued
in the year in which they become known.

.
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Claims and Pending and Threatened Litigation

Please refer to Note 16 to the financial statements in Section 2
of this volume for information on claims and pending and threat-
ened litigation.

Insurance Programs of Agent Enterprise Crown
Corporations

Aninsurance programis a program where the insured, an out-
side party, pays an insurance fee which is credited to an insurance
fund or provision. The amount of the fee is based on the estimated
amount of insurance fund or provision needed to meet future
claims. The Canada Deposit Insurance Corporation, Canada
Mortgage and Housing Corporation, and Export Development
Canada currently operate insurance programs as agents of Her
Majesty. Insurance programs operated by private corporations
such as employee group msurance, dental plans, ete., are not
included in this definition.

The insurance programs are intended to operate on a self-sus-
taining basis. However, in the event the corporations have
insufficient funds, the Government will have to provide finane-
mg. The Government expects that all three corporations will
cover the cost of both current claims and possible future claims.

Information presented in Table 11.7 has not been audited since
the information presented therein is derived from interim finan-
cial statements. Additional financial information relating to
these corporations may be found inthe “President of the Treasury
Board s Annual Report to Parliament - Crown Corporations and
Other Corporate Interests of Canada”. Information contained in
Table 11.7 is also summarized in Note 16 to the financial
statements in Section 2 of this volume.
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2010-2011 Public Accounts of Canada (contd.)

Excerpts from Section 11: Contractual Obligations and Contingent Liabilities (contd.)

TABLE 11.7
SUMMARY OF INSURANCE PROGRAMS OF AGENT ENTERPRISE CROWN CORPORATIONS
FOR THE YEAR ENDED MARCH 31, 2011

{in millions of dollars)

Canada Deposit Insurance Export Development
Corporationt!! Canada Mortgage and Housing Corporationt?! Canada’?!
Mortgage Mortgage-Backed
Insurance Seowrities
Fund (uarantee Fund
20010-20011 2009-2010  2010-2011 2009-2010  2010-2011 2009-2010  2010-2011 2009-2010
Insurance in force as at reporting date. . ... ......... 03,842 590,013 519,600 482328 325,662 302444 23,964 21,427
(3) (3
Opening balance of Fund. .. ... .. ... ..ol 837 959 8,200 7444 976 1440 ' '
Revemnes for the period—
Premiums and fees .. ... ... ... .. 253 198 1,749 1,706 2n 201 219 200
InvesStment IMCOTME . . ... oe v va ve e e anans 34 31 762 641 2,129 625
Ortherrevenues .. ... ... . [} 5 4 4
Total TEVEmIEE. . . ..ol e i e e e e s 287 ] 2,517 2,352 2,354 B30 219 200
Expenses for the period—
Loss on/provision forclams. ... ... ... oD 470 1,120 26 110
Imterest om BOTTOWIME. .. ... oon i i cee e e s 1 1,777 13318
Admini Srative eXPemse .. ... oot v e e 29 30 196 1490 13 12
Orther expenses (includes taxes) . ... ... .. ... 2 1 07 289 154 (116)
Total eXPemaEes. . ... on i e s il i3l 1,174 1,599 1,944 1234 26 110
Net income or (loss) for the period. ... ... ... ... ... 256 (102) 1,343 753 410 (404) 193 a0
Adiustments. . ... i e e e s 1 i 59)
Closing balance of Fund ... .. ...vvvvreee e, 1,113 857 9,544 8,200 1,386 977 & &)
Met claims during the period ™. ... ... ... ... 719 560 * * 75 16
Five year average of
netclaimspaid .. ... ... 415 il * * az 79

*Mot applicable.

(1 The Canada Deposit nsurance Corporation (CIDNC ) provides insurance on deposits placed with member banks and trust and loan companies for up to $ 100,000 per
depaositor, per institution, The Corporation is funded by premiums assessed against i1ts member institutions.

(21 Canada Mortgage and Housing Corporation (CMHC) administers two funds: the Mortgage Insurance Fund (MIF ) and the Mortgage-Backed Securities Guarantee Fund

(MBS GF). The MIF provides insurance for afee, tolending institutions to covermaortgage lending on Canadian housing. Besides establishing a framework of confidence
tormort gage lending by lending institutions, the Fund faci litates an adequate supply of mortgage funds by reducing the risk to lenders and by encowraging the secondary
market trading of maort gages, to makehousing more acc essible for Canadians. Anactuarialstudy of the MIF is produce d as of September 30of each year. The Corporation
determines provisions for claims and uncarmned premiums at December 31 using valuation factors taking into account new business, claims and interest for the last
quarter, The MBSGF supports two CMHC guarantee products: Natforal Housing Act (NHA) Mortgage-Backed Secunities and Canada Mortgage Bonds,
The Mortgage-Backed Securitics (MBS) program was implemented in 1987, For a guarantee foe paid by approved financial institutions, CMHC and ultimately the
Govemment guarantes timely payment of monthly principal and interest to MBS investors who participate in a pool of insured residential mont gages which have been
repackaged by the financial instituti on into investments which canbe s0ld to investors indenominations as low as $1,000, The Canada Mortga ge Bond (CMB) program
was implemented in 2001, Under this program, bonds are issued by a special purposetrust known as Canada Housing Trust and sold to investors indenominations as low
ag 51,000, The procesds of the bonds are used to pumchase mortgages packaged into newly issued NHA MBS, Canada Mortgage Bonds of 5199238 million
(5180, 40 millionin2010) inc luding accrued intene st, issued by the Trust carry the full faith and credit of theGovemment of Canada. The timely payment of semi-annual
interest and principal at matunty is guaranteed by the Govemment of Canada through CMHC.

0 Export Development Canada {EDC) provides export and foreign investment insurance to Canadian businesses to facilitate and develop export trade. The insurance
program has been adequate to provide for the full cost oficlaims experienced to date and for the cost of future claims established based on previous claims experience. The
Caorpomation does not maintain aseparate fund forits insurance progmam and therefore the balance ofthe fund isnot available. EDC maintains an allowance forclaims on
insurance which is based on an actuarial review of net loss experience and potential net losses. The balance of the allowance is 5477 million (£543 million in 2010).

4 Refiers to the difference between claims and amounts received from sales ot related assets and other recoveries.
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2011 Australia Consolidated Financial Statements?

Excerpt from Note 1: Statement of significant accounting policies

Commitments

1.179 Commitments are obligations or undertakings that exist at the end of the
o ()
reporting period and have not been recognised as liabilities in the balance sheet
to make future payments to other entities.

Contingent liabilities and contingent assets

1.180 Contingent liabilities and assets are not recognised in the balance sheet but are
disclosed in the relevant notes. They are classified as contingent due to:
+ uncertainty as to the existence of a liability or asset,
+ an existing liability or asset in respect of which settlement is not probable, or

+ an existing liability or asset where the amount cannot be reliably measured.

Remote contingencies are part of this disclosure. A liability or asset is recognised
when its existence is confirmed by a tuture event, settlement becomes probable
(virtually certain for assets) or reliable measurement becomes possible.

1.181 In this consolidated financial report, contingent assets are possible assets that
arise from past events, the existence of which will be confirmed only by the
occurTence or non-occurrence of one or more uncertain future events not wholly
within the control of the Australian Government.

2 Available online at http://www.finance.gov.au/publications/commonwealth-consolidated-financial-
statements/index.html; last accessed July 25, 2012.
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2011 Australia Consolidated Financial Statements (contd.)

Note 34: Commitments
as at 30 June 2011

2011 2010
$m $m
BY TYPE
Capital commitments
Land and buildings 2,248 2,071
Infrastructure, plant and equipment 2349 2,201
Specialist military equipment 9,567 11,647
Investments 8107 8. 068
Other capital commitments 689 932
Total capital commitments 22,960 24,919
Other commitments
Operating leases(c) 17,620 15,749
Project commitments 565 1,164
Research and development 845 1,754
Goods and services contracts 16,907 13,952
Grant commitments(b) 391,887 389,219
Other commitments 35,843 24 297
Total other commitments 463,667 446,135
Total commitments 486,627 471,054
less Commitments receivable 2,093 1,818
Net commitments 484,534 469,236
BY MATURITY(a)
Capital
One year or less 18,072 15,631
From one to five years 12,386 9,175
Over five years 2,169 650
32627 25 456
Operating leases
One year or less 2,562 2,290
From one to five years 7,534 6,142
Over five years 4923 4 959
15,019 13,391
Other
One year or less 120,853 125,941
From one to five years 307,691 300,699
Over five years 8,344 3,749
436,888 430,389
Net commitments by maturity 484,534 469,236

The above schedule should be read in conjunction with the accompanying notes.

(a) The maturity schedules for capital commitments, operating lease commitments and other commitments
are presented net of commitments receivable.

(b) Grant commitments includes $350,118 milion (2010 $348,268 million) in relation to the
Inter-Governmental Agreements (IGAs) for payments to the State and Termitory Governments
administered through the Treasury. The 2010 Grant commitments have been reduced by $817 million to
reflect the change in accounting treatment of payments under the Natural disaster recovery and relief
arrangements. Refer to note 1.111 for details.
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2011 Australia Consolidated Financial Statements (contd.)

Note 34: Commitments (continued)
(c) Operating leases comprise

Nature of lease General description of leasing arrangement

Leases for computer Most agencies lease computer equipment and software.
equipment Computer leases are generally for three to five years with an option to renew for

one to two further periods of two to three years each. In some cases there are no
renewal or purchase options available to the agencies.

Leases are effectively non-cancellable.
Mo contingent rentals exist.
The equipment has on average a useful life of three years.

Leases for office Muost agencies lease office accommodation from parties outside the Australian
accommodation Government.

Leases for office accommodation generally range from one to 15 years. They
may be extended for up to three to five years from the originally specified expiry
date. In some cases there are no renewal or purchase options available to the
agencies.

Leases are effectively non-cancellable.

In most cases lease payments are subject to increases in accordance with terms
as negotiated under the lease (generally subject to annual increase in
accordance with upwards movements in the consumer price index, a set annual
increase agreed to in the lease or an annual/bi-annual review).

Agreements for the Most agencies lease motor vehicles as part of the senior executive officers
provision of motor remuneration packages and also for general office use.

vehicles Vehicle leases are generally for a minimum period of three months and typically
extend from two to four years. They may be extended for up to three months from
the oniginally specified expiry date. In some cases there are no renewal or
purchase options available to the agencies.

Leases are effectively non-cancellable.

Mo contingent rentals exist.

Lease payments are fixed for the term of the lease.
Leases for office Most agencies lease office equipment.

equipment Office equipment leases are generally for three to five years. In some cases there
are no renewal or purchase options available to the agencies.

Leases are effectively non-cancellable.
Mo contingent rentals exist.
In some cases there are additional costs based on usage of the equipment.

Leases for Lease payments are subject to increases in accordance with terms as negotiated
transportation and under the lease.

support facilities for  The transportation leases generally have options for renewal. Future options not
Antarctic operations  yet exercised are not included as commitments.

Leases are effectively non-cancellable and no contingent rentals exist.
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2011 Australia Consolidated Financial Statements (contd.)

Note 35: Contingencies
as at 30 June 2011

2011 2010
$m $m

Quantifiable contingent liabilities
Guarantees(a) 420 261
Indemnities(b) 637 614
Uncalled shares/capital subscriptions(c) 9,654 12,114
Claims for damages/costs 117 111
Other contingencies 8,276 6,338
Total quantifiable contingent liabilities 19,104 19,438
less Quantifiable contingent assets 326 413
Net quantifiable contingencies 18,778 19.025

(a) Guarantees — a guarantee is where one party promises to be responsible for the debt or performance
obligations of another party should that party default in some way.

(b) Indemnities — an indemnity is a legally binding promise whereby a party undertakes to accept the risk of
loss or damage another party may suffer.

(c) Uncalled shares/capital subscriptions include uncalled shares of $9,601 million (2010: $12,052 million) in
the European Bank for Reconstruction and Development, the International Bank for Reconstruction and
Development, the Multilateral Investment Guarantee Agency and the Asian Development Bank.

A. Reconciliation of movement in quantifiable contingent assets

2011 2010
$m $m

Quantifiable contingent assets
Opening balance as at 1 July 413 166
Increases 85 382
Re-measurement (42) 7
Assets crystallised (106) (66)
Expired (24) (76)
As at 30 June 326 413
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2011 Australia Consolidated Financial Statements (contd.)

Note 35: Contingencies (continued)
C. Contingent liabilities excluded on the basis of remoteness

2011 2010
$m $m
Remote contingent liabilities
Financial Claims Scheme(a) 780,800 690,000
Guarantees Scheme for Large Deposits and Wholesale Funding(b) 118,004 162,953
Guarantee of State and Temritory Borrowing(c) 39,500 69,752
Commonwealth Bank of Australia and
Commonwealth Bank of Australia Officers’ Super Fund(d) 4 459 4 500
UN Convention on International Liability for Damage
Caused by Space Objects(e) 2,000 2,000
Space Activities Act 1998 (f) 3,000 3,000
Other 5473 4,361
Total remote contingent liabilities 953,236 936,566

The above schedule should be read in conjunction with the accompanying notes:
(a) Financial Claims Scheme

The Australian Government has established a Financial Claims Scheme to provide
depositors of authorised deposit-taking institutions and general insurance
policyholders with timely access to their funds in the event of a financial institution
failure.

The Awustralian Prudential Regulation Authority (APRA) is responsible for the
administration of the Financial Claims Scheme. Under the Financial Claims Scheme
any payments to eligible depositors or general insurance policyholders will be made
out of APRA's Financial Claims Scheme Special Account.

The Early Access Facility for Depositors established under the Banking Act 1959
provides a mechanism for making payments to depositors under the Government's
guarantee of deposits in authorised deposit-taking institutions. The Government
announced that, from 12 October 2008, deposits up to $1 million at eligible authorised
deposit-taking institutions would be eligible for coverage under the Financial Claims
Scheme. This $1 million cap will continue until February 2012.

As at 30 June 2011, deposits eligible for coverage under the Financial Claims Scheme
were estimated to be approximately $781 billion.

The Policyholder Compensation Facility established under the Insurance Act 1973
provides a mechanism for making payments to eligible beneficiaries with a valid claim
against a failed general insurer. Amounts available to meet payments and administer
this facility, in the event of activation, are capped at $20.1 billion under the legislation.

Any payments made under the Financial Claims Scheme would be recovered through
the liquidation of the failed institution. If there were a shorttall, a levy would be
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Note 35: Contingencies (continued)
applied to industry to recover the difference between the amount expended and the

amount recovered in the liquidation.

(b)  Guarantee of large deposits and wholesale funding in authorised deposit taking
institutions

The Awustralian Government announced the guarantee of eligible deposits and
wholesale funding for authorised deposit-taking institutions from 12 October 2008
under the Guarantee Scheme for Large Deposits and Wholesale Funding.

On 7 February 2010, the Government announced the closure of the Guarantee Scheme
from 31 March 2010. Since then, Australian authorised deposit-taking institutions have
been prohibited from issuing any new guaranteed wholesale funding or accepting new
guaranteed deposits above $1 million. Existing guaranteed wholesale funding is
guaranteed to maturity. Depositors who covered their balances above $1 million under
the Guarantee Scheme can have those funds covered to maturity for term deposits up
to tive years, or until October 2015 for at call deposits.

The expected liability for deposits under the Guarantee Scheme is remote and
unquantifiable. Australia's financial system is considered among the strongest and best
regulated in the world. Authorised deposit-taking institutions are subject to prudential
regulation by APRA in accordance with international standards, which are designed to
ensure that financial institutions have the capacity to meet their financial obligations.
This framework requires institutions to be adequately capitalised and have
appropriate risk management systems in place. Furthermore, Australia’s four major
banks (which hold the majority of government wholesale funding) are among only ten
large banking groups globally rated AA or higher.

Government expenditure would arise under the large deposit guarantee only in the
unlikely event that an institution failed to meet its obligations with respect to a
commitment that was subject to the guarantee and the guarantee was called upon. In
such a case, the Government would likely be able to recover any such expenditure
through a claim on the relevant institution. The impact on the Government's budget
would depend on the extent of the institution's default and its ability to meet the
Government's claim.

As at 30 June 2011, total liabilities covered by the Guarantee Scheme were estimated at
$118 billion, including $3.9 billion of large deposits and $114.1 billion of wholesale
funding,.

(c)  Guarantee of State and Territory Borrowing
The Australian Government announced on 25 March 2009 that a voluntary and

temporary guarantee would be put in place over state and territory borrowing. The
Guarantee of State and Territory Borrowing commenced on 24 July 2009.
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Note 35: Contingencies (continued)
The guarantee closed to new issuances of guaranteed liabilities on 31 December 2010.

Securities covered by the guarantee will continue to be guaranteed until these
securities either mature or are bought back and extinguished by the issuer.

The expected liability under the guarantee is remote and unquantitiable. Government
expenditure would arise under the guarantee only in the unlikely event that a State or
Territory failed to meet its obligations with respect to a commitment that was subject
to the guarantee and the guarantee was called upon. In such a case, the Government
would likely be able to recover any such expenditure through a claim on the relevant
State or Territory at a future date. The impact on the Government's budget would
depend upon the extent of the default and the State or Territory's ability to meet the
Government's claim.

As at 30 June 2011, the face value of state and territory borrowings covered by the
guarantee was $39.5 billion.

(d) Commonwealth Bank of Australia and Commonwealth Bank of Australia
Officers’ Super Fund

Under the terms of the Commonwealth Bank Sale Act 1995, the Australian Government
has guaranteed various liabilities of the Commonwealth Bank of Australia (CBA), and
the Commonwealth Bank Officers’” Superannuation Corporation (CBOSC). The
guarantee for the CBA relates to both on and off balance sheet liabilities. The guarantee
of the CBOSC covers the due payments of any amount that is payable to or from
Officers’ of the Superannuation Fund (the Fund), by CBOSC or by CBA, in respect of a
person who was a member, retired member or beneficiary of the Fund immediately
betore 19 July 1996. The guarantee of the CBA and CBOSC reflected in the above table
is the value at 31 December 2010.

(e)  UN Convention on International Liability for Damage Caused by Space Objects

The Australian Government is liable under the UN Convention on International
Liability for Damage Caused by Space Objects for injury or damage to foreign
nationals arising from space launches from Australia. The Space Activities Act 1998
requires the launch operator to insure against liability up to a prescribed amount, with
the Australian Government bearing any liability above this amount. The Australian
Government also accepts liability for damage suffered by Australian Nationals, to a
maximum value of $3.0 billion above the insured level.

(f)  Space Activities Act 1998

An agreement was signed in 1998, amended in 1999, between the Australian
Government, Kistler Woomera P/L and Spaceport Woomera P/L in relation to the
launching by the K 1 Aerospace Vehicle of satellites into space. Under the Space
Activities Act, any such launches require the companies to obtain insurance cover. In
this agreement the Australian Government provides additional indemmity support to a
maximum of $US 1.5 billion (approximately $A 2.0 billion).
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Note 35: Contingencies (continued)
NON-QUANTIFIABLE CONTINGENT LIABILITIES

Contingent liabilities and contingent assets represent possible costs or gains to the
Australian Government arising from past events, which will be confirmed or otherwise
by the cutcome of future events that are not within the Government’s ability to control
or where the cost or gain cannot be reliably measured.

Contingent liabilities include loan guarantees, non-loan guarantees, warranties,
indemnities, uncalled capital and letters of comfort. These possible costs are in

addition to those recognised as liabilities in the Consclidated Financial Statements.

Contingent assets include, for example, claims that the Australian Government is
pursuing through legal processes, where the outcome is uncertain.

Unquantifiable contingencies reported in the 2010-11 Consolidated Financial
Statements for the first time include’:

* 2015 Asian Football Confederation (AFC) Asian Cup — Government Guarantees,
* NBN Co Telstra definitive agreements,

* NBN Co Customer migration costs,

* Financial assistance for victims of overseas terrorist acts,

* 2018 Commonwealth Games Gold Coast Bid — Government Guarantees.

The following pages list unquantifiable contingencies by portfolio.

Agriculture, Fisheries and Forestry

Compensation claims arising from equine influenza outbreak

The Australian Government may become liable for compensation actions should
negligence be found in relation to the outbreak of equine influenza (EI) that occurred
in August 2007. At this stage any potential liability resulting from the EI outbreak
cannot be quantified.

1 A number of the new contingent liabilities have previously been reported in the Statement of
Fisks included in the Australian Government budget documentation.
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Note 35: Contingencies (continued)
Exceptional Circumstances assistance for drought-affected farmers

Exceptional Circumstances assistance is available, subject to eligibility criteria, to
drought affected farmers and agriculture-dependent small businesses by way of
interest rate subsidies and/or income support. A continuation of adverse seasonal
conditions or a return to severe drought conditions could result in higher than
expected expenses for these forms of assistance. It is not possible to quantify the cost
arising from such potential developments as this depends on the intensity, duration
and scale of future drought conditions.

Attorney General’s

Financial assistance for victims of overseas terrorist acts

The Social Security Amendment (Supporting Australian Victims of Terrorism
Overseas) Bill 2011 was introduced into Parliament on 24 March 2011. If passed, this
legislation would establish a framework for the provision of financial assistance for
Australians who are injured overseas as a result of terrorist acts and for close family
members of Australians who are killed overseas as a result of terrorist acts. The
legislation would enable the Prime Minister to declare that a relevant overseas terrorist
incident is one to which the scheme applies. As acts of terrorism are unpredictable, the
cost of the scheme is unquantifiable.

Indemnities relating to the Air Security Officer programme

The Australian Government has entered into indemmity agreements with Australian
airlines that agree to allow their aircraft to fly with Air Security Officers on board. The
indemmnity agreements limit the Australian Government's exposure to a maximum of
$2 billion per incident. The indemnity applies to the extent that any loss is not covered
by existing relevant insurance policies held by the airline and only applies where the
airline(s) can prove that an action on the part of an Air Security Officer under or in
connection with the Air Security Officer programme caused a loss.

MNative title agreements — access to geospatial data

The Australian Government has entered into agreements with State and Territory
government bodies and/or their agents to access their geospatial data. The data is
essential to support the National Native Title Tribunal in achieving its outcome. Under
these agreements, the Australian Government provides indemnities against third party
claims arising from errors in the data.

Mative title costs

The Australian Government has offered to assist the States and Territories in meeting
native title compensation costs arising under the Native Title Act 1993. The amounts
that might be paid by the Australian Government will be subject to the terms of
financial assistance agreements being negotiated with the States and Territories. No
agreements have been entered into to date. The Australian Government’s liability
cannot be quantified due to uncertainty about the mumber and effect of compensable
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acts, both in the past and in the future, and the value of native title affected by those
acts. Similarly, it is not possible to quantify the liability for compensable acts for which
the Australian Government may be directly liable. The Australian Government has
also offered to assist the States and Territories with the costs of bodies performing
native title functions under state legislation. The extent of this assistance will depend
on the existence of such bodies, the timing of their recognition and the extent of their
use.

MNorthern and Southern Ocean Patrol and response

The Australian Government has entered into contractual arrangements with Sea Force
for the provision of maritime charter services until June 2014 to facilitate Customs and
Border Protection and the Department of Agriculture, Fisheries and Forestry armed
patrols of Australia’s exclusive economic zone in the Southern and Northern Ocean.
The Australian Government has also entered into contractual arrangements with
Gardline Australia Pty Ltd for the provision of maritime charter services to strengthen
its enforcement activities against illegal foreign fishing in Australia’s northern waters
until June 2011 and a further vessel to patrol and respond to incursions in the Ashmore
Reef National Nature Reserve and the Cartier Island Marine Reserve until July 2013.

In relation to these patrols, the Australian Government will indemmnify Sea Force and
Gardline Australia Pty Ltd against certain claims arising from the discharge of firearms
or munitions, or where a steaming party is deployed to crew a seized vessel back to an
Australian port.

Broadband, Communications and the Digital Economy

Telstra definitive agreements

NBN Co and Telstra announced on 23 June 2011 that binding Definitive Agreements
have been entered into that would provide access to certain Telstra infrastructure
(comprising ducts, pits, lead-in conduits, rack spaces in exchanges and dark fibre) and
deliver the progressive disconnection of premises from Telstra's copper and HFC
networks (except for certain pay TV services). The Definitive Agreements have been
attributed (by Telstra) an approximate net present value after tax of 9 billion assessed
at June 2010, from the payments to be made over time by NBN Co.

The Australian Govermment has separately agreed with Telstra a package which
includes increased funding for the universal service obligation (USQ), funding for a
public education campaign and for employee retraining and clarification of Telstra's
responsibilities in new developments. Telstra has attributed approximately $2 billion
of post tax net present value at June 2010, to its agreements with the Government.

Customer migration costs

The Australian Government has agreed to pay Telstra certain customer migration costs
associated with the transition of copper based public interest services to the national
broadband network in circumstances were these costs are otherwise unable to be
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recovered. This agreement is given on the basis that all parties work together in good

faith in order to minimise any or all such costs. As at 30 June 2011, the conditions
precedent for the agreement have not been satisfied and therefore ne costs were paid
or payable under this agreement.

Climate Change and Energy Efficiency

Kyoto Protocol — Emissions target

As a party to the Kyoto Protocol, Australia is required to meet its target level for
emissions over the first Commitment Period, 2008-2012. At this stage the best available
estimates suggests that Australia is on track to meet the 2008-2012 target. However, it
remains unclear whether Australia will ultimately report an asset or a lability. Once
this information can be more reliably estimated, the Australian Government will
account for it accordingly.

Home Insulation Program

On 19 February 2010, the Australian Government announced the closure of the Home
Insulation Program (HIP). The Government subsequently announced two separate
elements within the HIP to address safety issues. The elements are the Home
Insulation Safety Program (HISP), which addresses safety issues through an inspection
and rectification program of all homes with non-foil insulation installed under HIP.
The second element is Foil Insulation Safety Program (FISP), which addresses safety
issues through an inspection and rectification program of all homes with foil insulation
installed under HIP.

There are compenents of the provision that the Australian Govermment is not able to
measure reliably as some are demand driven and insufficient information exists to
enable it to be quantified.

Under HISP, the Government announced that it will undertake safety inspections of a
minimum of 150,000 homes that had non-foil insulation installed. Inspections targeted
those homes that are most likely to have safety issues. Additionally if a household has
safety concerns with installations under HIP they can request an inspection.

On 20 April 2011 the Government extended HISP for home owner initiated inspections
up to 30 June 2012. Households with foil insulation previcusly eligible for an
inspection under FISP can request an inspection under the extended HISP
arrangements until 30 June 2012, As any remaining inspections under HISP (and FISP)
are householder initiated (that is demand driven) the Department is unable to reliably
quantify the number of likely inspections and in turn their costs.

In addition to the initial inspections in relation to both HISP and FISP, additional
inspections are required for complex situations, which may then require rectification,
where the roof contains asbestos or the reof cavity is too small for a human to access
and therefore the roof must be removed te undertake the inspection or similar
situations. Because the situations vary on a case by case basis and as at 30 June 2011 no
complex rectifications have been undertaken, the costs cannot be reliably measured.
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Accordingly costs associated with rectifying issues identified in the inspection

program are being expensed as incurred.

Sustainability, Environment, Water, Population and Communities
Murray-Darling Basin Reform

Under the 3 July 2008 Intergovernmental Agreement on Murray-Darling Basin Reform
(Reform IGA), the Australian Government agreed that the Governments of New South
Wales, Victoria, Queensland, Scuth Australia and the Australian Capital Territory
(Basin States) will not bear additional net costs as a consequence of the reforms agreed
between the parties and the implementation of the Water Act 2007 (the Act). The
Australian Government also agreed to accept responsibility for the States” shares of
liabilities for such reductions that are attributable to new knowledge, under certain
conditions.

Finance and Deregulation (refer also contingencies under ‘Various’)
Superannuation

On 20 April 2007, the High Court of Australia found against the Australian
Government on a claim for negligent misstatement relating to superannuation benefits
for a former employee of the Department of the Interior. There is potential for more
claims to arise from other former temporary employees who upon their retirement can
demonstrate negligent misstatement over their eligibility to join an Australian
Government superannuation scheme.

Googong Dam

On 4 September 2008, a 150 year lease for the Googeng Dam was signed between the
Commeonwealth and the ACT Government. The Canberra Water Supply (Googong Dam)
Act 1974 is the paramount statute in relation to the property. The Commonwealth will
be liable to pay compensation in the event that it amends or introduces legislation
requiring the acquisition of ‘property” from the ACT.

The lease includes a requirement for the Commonwealth to undertake rectification of
easements or any defects in title in relation to the Googong Dam, and also gives an
indemmnity in relation to acts or omissions by the Commonwealth. The Commeonwealth
is also responsible for remediation of any contamination it may have caused to the site.

Health and Ageing

Australian Red Cross Society — indemnities and blood and blood products
liability cover

The existing Deed of Agreement between the Commonwealth and the Australian Red
Cross Society (ARCS) and the National Blood Authority (NBA) in relation to the
operations of the Australian Red Cross Blood Service (ARCES), includes certain
mdemnities and limited liability in favour of ARCS. These cover a defined set of
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potential business, product and employee risks and liabilities arising from the
operation of the ARCES. The indemmnities and limitation of liability only operate in the
event of the expiry and non-renewal, or the early termination of the Deed, and only
within a certain scope. They are also subject to appropriate limitations and conditions
including in relation to mitigation, contributory fault, and the process of handling
relevant claims. Under certain conditions the Australian Government, States and
Territories jointly provide indemmnity for the ARCBS through a cost-sharing
arrangement in relation to the National Managed Fund claims, both current and
potential, regarding personal injury and loss or damages suffered by a recipient of
certain blood and bleod products where other available mitigation or cover is not
available. Under a Memorandum of Understanding between governments and the
ARCES, the blood and bloed products liability cover for the ARCBS remains in force
until all parties agree to terminate the arrangements from an agreed date.

Aged Care Accommodation Bond Guarantee Scheme

A Guarantee Scheme has been established through the Aged Care (Bond Security)
Act 2006 and Aged Care (Bond Security) Levy Act 2006. Under the Guarantee Scheme, if a
provider becomes insclvent or bankrupt and is unable to repay outstanding bond
balances to aged care residents, the Australian Government will step in and repay the
bond balances owing to each resident. The Australian Government will pursue the
defaulting provider and levy industry for any shortfall.

CSL Bioplasma Ltd (formerly CSL Ltd)

Under existing agreements, the Australian Government has indemmified CSL
Bioplasma Ltd for certain existing and potential claims made for persenal injury, loss
or damage suffered through therapeutic and diagnostic use of certain products
manufactured by CSL Bioplasma Ltd. The Australian Government has indemmified
CSL Bioplasma Ltd for a specific range of events that occurred during the Plasma
Fractionation Agreement from 1 January 1994 to 31 December 2004, where alternative
cover was not arranged by CSL Bioplasma Ltd.

Medical Indemnity

Medicare Australia administers the Incurred But Not Reported (IBNE) Scheme on
behalf of the Australian Government. Eligibility for claim payments under this scheme
is dependent on whether the Medical Indemnity Insurer (MII) is deemed to be a
participating Medical Defence Organisation under the Medical Indemnity Act 2002
During the course of the 2009-10 financial year, two MIIs are still determined to have
unfunded IBNR liabilities, but are not included in the Scheme and these MIls should
be eligible for claim payments under the IBNR Scheme. Accordingly, an unquantifiable
administered contingency exists to necessitate payment to these MIls.

Medical Indemnity Exceptional Claims Scheme

Medicare Australia administers the Exceptional Claims Scheme (ECS) on behalf of the
Australian Government. Under this scheme, the Australian Government will be liable
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for the cost of medical indemmnity claims that exceed certain thresholds. The
Consolidated Revenue Fund is appropriated to make payments under this scheme. To
be covered by the ECS, practitioners must have medical indemnity insurance cover to
at least a threshold of $15 million for claims arising from incidents notified between
1 January to 30 June 2003 and $20 million for claims notified from 1 July 2003. At
30 June 2011, the Australian Government had received no notification of any incidents
that would give rise to claims under this scheme. However, the nature of these claims
is such that there is usually an extended period between the date of the medical
incident and notification to the insurer.

Vaccines

Under certain conditions the Australian Government has provided an indemnity for
the supply of certain vaccines to the suppliers of the vaccines.

The Australian Medical Association

This is an agreement between the Australian Medical Association Ltd (AMA), the
Commonwealth, Australian Private Hospitals Association Ltd, Australian Health
Insurance Association and Beyond Blue Ltd for participation in and support of the
Private Mental Health Alliance. In respect of identified information collected, held or
exchanged by the parties in connection with the National Model for the Collection and
Analysis of a Minimum Data Set with Outcome Measured in Private, Hospital-based
Psychiatric Services, each party has agreed to indemmnify each other in respect of any
loss, liability, cost, claim or expense, misuse of confidential information or breach of
the Privacy Act. AMA’s liability to indemnify the other parties will be reduced
proportionally to the extent that any unlawful or negligent act or cmission of the other
parties or their employees or agents contributed to the loss or damage.

Infrastructure and Transport
Australian Maritime Safety Authority — incident costs

In the normal course of operations, the Australian Government is responsible for the
provision of funds necessary to meet the clean-up costs arising from ship sourced
marine pollution. In all circumstances, the Australian Government, through the
Australian Maritime Safety Authority, would make appropriate efforts to recover the
costs of any such incidents.

Prime Minister and Cabinet

Australian Government support for the Queensland Government bid to host the
2018 Commonwealth Games on the Gold Coast — Government Guarantees

The Australian Government has committed to suppert the Queensland Government's
bid for the 2018 Commeonwealth Games. For the bid to be compliant, the Australian
Government must provide guarantees which will come info effect if the bid is won.
These guarantees include requirements on immigration, customs, work permits,
taxation, security, protection of commercial rights, and communications and
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mnformation technology. Details of the costs associated with the guarantees are not

available at this time. The guarantees will not come into effect if the bid is
unsuccessful.

2015 Asian Football Confederation (AFC) Asian Cup — Government Guarantees

The Australian Government has committed to guarantees including requirements on
immigration, work permits, customs, taxation, security and the protection of
commercial rights, and to provide broad indemnities for the conduct of the 2015 Asian
Cup. The guarantees commenced in 2011 and will conclude in 2015. The total cost
associated with the guarantees is unquantifiable at this stage.

Resources, Energy and Tourism
Snowy Hydro Limited — water releases

The Australian, New Scuth Wales and Victorian governments have indemmified
Snowy Hydro Ltd for liabilities arising from water releases in the Snowy River below
Jindabyne Dam, where these releases are in accordance with the water licence and
related regulatory arrangements agreed between the three governments. The
mdemmnity will apply to labilities for which a claim is notified within 20 years from
25 June 2002,

Liguid Fuel Emergency Act 1984

The Australian Government has responsibility for the Liguid Fuel Emergency Act 1984
(the Act), which is administered by the Minister for Resources, Energy and Tourism. In
addition, State and Territory governments have entered into an inter-governmental
agreement (IGA) which coordinates the use of the powers under the Act in a national
Liquid fuel emergency. The IGA contains three areas where the Australian Government
may incur expenses in the unlikely event of a national liquid fuel emergency. These
relate to the direct costs of managing a liquid fuel emergency and include the
possibility for the Australian Government to reimburse the State and Territory
governments for costs arising from their response, and potential compensation to
mdustry from Australian Government directions under the Act.

Indemnity for Maralinga clean-up

The Australian Government has given 14 unlimited indemmities in relation to the
clean-up of the former British atomic test site at Maralinga.

Gorgon liquefied natural gas and carbon dioxide storage project

The Australian and Western Australian governments have agreed to provide an
indemnity to the Gorgon Joint Venture Partners (GJV) to indemnify the GJV against
independent third-party claims (relating to stored carbon dioxide) under commeon law
following closure of the carbon dioxide sequestration project, and subject to conditions
equivalent to those set out in the Offshore Petrolenm and Greenhouse Gas Storage Act 2006.
It is proposed that the Western Australian Government will indemnify the GJV, and
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that the Australian Government will indemnify the Western Australian Government
for 80 per cent of any amount determined to be payable under that indemnity. The
formal agreement between the Australian and Western Australian Governments in
relation to the indemmnity is expected to be completed by 2011.

Treasury

Commitment to the expanded International Monetary Fund (IMF) New
Arrangements to Borrow (NAB)

Australia has made a line of credit available to the IMF under its NAB since 1998, In
line with G-20 Leaders’ commitments, Australia has agreed to join with other countries
to increase its credit line under an expanded NAB. Australia’s contribution to the
expanded NAB will be by way of an SDR 4,370 million contingent loan (estimated
value AUD §7.6 bilion as at 30 June 2010), replacing Australia’s existing
SDR 501 million commitment. This will help ensure that the IMF has the resources
available to maintain stability and support recovery in the global economy. The funds
would be drawn upon by the IMF only if needed and would be repaid in full with
interest. The principal amount that may be called by the IMF cannot be determined
accurately.

Terrorism insurance — Australian Reinsurance Pool Corporation (ARPC)

The Terrorism Insurance Act 2003 established a scheme for replacement terrorism
insurance covering damage to commercial property including associated business
interruption and public liability. The Australian Reinsurance Pool Corporation (ARPC)
uses reinsurance premiums paid by insurers to meet its administrative expenses and to
build a fund and purchase reinsurance to help meet future claims. The Australian
Government guarantees to pay any liabilities of the ARPC, but the Treasurer must
declare a reduced payout rate to insured parties if the Australian Government's
liability would otherwise exceed $10 billion.

Various
Officers’ and directors’ indemnities

From time to time, the Australian Government has provided warranties, undertakings
and indemmnities (indemmnities) to directors, committee members, advisors, officers
and/or staff of organisations for activities undertaken in good faith in assisting the
Commonwealth in relation to asset sales, reviews and other arrangements. Indemmnities
(a number of which are considered remote but have been included for completeness)
have been issued in relation to:

* specified parties indemmnified through the Department of Finance and Deregulation
(and the former of Office of Asset Sales and Commercial Support and its
predecessors) to facilitate the execution of sales, privatisations and information
technology outsourcing projects. Indemnities (including the year they were raised)
are still current for: ADI Ltd (1998), Australian Airlines (1991), Australian Industry
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Development Corporation (1996), Australian Multimedia Enterprise (1997),
Australian National Rail Commission and National Rail Corporation Lid
(1997 and 2000), Australian River Co Ltd (1999), Australian Submarine Corporation
Pty Ltd (2000), ComLand Ltd (2004), Bankstown Airport Limited (2002), Camden
Ajrport Ltd (2002), Commeonwealth Accommeodation and Catering Services (1988),
Commonwealth Bank of Australia (1993 to 1996), Commonwealth Funds
Management and Total Risk Management (1996 to 1997), Employment National
Ltd (2003), Essendon Airport Ltd (2001), Federal Airports Corporation’s Airports
(1995 to 1997), Home Loans Insurance Commission Litd (1996), Health Insurance
Comunission (2000), Hoxton Park Airpert Limited (2002), National Transmission
Network (1999), Sydney Airports Corporation Litd (2001), Telstra (1996, 1999
and 2006), and Wool International (1999). Apart from instances noted elsewhere,
the Department of Finance and Deregulation does not currently expect any other
action to be taken in respect of these indemnities;

* the directors of NBN Co Lid in relation to claims arising out of directors’
involvement in the negotiation and entry by NBN Co into the Financial Heads of
Agreement with Telstra;

* the directors, officers and employees of ADI Lid for claims and legal costs
associated with assistance related to the sale of the Australian Government's shares
in the company. The Australian Government has provided an indemmnity to
ADILtd for uninsured losses relating to specific heads of claims (through the
Department of Defence);

* the trustees of the Australian Reward Investment Alliance (ARIA), the
Comunissioner for Superannuation and staff, delegates of the trustee board, and
members of a Reconsideration Advisory Committee, for activities undertaken in
good faith under the Superannuation Act 1976, the Superannuation Act 1990 and the
Superannuation Act 2005 (through the Department of Finance and Deregulation);

* the directors of the Australian Submarine Corperation (ASC) for any claim made
against them as a result of complying with ASC’s cbligations under the Agreement
between the Electric Boat Corporation (EBC), the Australian Government and ASC
(through the Department of Finance and Deregulation);

* the members of the board of Snowy Hydro Ltd for liabilities arising from entering
into agreements to implement corporatisation of the Snowy Mountains
Hydro-Electric Scheme, and from Labilities to Snowy Hydro Ltd at corporatisation.
The indemnity will apply to labilities arising within five years of corporatisation,
and for which a claim is notified to the Governments within 11 years of the
corporatisation date of 28 June 2002. This indemmity has been provided by the
Commonwealth (through the Department of Energy, Resources and Tourism),
together with the co-shareholder governments of New South Wales and Victoria;
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* the members of the Future Fund Board of Guardians (the Future Fund Board) to

cover liabilities in excess of the Future Fund Board's insurance policies (through
the Department of Finance and Deregulation);

* Export Finance and Insurance Corporation (EFIC) board members and senior
management to protect against civil claims and legal expenses for unsuccessful
criminal claims relating to the implementation of EFIC's alliance/divestment of its
short-term export credit insurance business;

» the Festival Development Corporation, a New South Wales Government statutory
authority and landlord of the Mt Penang Parklands, Gosford from 1 June 2010 to
30 November 2010. The indemnity is in relation to construction works being carried
out by the Australian Government on behalf of National Aboriginal Islander Skills
Dance Association’s Dance College at Mt Penang Parklands. The maximum

potential liability is $20 million;

* maritime Industry Finance Company Ltd board members to protect them against
civil claims relating to their employment and conduct as directors (through the
Department of Infrastructure, Transport, Regional Development and Local
Governmett);

» certain specified members of the review into the Australian Human Pituitary
Hormone Program for the purposes of the review (through the Department of
Health and Ageing);

* certain specified members of the review into the Diagnostics Products Agreement
for the purpose of the review (through the Department of Health and Ageing);

+ officers of the Australian Nuclear Science and Technelogy Organisation from
liability that might be incurred from the conduct of activities authorised under the
Australinn Nuclear Science and Technology Organisation Act 1937 (through the
Department of Innovation, Industry, Science and Research).

In relation to the sale of Australian Government entities, the Australian Government
has indemmnified the boards and/or acquirers of certain entities against certain claims
and costs arising from the sales of the entities.

Other guarantees, indemnities and undertakings

A range of guarantees, indemmnities and undertakings have been provided by
Australian Government enfities in relation to various matters. Some of these
guarantees, indemmnities and undertakings are unlimited.

Claims and legal actions

At any Hime various Australian Government entities are subject to claims and legal
actions that are pending court or other processes.
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Property remediation — Defence and other sites

From time to time, the Australian Government may have ownership of properties that
have a potential or possible environmental and associated concern. Where this is the
case, further reviews may be undertaken to determine the extent, nature and estimated
costs of remediation, if required.

Lease arrangements

Various Australian Government entities have entered into finance and/or operating
leases for goods and services. On termination or expiry of the lease term these entities
may have an obligation to acquire assets from the lessor or comply with make-good
provisions. In the majority of arrangements, a provision has been recognised on the
balance sheet. In some arrangements, it has not been possible to estimate the amount
of any eventual payment in relation to these obligations.

NON-QUANTIFIABLE CONTINGENT LIABILITIES CONSIDERED REMOTE

Defence
Guarantees, indemnities and undertakings

The Australian Government, through the Department of Defence and the Defence
Materiel Organisation, carries an extensive range of guarantees, indemmnities and
undertakings, normally of a short-term nature, relating to business, training activities
and other arrangements involving contracts, agreements and other Defence activities.

Indemnities issued cover potential losses or damages for which the Awustralian
Government would not be liable without the indemmnity.

Sustainability, Environment, Water, Population and Communities

Antarctic Airlink lease

The Australian Government has entered inte an arrangement to guarantee the
financial performance of the A319 Antarctic Airlink lease. The liability under the
guarantee is capped at US$500 million; however, this amount is then matched by the
insurance obligations under the lease with a net effect of A $0.

Finance and Deregulation
Transactional banking services

Under contractual arrangements for transactional banking services entered into by
agencies covered by the Financial Management and Accountability Act 1997, the
Australian Government has indemmified private sector banks against loss and damage
arising out of acts or omissions by the Australian Government, including by error,
fraud, negligence or transactions made with the authority of the Australian
Government.
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Infrastructure and Transport

Tripartite Deeds relating to the sale of core regulated airports

Tripartite Deeds apply to the 12 Core Regulated Airports (Sydney, Melbourne,
Brisbane, Perth, Canberra, Coclangatta, Townsville, Adelaide, Hobart, Launceston,
Darwin and Alice Springs). The Tripartite Deeds between the Australian Government
airport lessees and lessees’ financiers provide for limited step-in rights for the
financiers in circumstances where the Airport Lease is terminated. Assuming the
financiers” step-in rights are not triggered, the potential lability of the Australian
Government can vary under the Tripartite Deed, depending on whether the Airport
Lease is able to be sold on to a third party or not.

The Australian Government's potential liability to the lessee’s financiers is limited to
the value received for the affected Airport Lease or the valuation of the airport site.
Where the Australian Government is able to on sell the Airport Lease, secured
financiers have a limited ability to recover their loans from funds obtained by the
Australian Government from on selling the Airport Lease, subject to higher ranking
claims being met first. Where the Airport Lease is not unsold, the Australian
Government is required to obtain a valuation of the airport site that will determine the
limit for a repayment (or partial repayment) of financiers’ loans, again subject to higher
ranking claims being met. If the Australian Government enters into possession of an
airport site, it would seek to recover its costs from a number of sources, including
airport revenues and the airport lessee Company, in addition to funds obtained from
on selling the Airport Lease.

Assumed Residual Liabilities of the Australian National Railways Commission

The Australian Government under Schedule 3 of the Australisn National Railways
Commission Sale Act 1997 assumed the residual liabilities of the Australian National
Railways Commission. A writ of summeons was filed in the High Court of Australia on
20 August 2004 and a statement of claim on behalf of 24 other plaintiffs was filed in the
District Court of South Australia on 22 September 2005. The writ sought unspecified
damages for personal injuries as a result of exposure to lead and other particles from
trains carrying lead and zinc ore.

Treasury

Foreign currency denominated loans

The Australian Government has indemnified agents of foreign currency denominated
loans issued by the Australian Government outside Australia against any loss, liability,
costs, claims, charges, expenses, actions, or demands due to any misrepresentation by
the Australian Government and any breach of warranties. The Australian Government
is not aware of any event that has occurred that may trigger action under the
indemnities.
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Treasury bonds

In the extremely unlikely event of default by a borrower of Treasury bonds under the
securities lending facility, the AOFM would be in a position to sell the securities
pledged by the borrower to offset the increased liability to the government. As at
30 June 2008 there were no open transactions under the AOFM's securities lending

facility.

Various

Claims and legal actions

At any time various Australian Government entities are subject to claims and legal
actions which are pending court or other processes.

Guarantees, indemnities and undertakings

A range of guarantees, indemmnities and undertakings have been provided by
Australian Government entities in relation to wvarious matters other than those
described above. Some of these guarantees, indemnities and undertakings, although
remote, are either unquantifiable or uncapped.
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136)°
I1.5.1 Schedule of Spending

The Schedule of Spending (SOS) presents an overview of how and where agencies are
spending money. The SOS should be included in an agency’s OAI section of the PAR or
AFR. Quarterly reporting of the SOS is not required as it is an annual statement. The
data used to populate this schedule is the same underlying data used to populate the
Statement of Budgetary Resources (SBR). The SOS presents total budgetary resources,
gross outlays, and fiscal year-to-date total obligations for the reporting entity.

The budgetary information in this schedule is presented on a combined basis and not a
consolidated basis. Preparation of consolidated financial information involves line-by-
line elimination of intra-entity balances. To remain consistent with the aggregate of the
account-level information presented on the SF-133 and SBR, consolidation of this
schedule is inappropriate, Accordingly, line-by-line consolidation of this schedule is not
permitted.

If credit reform financing accounts are material, the budgetary accounts and non-

budgetary credit reform accounts may be presented separately, similar to the presentation
in the SBR.

In Fiscal Year 2011, certain agencies piloted a new SOS and in Fiscal Year 2012,

Sections I and IT (described below) of the SOS are required to be included in CFO Act
agencies’ OAI section of the PAR or AFR. Sections Il and IV are optional for Fiscal
Year 2012 and are expected to be mandatory for Fiscal Year 2013. Although the basic
premise of the SOS is complete, implementation and reporting details are still being
developed. Accordingly, the schedule is included in OAI to permit agencies to explore
the optimal means of implementation and reporting. To further achieve this objective,
agencies may request public feedback on the schedule.

Comparative schedules are not required for FY 2012; however, this will be required
starting in FY 2013,

% Dated August 3, 2012; available online at http://www.whitehouse.gov/sites/default/files/omb/assets/
omb/circulars/a136/a136_revised 2012.pdf; last accessed August 6, 2012.
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Illustrative Schedule of Spending

Schedule of Spending

Agency Name

OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd.

For the Years Ended September 30, 2xxx (CY) and 2xxx (PY)

What Money is Available to Spend?

Total Resources

in millions

Less Amount Available but Not Agreed to be Spent

Less Amount Not Available to be Spent

Total Amounts Agreed to be Spent

How was the Money Spent?
Category™

Object Class

Object Class

Object Class

Other
Category *

Object Class

Object Class

Other
Total Spending
Amounts Remaining to be Spent
Total Amounts Agreed to be Spent

Who did the Money go to?
For Profit

Government

Higher Education
Individuals

Not-For-Profits

Other

Total Amounts Agreed to be Spent

{ Tab E - Risk Assumed, Attachment 4 Page A152

FY 20XX FY 20XX
(286456003 8.0.6.8.9.9.(
$XX, XXX FXK XXX
X, XXX $XXX
FXXXX, XXX SXXX, XXX
$XX, XXX EXX XXX
1 5.0.0.6.0.0.¢ FAXK XXX
FRXAXKX XX XXX
PR XXX SXX XXX
FXXH XXX SXXHXXX
XK, XXX $HXHX

FXX XXX SXXXXX
PXXK, XXX S XXX
$XXXXX $HN XXX
SXLXXX, XXX FAXN XXX
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd.

How was the Money Issued?

Non-Financial Assistance Direct Payments 51 0.0.0.0.0,4 5. 0.0.60.9.0.4
Contracts FXOO XXX 6 9. 0.0.99.9.0.4
Grants FROO XXX 13.0.0.8.0.6.4
Loans and Guarantees FXX XXX FHXXX
Financial Assistance Direct Payments 1 3¢ 0.80.0.0 4 1 9. 0.0.64.0.0.4
Other Financial Assistance FRK XXX FIOLXXX
Insurance 5. 0. 8.9.9.4 FXXKXNX
Interest and Dividends FX KX L 5. 0.4 0.6.4
Other Payment Types FXXXXX 13,9.9.0.0,4
Total Amounts Agreed to be Spent SXLXXXL XXX SXXX, XXX

* Agencies have the option to present categories as columns instead of sections going
down the left side of the schedule.

I1.5.1.1 Section I What Money is Available to Spend? (Section I of the Schedule of
Spending)

This section of the SOS presents resources that were available to spend and is required
for CFO Act agencies in FY 2012.

The following line items in this section of the schedule will reconcile to the SBR:

e “Total Resources” should reconcile to line 2500 “Total Budgetary Resources,”

e “Less Amount Available but Not Agreed to be Spent” should reconcile to line
2204 plus line 2304 “Unobligated Balances, End of Year- Apportioned and
Exempt from Apportionment,”

* “Less Amount Not Available to be Spent” should reconcile to line 2404
“Unobligated Balances, End of Year-Unapportioned,” and

e “Total Amounts Agreed to be Spent” should reconcile to line 2190 “Obligations
Incurred.”

11.5.1.2 Section Il How was the Money Spent? (Section II of the Schedule of
Spending)

This section of the SOS presents services or items that were purchased, not the payment
types or how the obligations were made. The categories in this section will align with
OMB Budget Object Class (BOC) definitions found in Circular No. A-11; however, the
amounts reported here reflect outlays by BOC reconciled to total obligations incurred.
This section of the SOS is required for CFO Act agencies in FY 2012.
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd.

The most significant BOC codes should be presented separately with the remaining BOC
codes presented in aggregate in a single line item. In addition, the BOC codes should be
presented in categories that are meaningful for the entity (e.g. by Strategic Goal,
Program, Appropriations, Sub-agencies or grouping of Sub-agencies, etc.)

The following line items in this section of the schedule will reconcile to the SBR:

e “Total Spending” should reconcile to line 4185 “Outlays, Gross (Discretionary
and Mandatory),”

¢  “Amounts Remaining to be Spent” should reconcile to line 3090 “Unpaid
Obligations, end of year (gross)” minus line 3000 “Unpaid Obligations, brought
forward, October 1 (gross)” plus line 1021 “Recoveries of Prior Year Unpaid
Obligations” plus or minus line 3062 “Actual Transfers, unpaid obligation (net),”
and

e “Total Amounts Agreed to be Spent” should reconcile to line 2190 “Obligations
Incurred.”

I1.5.1.3 Section Il Who did the Money go to? (Section III of the Schedule of
Spending)

This section of the SOS identifies with whom the agencies are spending money and is
based on obligations incurred. This section of the SOS is optional in FY 2012 but is
expected to be mandatory in FY 2013.

At a minimum, this section will display “Federal” and “Non-Federal” obligations.
Agencies are encouraged to display more detail, such as by “For Profit”, “Government™,
“Higher Education”, “Individuals” (if material, this should be broken out by financial
assistance and non-financial assistance), “Not-For profits”, and “Other.”

Agencies that have special business lines, with special trading partner types, that are
material should add to the display as needed to accurately reflect the agencies’ business
activities.

The “Total Amounts Agreed to be Spent” line item in this section of the schedule should
reconcile to line 2190 “Obligations Incurred” in the SBR.

11.5.1.4 Section IV How was the Money Issued? (Section IV of the Schedule of
Spending)

This section of the SOS presents how obligations are issued or the payment type and is
based on obligations incurred. This section of the SOS is optional in FY 2012 but is
expecied to be mandatory in FY 2013,

The amounts in this section reflect various payment types used throughout the Federal
Government. Payment types are meant to explain how obligations were made, not what
was purchased. Therefore, payment types will not always align with BOC codes found in
Circular No. A-11. For example, Insurance is defined in A-11 Section 83 as “benefit
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd.

payments from the social insurance and Federal retirement trust funds and payments for
losses and claims including those under the Equal Access to Justice Act,” and includes
Social Security and Medicare payments. For purposes of this section, insurance is
defined as obligations to assure reimbursement for losses sustained under specified
conditions and would not include social insurance as defined in A-11. Social Security
and Medicare payments would be considered Financial Assistance Direct Payments for
the Schedule of Spending. The terms as defined in this section should be carefully read
when determining where to report obligations.

The “Total Amounts Agreed to be Spent” line item in this section of the schedule should
reconcile to line 2190 “Obligations Incurred” in the SBR.

The following definitions should be used to determine the appropriate payment type as
applicable:

Non-Financial Assistance Direct Payments: These are payments directly to an
individual or entity for services rendered. For example, Personnel Compensation and
Benefits should be included in this section. It includes, but is not limited to, all
definitions described in the Circular No. A-11 section 83 BOC code group 10 (111, 113,
115, 117,118, 121, 122, and 130) as well as other direct payments to individuals not
related to financial assistance.

Contracts: A contract is a written, mutually binding legal agreement obligating the
seller to furnish the goods or services and the Federal Government to pay for them. This
includes agreements with a private entity - whether for-profit, or non-profit - or with
another federal agency. In addition to bilateral instruments, contracts include (but are not
limited to) awards and notices of awards; job orders or task letters issued under basic
ordering agreements; letter contracts; orders, such as purchase orders, under which the
contract becomes effective by written acceptance or performance; and bilateral contract
modifications.

Grants: An agreement between the Federal Government and a State or local
government or other recipient {o transfer cash or a thing of value to carry out a public
purpose of support or stimulation authorized by law instead of acquiring (by purchase,
lease, or barter) property or services for the direct benefit or use of the United States
Government, without expectation of return or services rendered from the recipient or
substantial involvement from the Federal Government to carry out the activity.

Loans and Guarantees: These are funds provided to a recipient by a federal agency that
will eventually be paid back to the government by the recipient. This category includes
both direct and guaranteed loans, Direct Loans represent financial assistance provided
through the lending of federal monies for a specific period of time, with a reasonable
expectation of repayment. Such loans may or may not require the payment of interest.
Guaranteed Loans and Insured Loans are programs in which the Federal Government
agrees to indemnify a lender against part or all of any defaults by those responsible for
repayment of loans.
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OMB’s Schedule of Spending Guidance (from OMB Circular A-136) contd.

Financial Assistance Direct Payments: These are cash payments made to individuals,
private firms, and other private institutions that have been assessed as needing services,
in lieu of social service provisions. This does not include solicited contracts for the
procurement of goods and services for the Federal Government. Financial Assistance
Direct Payments can be unrestricted or for a specified use. Direct Payments for a
specified use are given to encourage or subsidize a particular activity by conditioning the
receipt of the assistance on a particular performance by the recipient. Unrestricted direct
payments represent financial assistance from the Federal Government provided directly
to beneficiaries who satisfy federal eligibility requirements with no restrictions imposed
on the recipient as to how the money is spent.

Other Financial Assistance: This represents other reimbursable, contingent, intangible,
or indirect financial assistance.

Insurance: These are obligations to assure reimbursement for losses sustained under
specified conditions. Coverage may be provided directly by the Federal Government or
through private carriers and may or may not involve the payment of premiums.

Interest and Dividends: This represents payments to creditors for the use of money.

Other Payment Types: This section describes obligations that do not fit any of the
definitions described above or when obligation totals in aggregate are not material
enough to warrant separate presentation in categories defined above. Agency
management should determine whether aggregation of lines into Other Payment Types is
warranted due to matcriality (either qualitative or quantitative). In general, other
categories below a 3% threshold should be added to this category; however, the total of
other payment types should not reflect an amount that is material to the reporting agency.
If agencies have other payment types that are material and do not fit into any of the above
listed categories, they may use an agency specific payment type not listed above.
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Appendix 1 - FASAB Standards on Contingencies

Excerpt from SFFAS 5, Accounting for Liabilities of the Federal Government

Contingencies

—_—

35. A contingency is an existing condition, situation, or set of
circumstances involving uncertainty as to possible gain or loss to an
entity. The uncertainty will ultimately be resolved when one or more
future events occur or fail to occur. Resolution of the uncertainty may
confirm a gain (i.e., acquisition of an asset or reduction of a liability)
or a loss (i.e., loss or impairment of an asset or the incurrence of a
liability)."”

36. This Statement does not deal with gain contingencies or measurement
of contingencies that involve impairment of nonfinancial assets. When
a loss contingency (i.e., contingent liability) exists, the likelihood that
the future event or events will confirm the loss or the incurrence of a
liability can range from probable to remote. The probability
classifications are as follows:

*  Probable: The future confirming event or events are more likely
than not to occur, with the exception of pending or threatened
litigation and unasserted claims. For pending or threatened
litigation and unasserted claims, the future confirming event or
events are likely to occur.

*  Reasonably possible: The chance of the future confirming event
or events occurring is more than remote but less than probable.

+  Remote: The chance of the future event or events occurring is

slight.

"Contingencies are different from “subsequent events.” Subsequent events are events or
transactions that affect the basic information or required supplementary information (RSI)
and oecur subsequent to the end of the reporting period but before the financial report is
issued. Some of those transactions and events (referred to as recognized events) require
adjustments to the basic information or RSI while others (referred to as nonrecognized
events) may require disclosure in the basic information or RSL A subsequent event may
affect a contingency by providing information that resolves an uncertainty related to a
contingent liability and confirm the impairment of an asset or incurmrence of a liability as of
the end of the reporting period.
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Excerpt from SFFAS 5 (contd.)

Criteria For Recognition Of
A Contingent Liability

—_—

Tab E - Risk Assumed, Appendix 1 Page A160

37. The following are some examples of loss contingencies:

+  collectability of receivables,
+  pending or threatened litigation, and
+  possible claims and assessments.

38. A contingent liability should be recognized when all of these three
conditions are met:"*

+ A past event or exchange transaction has occurred (e.g., a federal
entity has breached a contract with a nonfederal entity).”

+ A future outflow or other sacrifice of resources is probable (e.g.,
the nonfederal entity has filed a legal claim against a federal
entity for breach of contract and the federal entity’s management
believes the claim is likely to be settled in favor of the claimant).

¢+  The future outflow or sacrifice of resources is measurable (e.g.,
the federal entity’s management determines an estimated
settlement amount). [See SFFAS 12.]

39. The estimated liability may be a specific amount or a range of
amounts. If some amount within the range is a better estimate than
any other amount within the range, that amount is recognized. If no
amount within the range is a better estimate than any other amount,
the minimum amount in the range is recognized and the range and a
description of the nature of the contingency should be disclosed.

¥The unit of analysis for estimating liabilities can vary according to the reporting entity and
the nature of the transaction or event. The Hability recognized may be the estimation of an
individual transaction or event; or a group of transactions and evenis. For example, SFFAS
Number 2, “applies to direct loans and loan guarantees on a group basis, such as a cohort or
a risk category of loans and loan guarantees. Present value accounting does not apply to
direct loans or loan guarantees on an individual basis, except for a direct loan or loan
guaraniee that constitutes a cohort or a risk category.” Statement of Federal Financial
Accounting Standards Number 2, Aceounting for IMrecl Loans and Loan Guaraniees. par.
21. See the standard on Insurance and Guarantees in this document for a description of
incurred but not reported (IBNR) claims.

YIn the case of govemment-acknowledged events giving rse to nonexchange or exchange
transactions, there must be a formal acceptance of financial responsibility by the federal
government, as when the Congress has appropriated or authorized (iLe., through
authorization legislation) resources. Furthermore, exchange transactions that arise from
government-acknowledged events would be recognized as a liability when goods or services
are provided. For nonexchange transactions, a liability would then be recognized at the
point the unpaid amount is due. Therefore, government-acknowledged events do not meet
the criteria necessary to be recognized as a contingent liability.

A\
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Excerpt from SFFAS 5 (contd.)

Criteria For Disclosure Of A 40,

Contingent Liability

—_—

41.

42,

A contingent liability should be disclosed if any of the conditions for
liability recognition are not met and there is at least a reasonable
possibility that a loss or an additional loss may have been incurred.
“Disclosure” in this context refers to reporting information in notes
regarded as an integral part of the basic financial statements.

Disclosure should include the nature of the contingency and an
estimate of the possible liability, an estimate of the range of the
possible liability, or a statement that such an estimate cannot be made.

In some cases, contingencies may be identified but the degree of
uncertainty is so great that no reporting (i.e., recognition or
disclosure) is necessary in the general purpose federal financial
reports. Specifically, contingencies classified as remote need not be
reported in general purpose federal financial reports, though law may
require such disclosures in special purpose reports. If information
about remote contingencies or related to remote contingencies is
included in general purpose federal financial reports (e.g., the total
face amount of insurance and guarantees in foree), it should be
labeled in such a way to avoid the misleading inference that there is
more than a remote chance of a loss of that amount.

See SFFAS 7, par. 36b, for guidance on losses on contracts for goods
made to order or services produced to order
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Excerpt from SFFAS 5, Basis for Conclusions (BfC)

Coneclusion On
Contingencies

—_—

144.

146.

147.
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In the Exposure Draft the Board asked the following question. “When
an estimated [contingent] liability is a range of amounts and no
amount within the range is a better estimate than any other amount,
should either the midpoint or, altemnatively, the 'expected value’ (as
the term is used in statistics) be recognized as a liability instead of the
minimum amount?” The majority of respondents preferred the
expected value and the second preference was the minimum amount.

. The Board further considered all of the options. Based on the Board

discussions it was noted that it would be difficult to use “expected

value” to pinpoint an estimate within a range. The expected value

method would assign a probability percentage to each of the numbers

within the range, but these probabilities would usually be difficult to
estimate.

After much discussion the majority of the Board preferred the
minimum amount because of its established use in other accounting
standards. The Board decided that liabilities arising from
nonexchange transactions would be recognized for any unpaid
amounts due as of the reporting date. This includes amounts payable
from the federal entity to pay for benefits, goods, or services™
provided under the terms of the program, as of the federal entity's
reporting date, whether or not such amounts have been reported to
the federal entity (for example, estimated Medicaid payments due to
health providers that will be financed by the federal entity but have not
yet been reported to the federal entity).

In the case of government-acknowledged events giving rise to
nonexchange or exchange transactions, there must be a formal
acceptance of financial responsibility by the federal government, as
when the Congress has appropriated or authorized (i.e., through
authorization legislation) resources. Furthermore, exchange
transactions that arise from government-acknowledged events would
be recognized as a liability when goods or services are provided. For
nonexchange transactions a liability would then be recognized at the
point the amount is due. Therefore, government-acknowledged events
do not meet the recognition criteria necessary to be recognized as a
contingent liability. The government is acting in its sovereign capacity
when it assumes financial responsibility and makes income transfer
payments or provides other nonexchange benefits. The Board does
not believe that accounting recognition should anticipate sovereign
actions in advance of occurrence,
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Excerpt from SFFAS 5, Accounting for Liabilities of the Federal Government

Insurance And
Guarantees

Nature Of Federal Insurance 97. Insurance and guarantee programs are federal programs that provide

And Guarantee Programs'’ protection to individuals or entities against specified risks. Many of
these programs were established to assume risks that private sector
entities are unable or unwilling to assume [at least at prices that
beneficiaries of the program can afford (in some cases) or want to pay
{ in other cases)] or to subsidize the provision of insurance to achieve
social objectives. Program participants pay fees or premiums for
specific services. These funds are commonly held in revolving funds
within the federal government; losses sustained by participants are
paid from these funds. Many of these programs receive appropriations
to pay excess claims and/or have authority to borrow from the
Treasury.

898. For accounting purposes, private sector insurance and guarantee
contracts are customarily divided into two types. The first type
provides insurance protection for a fixed period. The insurer may
cancel the coverage or adjust the provisions of coverage at the end of
any coverage period, for example, by adjusting the amount of
premiums charged or changing the conditions under which coverage is
provided. Most property insurance and health insurance offered by
private insurers is of this type.

99.  The second type of insurance or guarantee contract is one in which the
insurer cannot cancel the insurance or the insured is guaranteed the
ability to renew it. The insurer must provide coverage for an extended
period until the insured event occurs or can no longer occur, or when
the insured party allows the policy to lapse. Examples of this type of
insurance offered by private insurers include whole and gunaranteed
renewable term life insurance, annuities, and title insurance.

100. Federal programs provide protection against many types of risk for
individuals and entities. These include life insurance; medical
insurance; and insurance against damage to property (homes, crops,
and airplanes) or other assets (deposits and pension benefits) caused
by perils such as flooding and other natural disasters, war-risk, and
insolvency.

“In the federal government, the aspects of insurance and guarantees are frequently
commingled within the same program. Therefore, this Statement treats the terms as a single
type of activity.
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Excerpt from SFFAS 5 (contd.)

101.

102.

103.

For federal insurance and guarantee programs, there often is no
explicit contract. For example, the federal government, acting through
the Pension Benefit Guaranty Corporation (PBGC), functions as an
insurer of pension benefits, but the “contract” with employers and
pension plans is implicit in federal law, not explicit in contracts
between PBGC and employers. Moreover, the PBGC itself has no
power to set premiums or to change the terms of coverage, though it
may recommend changes to the Congress. The Congress has
occasionally raised premiums and changed other factors, such as
pension plan funding requirements, in an effort to achieve the
statutory intent that the program be self-financing without
appropriations from general revenue.” Companies with defined
benefit pension plans must participate, but may (and sometimes do)
elect to terminate their defined benefit pension plans.

Federal insurance programs also differ from private insurance in that
they are not subject to the same market forces (e.g., competition for
business and for capital) and regulatory requirements (e.g., for
capitalization) that apply to privately owned insurers. In particular,
federal insurance, unlike private insurance, is not extended with the
intent of earning a profit. Some programs operate deliberately at a
loss, as when disabled veterans are offered life insurance at premiums
set for healthy participants. Other programs offer insurance covering
catastrophic or systemic risks, where large losses can occur all at
once, as in war-risk or deposit insurance. At most, federal insurance
programs are expected just to meet anticipated costs, leaving them
vulnerable to unfavorable surprises.

For this reason, the issue in accounting for federal insurance and
guarantee programs is when to recognize net expected losses. In this
respect, federal insurance programs are similar to federal credit
programs. The federal government extends credit on terms and
conditions designed to subsidize particular borrowers or encourage
particular activities for social policy reasons. As soon as a federal
direct loan or loan guarantee is obligated, the federal government is
committed to bear whatever loss, through defaults or interest
subsidies, is inherent in the terms and the conditions under which the
credit is extended. The government is likewise committed when

“*Further details on PEGC may be found in Controlling Losses of the Pension Benefit
Guaranty Corporation, Congressional Budget Office, January 1993,

—_—
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Excerpt from SFFAS 5 (contd.)

Accounting For Liabilities Of
Federal Insurance And
Guarantee Programs

Additional Disclosures For
Insurance And Guarantee
Programs Administered By
Government Corporations

—_—

104,

106.

federal insurance is extended to additional policyholders, either for an
additional fixed period, or to cover additional amounts of assets.

All federal insurance and guarantee programs (except social insurance
and loan guarantee programs') should recognize a liability for unpaid
claims incurred, resulting from insured events that have occurred as of
the reporting date. The standard requires recognition of the liability
that is known with certainty plus an accrual for a contingent liability
recognized when an existing condition, situation, or set of
circumstances involving uncertainty as to possible loss exists and the
uncertainty will ultimately be resolved when one or more probable
future events occur or fail to occur: a future outflow or other sacrifice
of resources is probable; and the future outflow or sacrifice of
resources is measurable. Insurance and guarantee programs should
recognize as an expense all claims incurred during the period,
including, when appropriate, those not yet reported and contingencies
that meet the criteria for recognition. Life insurance programs should
recognize a liability for future policy benefits (a liability to current
policyholders that relates to insured events, such as death or
disability) in addition to the liability for unpaid claims incurred. (See
Contingencies section for the criteria for disclosure of a contingent
liability.)

. Risk assumed information is important for all federal insurance and

guarantee programs (except social insurance, life insurance and loan
guarantee programs) and will be considered in the context of the
Stewardship reporting. Risk assumed is generally measured by the
present value of unpaid expected losses net of associated premiums,
based on the risk inherent in the insurance or guarantee coverage in
force. [See SFFAS 256, par. 4.]

When financial information pursuant to FASB's standards on federal
insurance and guarantee programs conducted by government
corporations is incorporated in general purpose financial reports of a
larger federal reporting entity, the entity should report as ESI what

“Social insurance is considered to be a different type of program not included within
insurance and guarantee programs. See social insurance discussion in the FASAB ED,
Supplementary Stewardship Reporting. Accounting for all federal loan guarantee programs
should follow the Statement of Federal Financial Accounting Standards Number 2,
Accounting for Divect Loans and Loan Guarantees (August 23, 1963).
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Excerpt from SFFAS 5 (contd.)

Nlustrations Of The
Application Of The Standard

—_—

107.

108.

amounts and periodic change in those amounts would be reported
under the “risk assumed” approach referred to in this section (see par.
105). In other words, in addition to the liability for unpaid claims from
insured events that have already occurred (including any contingent
liability that meets criteria for recognition), such reporting entities
should also report as RSI risk assumed information.

Table 9 illustrates the application of the liability recognition,
disclosure, and supplementary reporting standards for six federal
insurance and guarantee programs. Two of these, flood and crop
insurance, offer fixed period annual insurance. A third, deposit
insurance, also can be said to offer fixed period annual insurance,
though in practice it is continually renewed at the option of the
insurer.* A fourth program listed, overseas private investment
insurance, offers a fixed period multi-year written contract. The fifth
program, life insurance, offers coverage that in practice is
noncancelable by the insurer and guaranteed renewable by the
insured, continuing until the insured event has occurred or the policy
is cancelled by the insured. Finally, the pension benefit guarantee
program is included as an example of noncancelable insurance.
Pension insurance is characterized here as noncancelable with respect
to vested guaranteed benefits earned by covered employees to date,
on the assumption that this coverage would remain in effect even if the
Congress ended the program.

The column numbered (3) in the table shows the point at which the
standard requires a liability to be recognized for insurance and
guarantee programs except life insurance. Column (3) recognizes all
unpaid claims and expected claims resulting from insured events that
have already occurred, whether floods, crop damage, overseas
investment losses, bank closures and insolvencies, deaths, or pension
plan terminations. The liability for unpaid claims is the estimated
amount needed to settle claims relating to insured events that have
occurred on or before the reporting date. This liability includes a
contingent liability recognized when an existing condition, situation,
or set of circumstances involving uncertainty as to possible loss exists
and the uncertainty will ultimately be resolved when one or more
probable future events occur or fail to occur; a future outflow or other
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" effect, FDIC's options are to renew the insurance coverage or to assume losses of the
institution; only Congress can reduce or eliminate the deposit insurance program.
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Excerpt from SFFAS 5 (contd.)

sacrifice of resources is probable; and the future outflow or sacrifice
of resources is measurable.

108, The liability at the end of any period should be the expected unpaid
net loss inherent in insured events that have oceurred, including any
claims —both claims reported and when appropriate, claims incurred
but not reported (IBNR)}— and any contingent liabilities that meet the
criteria for recognition. When payments and losses extend beyond the
current year, net losses should be calculated on a present value basis
to reflect the time value of money. The expense for claims incurred in
the reporting period should be recognized in that period. Changes in
estimates of claim cost resulting from the present value calculations,
the continuous review process, and differences between estimates and
actual payments for claims should be recognized as charges against
operations of the period in which the estimates are changed or
payments are made.

110. Liability recognition for life insurance programs spans over columns
(3) and (4). The column numbered (4) in the table shows the point at
which the standard requires liability recognition for life insurance and
supplementary reporting for other insurance and guarantee programs.
The supplementary reported amounts represent the present value of
unpaid expected losses based on the risk assumed as a result of
insurance coverage net of associated premiums.
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Excerpt from SFFAS 5 (contd.)

|
Table 9 [Note: The below underlined items are recognized liabilities.]

Liability Recognition, Supplementary Information And Disclosure

(1) 2)
Type of Example of (3) ()]
insurance program Insured event has occurred Risk assumed
Fixed period, Mational Flood CLAIMS + IBENAR FOR FLOQDS TO END The present value of unpaid expected losses net of
annual Insurance QOF PERIOD associated premiums, basad on the risk assumead

as a result of insurance or guarantee coverage.
Fixed period, Federal Crop  CLAIMS + IBNE FOR DAMAGE TO END  The present value of unpaid expected losses net of

annual Insurance OF PERICOD associated premiums, based on the risk assumed
as a result of insurance or guarantee coverage.
Fixed period, Federal Deposit  CLAIMS + PY OF COST FOR The present value of unpaid expected losses net of
annual Insurance DEPOSITORIES IN PHOCESS OF associated premiums, based on the risk assumed
CLOSURE BY THE END QF THE as a result of insurance or guarantes coverage.
BEPORTING PERIOD; AND THE
ESTIMATED 1055 FOR THE PROBABIE
COST FOR INSTITUTIONS THAT HAVE
MOT YET FAILED BUT THE

BEGULATORY PROCESS HAS
[DENTIFIED AS EITHER EQUITY
INSOLVENT OR IN-SUBSTANCE EQUITY
INSOLVENT OR LIKELY TO BECOME |N-
SUBSTANCE EQUITY INSCOLVENT
WITHIN THE FORESEEABLE FUTURE.

Fixed period, Overseas CLAIMS + IBNR FOR LOSSES TO END  The present value of unpaid expected losses net of
Multi-year Investment OF PERIOD associated premiums, based on the risk assumed
Insurance as a result of insurance or guarantes coverage.

Moncancelable Pension Benefit CLAIMS + IBNB: PV OF UNFUMNDED The present value of unpaid expected losses net of
orrenewable  Guarantee GUARANTEED BEMEFITS FOR PLANS  associated premiums. based on the risk assumed
TEBMINATED OR MORE LIKELY THAM  as a result of insurance or guarantee coverage.

NOT TO BE TERMINATED
MNoncancelable VA Life ClaIMS + IBNB (PLUS RESERVE FOR  LIABILITY FORFUTURE POLICY BENEFITS (INET
orrenewable  Insurance CURBENT CASHWALUE, IF APV OF POIICIES IN FORCE),

HECESSARY)

All components of the liability for future policy
benefits should be separately disclosed in a
footnote with a description of each amount and an
explanation of its projected use and any other
potential uses (e.g., reducing premiums,
determining and declaring dividends available,
andfor to reducing federal support in the form of
appropriations related to administrative cost or
subsidies).

Present Valua (PV)
Actuarial Present Value (APV)
Nota: Liability recognition includes any contingant liability that meets the criteria for recogniticn.

This example is intended to illustrate examples of various programs and how the various liabilities would be determined. This table is not to be
considered authoritativa.
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Excerpt from SFFAS 5 (contd.)
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111.

112.

113.
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Insurance programs are on-going and may be viewed as having long
term characteristics. Thus, from a broader, longer term perspective,
the liability to be recognized (column 3), and the amount to be
reported as supplementary information (column 4) may be
concepiually different and materially different from each other. From
the broader perspective column (4) could be a longer term measure
and a probabilistic estimate of future costs of these programs.

For noncancelable or gnaranteed renewable insurance also, a
difference arises between columns (3) and (4). Thus, for pension
guarantees, column (3) shows the net present value of losses arising
from plans that have already been terminated or that are more likely
than not to be terminated. This is the amount to be recognized as a
liability. Column (4) shows the net present value of the expected loss
inherent in the risk assumed as a result of coverage on the guaranteed
and vested benefit amounts. This number should be reported as
supplementary information. It will generally be larger than the liability
because it includes a provision for the additional losses that are
expected to arise because some plan sponsors currently in good
financial condition will in the future face bankruptcy with pension
assets too small to cover the vested benefits that were guaranteed.

The liability for life insurance includes both the liability for unpaid
claims, including IBNR (i.e., column 3), and a liability for net future
policy benefit outflows (i.e., column 4). The liability for future policy
benefits represents the expected present value of future outflows to be
paid to, or on behalf of, existing policyholders, less the expected
present value of future net premiums to be collected from those
policyholders. The liability is estimated using appropriate financial or
actuarial methods that include assumptions, such as estimates of
expected investment yield, mortality, morbidity, terminations, and
expenses, applicable at the time the insurance contracts are made and
in accordance with existing law and related policy (see specific whole
life insurance standard below). Changes in the liability for future net
policy benefit outflows that result from periodic re-estimations would
be recognized as expense in the period in which the changes occur.
The effects of changes in relevant law or policy would be recognized
when those changes occur.
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Excerpt from SFFAS 5 (contd.)

Whole Life Policies

—_—

114. The assessments of losses expected based on the risk assumed may be
made by appropriate actuarial or financial methods that include
information and assumptions applicable to the economic, legal, and
policy environment in force at the time the assessments are made.
Since all future events are uncertain, indicators of the range of
uncertainty around expected estimates, including indicators of the
sensitivity of the estimates to changes in major assumptions, should
also be reported.

115. Some VA life insurance programs are whole life policies.” These
programs operate in a manner similar to private sector mutual life
insurance enterprises,™ except that the regulations and market forces
that control the private sector are different for these federal programs.
VA life insurance policyholders are issued participating policies, and a
portion of the earnings from those policies is returned to policyholders
in the form of dividends. The following paragraphs specifically
address the accounting required for federal whole life insurance

programs.

116. The premiums collected by the insurer are used to pay benefits and
other cost, and the balance is usually invested to yield additional
income. These assets would be fund balances with Treasury or
investments. Encompassed in the liability (also referred to as policy
reserves) is cash surrender value and the liability for future policy
benefits. The cash surrender value is the portion of premiums paid or
other amount recoverable on an insurance policy if immediately
canceled. The liability for future policy benefits is the present value of
future outflows to be paid to (or in behalf of) policyholders, less the
present value of future related premiums. In general, for whole life
policies, the liability for future policy benefits should be no less than
the cash surrender value that accrues to the benefit of policyholders.

“Whole life policies provide insurance over the insured’s entire life and the proceeds (face
amount) are paid only upon death of the insured. A level premium is usually paid for policies
of this type. The premium may be paid annually or more frequently.

= A mutual company is an incorporated entity without private ownership interests which
operates for the benefit of its policyholders and their beneficiaries. With limited exceptions,
mutual companies issue only participating policies. In a mutual company, participating
policyholders have the right to vote for members of the company's board of directors or
trustees. In some states, the insurance laws provide that upon liquidation of a muinal
insurance company, the net assets are distributed among the existing policyholders of the
company, and the prior policyholders have no claim against such assets.
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Accounting for Liabilities of Federal Whole Life Insurance
Programs

117. All federal reporting entities with whole life insurance programs
should follow the standards as prescribed in the private sector
standards (and as these private sector standards are amended) when
reporting the liability for future policy benefits, in addition to the
required disclosures described below.™ The U.S. government-wide
financial statements need not follow the required disclosures
described below.

118. A liability for future policy benefits relating to participating life
insurance contracts should be equal to the sum of:

a. the net level premium reserve for death and endowment policy
benefits,

b. the liability for terminal dividends, and

®The applicable private sector standards are as follows, FASB SFAS 60 Accounting and
Reporting by Insurance Enferprises, FASB SFAS 97 Accounting and Reporting by
Insurance Enterprises for Cerlain Long-Duration Conitracis and for Realized Grains and
Loszes from the Sale of Invesiments, and FASB SFAS 120 Accounting and Reporting by
Mutwal Life Insurance Enferprises and by Insurance Enlerprises for Certain Long-
Duration Participating Contracts and AICPA Statement of Position (SOP) 95-1 Accounting
Jor Cerlain Insurance Acltivities of Mutual Life Insurance Enterprizes.

For those federal entities with “mutual enterprise-type™ whole life insurance programs,
FASEB SFAS 120 should be followed. SFAS 120 states that mutual life insurance enterprises
shall apply SFAS 60 or 97, as appropriate, to participating life insurance contracts unless
those contracts meet both of the following conditions:

# The contracts are long-duration paticipating contracts that are expected to pay
dividends to policyholders based on actual experience of the insurer.

= Annual policyholder dividends are paid in a manner that identifies divisible surplus
and distributes that surplus in approximately the same proportion as the contracts are
considered to have contributed to divisible surplus (commonly referred to in actuarial
literature as the coniribution principle).

If the participating life insurance contracts meet the above conditions SOP 85-1 should be
followed.
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c. any premium deficiency.™

119. An assessment should be made to compare the liability for future
policy benefits using actuarial assumptions applicable at the time the
contract is made (contract assumptions) with the liability for future
policy benefits using assumptions that consider current economic
conditions and experience (current conditions). Actual mortality,
morbidity, and termination rates should be used when determining
experience. For economic conditions, the nature and the mix of
current and expected investments should be considered with expected
long-term yields.

120. A premium deficiency occurs if the liability for future policy benefits
using current conditions exceeds the liability for future policy benefits
using contract conditions; the difference should be recognized as a
charge to operations in the current period.

Additional Whole Life Insurance Disclosure

121. All components of the liability for future policy benefits (i.e., the net
level premium reserve for death and endowment policy and the
liability for terminal dividends) should be separately disclosed in a
footnote with a description of each amount and an explanation of its
projected use and any other potential uses (e.g., reducing premiums,
determining and declaring dividends available, and/or reducing federal
support in the form of appropriations related to administrative cost or
subsidies). The U.S. government-wide financial statements need not
separately report or disclose all components of the liability for future
policy benefits with a description of each amount and an explanation
of its projected use and any other potential uses.

*The liability for future policy benefits is consistent with the liability required by S0P 95-1.
Net level premium reserve is the excess, if any, of the present value of future guaranteed
death endowment benefits over the present value of future net premiums. The net level
premium reserve should be calculated based on the dividend fund interest rate, if
determinable, and mortality rates guaranteed in calenlating the cash surrender values
described in the contracts. The dividend fund interest rate is the interest rate determined at
policy issuance used to determine the amount of the dividend fund. It is the rate used (o
credit interest to the dividend fund, and against which experience is measured to determine
the amount of the interest portion of dividends paid o individual policyholders. Terminal
dividends are dividends to policyholders calculated and paid upon termination of a contract,
such as on death, surrender, or maturity. If the payment of terminal dividends is probable
and the amount can be reasonably estimated, the liability should be recognized. [AICPA SOP
85-1, Glossary, p. 33]
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Conclusion On
Insurance And
Guarantees
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185. The Board considered two possible bases for recognizing the liability

186.

187.

188,

Tab E - Risk Assumed, Appendix 2 Page A173

of federal insurance programs. One would recognize as a liability the
unpaid expected present value (PV) cost of insured events that had
occurred. The second would recognize as a liability the unpaid
expected PV cost of risks that had been assumed (i.e., the unpaid
expected PV cost inherent in insurance extended or in force). This
second approach would be similar to that taken by the Congress in
budgeting for direct loans and loan guarantees and by FASAB in
accounting for these transactions. (See Statement of Federal Financial
Accounting Standards Number 2, Accounting for Direct Loans and
Loan Guaraniees).

Several Board members believe that this second approach has merit
from a conceptual standpoint. However, the Board has concerns about
the measurability of the risk assumed, particularly in the context of
pension guarantees. There may also be some question as to the exact
nature or categorization of some assumed risks in the absence of
written contracts. The Board concluded that it would continue the
traditional practice of recognizing the effect of events that had
occurred on the face of the financial statements. However, it also
decided to require reporting as RSSI the estimated PV cost of the risk
assumed for all programs, except social insurance, life insurance, and

loan guarantee programs.

Accrual accounting for insurance programs attempts to report the
expenses of operations for each period and the unpaid liability at the
end of the period. Projections of future claims, including renewed,
expanded, and new business, also provide important information for
policy decisions about what rates should be charged to cover all
expected future losses, what additional insurance should be extended,
and similar decisions. Management of reporting entities may wish to
include such projections in financial reports as other accompanying
information, and may do so on a voluntary basis, but the Board is not
presently making any specific recommendations about this, beyond
those required by this Statement and those to be further considered in
Supplementary Stewardship Reporting.

During the Exposure Draft stage of the Liability Standard, the Board
asked respondents whether the Standard provided sufficient guidance
on how the risk assumed amount should be measured. Two of the fifty
five respondents asked for additional gnidance but did not mention
measurement possibilities.
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189.

190.

191.

192.
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At the discussion stages of the final Statement the Board contemplated
two possible measurement perspectives for reporting the risk
assumed. The Statement requires that all federal insurance programs
(except social insurance, life insurance, and loan guarantee programs)
report the risk assumed amount as supplementary information. The
risk assumed calculation as presented in the Exposure Draft measured
the cost of the coverage outstanding during the reporting year. For
annual term insurance programs, under this approach the risk
assumed amount might not be significantly different from the sum of
recognized liabilities and contingent liabilities reported on the Balance
Sheet. However, the Board believes that requiring disclosure or
supplementary reporting of a risk assumed number that is similar in
concept and amount to the liability recognized could be confusing and
would not add informational value.

In the second perspective, the risk assumed amount would be a
broader and longer term measure of the government's potential cost
for on-going insurance programs. Under some measures, this second
approach to risk assumed could be regarded as an indicator of the
“fair” or “full cost” premium that should be charged if taxpayers are
not to subsidize the program. This measure would be a probabilistic
estimate of the expected cost under certain assumed economic
factors. The Board found merits in this calculation, and believes it can
provide important additional information beyond that contained in the
accrual. Although they believe the measure to be important,
proponents of this approach acknowledge that the measure may be
difficult to measure precisely. Accordingly, they would treat it as RSSI.
The Board currently has a project at the Exposure Drafit stage,
Supplementary Stewardship Reporiing, that will provide further
details on the measurement and reporting of “risk assumed” in its final
statement.

The Board also considered the liability recognition of whole life
insurance programs. The federal government has a small number of
whole life insurance programs that are administered by federal
entities. The most significant programs (mutual enterprise-type whole
life insurance ) are through the Department of Veteran Affairs (VA).

At the time the exposure draft on liabilities was issued, there were no
established accounting standards for mutual enterprise-type whole life
insurance within the federal government, state and local government,
or the private sector. Therefore VA followed the statutory
requirements for accounting purposes as well as statutory insurance
reporting.
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193, In January 1995, the FASE and AICPA issued a standard and a

statement of position, respectively, that specified accounting for
mutual whole life insurance enterprises. Due to the similarities
between the federal programs and the insurance enterprises covered

in the FASB and AICPA documents, the Board decided that the private
sector standards would be appropriate for the applicable federal
programs. Therefore the Board concluded that federal entities with
whole life insurance programs would follow the standards as
prescribed in the private sector standards (and as these private sector
standards are amended) when reporting the liability for future policy
benefits, along with the additional disclosures prescribed by this
Statement. The Board further concluded that disclosure of the
components of the liability was necessary to adequately inform the
financial statement users of the projected use and any other potential
uses of the liability components and associated assets.
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Excerpt from SFFAS 25, Reclassification of Stewardship Responsibilities and
Eliminating the Current Services Assessment, BfC

Conclusions Regardjng 19. Figure 2 on page 20 presents a list of general factors that one or more
Each Type of Board members considered relevant for the classification choices.
Specific decisions on each of the three types of stewardship

Stewardgh‘lp responsibility information are discussed in the remainder of this
Responsibility Appendix

Information

Risk Assumed 20. The Board agreed that information about Risk Assumed should be RSI

rather than an integral part of the basic financial statements, because
the amounts are not sufficiently reliable and measurement methods
are still experimental. This information is potentially valuable, but it is
not yet a suitable basis for recognition or disclosure.” The Office of
Management and Budget (OMB), the Government Accountability
Office (GAQO), and the Congressional Budget Office (CBO) have
considered the use of Risk Assumed information as a basis for
budgeting for insurance programs. These agencies have concluded
that more experience is needed before the measurements can be
regarded as sufficiently reliable for budgeting. Similar considerations
lead the FASAB to conclude that information about Risk Assumed
should be included in financial reports as RSI, at least until agencies
and anditors have more experience with this information.

21.  The Board believes that analogies with insurance offered by private
insurers, (where, for example, an expected premium deficiency on
long-duration contracts such as life insurance is recognized), may be
misleading due to differences in the length of the policy coverage,
nature of insured risk, or other relevant variables. The Board believes
that additional guidance from FASAB on definition and measurement
of “Risk Assumed” would be necessary before it would be feasible to
require recognition or disclosure of this information as an integral part
of the basic financial statements. Developing and promulgating such
guidance would require a separate project. Before the Board
undertakes such a project, it is desirable to encourage continued
improvement in agencies’ data systems and modeling capabilities to
support reporting Risk Assumed. The RSI requirement has the effect
of providing this encouragement in an appropriate, cost-beneficial
manner. The Board notes that the “state of the art” for such
projections is constantly evolving. Should the Board in the future
decide that it would be desirable to develop more specific criteria for
reporting Risk Assumed, the Board will be able to learn from this
ongoing experience.

® FASAB uses the term “disclosure” to refer to information that is not recognized on the face
of the basic financial statements but is regarded as an integral part of the basic financial
statements, essential for fair presentation in conformity with generally accepted accounting
principles (GAAP). Normally such disclosures are presented in footnotes, but federal
accounting standards published by FASAB do not currently prescribe the format for
presentation of such disclosures. GAAP does not prohibit formatting or combining pieces of
information in appropriate ways to direct the reader’s attention, provided that the results are
not misleading.
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Excerpt from SFFAS 25 BfC (contd.)

Figure 2

-Low (implies RSI) < << << << €<<<<<>>>>>>>>>>>>>+High (implies basic)
<Relevance to fair presentation>
< Connection with elements of financial reporting >
< Use of historical financial data or financial transaction data >
<Preparers’ discretion in preparing and presenting the information>
< Strength of signal Board wishes to be sent in the financial report >
< Significance, relevance or importance of the item in light of Objectives >
< Strength of the signal the Board wishes to be sent in the auditor’s report >
< Relevance to measuring financial position or changes in financial position >
<Extent to which the information interests a wide audience (rather than specialists)>
<Extent to which there are not alternative sources of reliable information>
< Agreement on criteria that permit comparable and consistent reporting >
< Experience among users, preparers, and auditors with the information =
<Extent to which the information is aggregated (lacking in detail)>
< Benefit/cost ratio of using resources to ensure accuracy >
< Connection with basic financial statements >
< Reliability and/or precision possible >
< Reliability and/or precision needed >

-Low (implies RSl) < < < < <<<<<<<< > >>>> >>>>>>> +High (implies basic)
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of the U.S. Government

Minutes from Meeting Held on May 9, 2012

May 17, 2012
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Federal Accounting Standards Advisory Board
Task Force on Risks Assumed by the U.S. Government —
COMMITMENTS AND OBLIGATIONS
441 G St NW - Room 7B16 (Warren Room)
Wednesday, May 9, 2012
9 AM-12 NOON

Agenda

9:00 —9:15 Introductions and Overview of Objectives
9:15-10:30 Group Discussion

¢ Draft definition of risk assumed
¢ Risks assumed through grants
¢ Current accounting and reporting of awarded grants

10:30 — 10:45 Break

1045 - 11:45 Group Discussion

¢ Risks assumed through contracts

¢« Current accounting and reporting of awarded contracts

e Other commitments and obligations (e.g., accounts payable
undelivered orders)

11:45-12:00 Wrap-Up / Next Steps
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Disclaimer: In the course of researching, developing or updating federal accounting standards, FASAB staff
periodically utilizes task forces, roundtables, surveys, and other means of communication to solicit feedback
from the federal community. The information contained in these minutes is intended to assist staff in preparing
materials for the board’s deliberations; it is not intended to reflect authoritative or formal views of the FASAB or
its staff. Official positions of the FASAB are determined only after extensive due process and deliberations.

Task Force on Commitments and Obligations of the U.S. Govt
Minutes from May 9, 2012, Meeting

Participants:

There were 28 individuals composed of preparers, auditors and program personnel
representing the entities and organizations below either in person or via conference line.
Minutes of the roundtable have been non-attributed to encourage open communication
and discussion.
Agriculture, U.S. Department of (USDA)

— Aaron Prose, Office of the Chief Financial Officer (CFO)

— Richard Schupbach, Office of Inspector General (via conference line)

—  Tyson Whitney, Office of the CFO/Transparency and Accountability Reporting Division

CliftonLarsonAllen LLP
—  Denise Wu

Defense, U.S. Department of (DOD)
— Maryla Engelking, Office of the Under Secretary of Defense (Comptroller)
— Audrea Nelson, Office of the Under Secretary of Defense (Comptroller)

Education, U.S. Department of (Education)
— Michael Gordon, Office of the CFO/ Financial Management Operations
— Alda Giusti, Office of Elementary and Secondary Education
— Greg Spencer, Office of Inspector General

Energy, U.S. Department of (Energy)
— Marcos Garcia, Office of Financial Risk, Policy, and Controls

Federal Accounting Standards Advisory Board (FASAB)
—  Wendy Payne
— Julia Ranagan
— Monica Valentine

Health and Human Services, U.S. Department of (HHS)
— Patricia Irving, Office of Finance (via conference line)
—  Kimberly Wheat, Office of Grants Policy, Oversight and Evaluation

Page 1 of 19

Tab E - Risk Assumed, Appendix 3 Page A180

—_—
| —





Appendix 3 — May 9, 2012 Meeting on Commitments and Obligations

Task Foree on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

KPMG LLP
— Carl Patton
— Cathy Supemaw

Office of Management and Budget (OMB)
— Reqgina Keamey, Office of Federal Financial Management
— Karen Lee, Office of Federal Financial Management
— Shelly McAllister, Budget Review Division

Transportation, U.S. Department of (DOT)
— Morten Sorensen, Federal Highway Administration
— Katherine Lambert, Federal Transit Administration
— Teresa Lampkin, Office of Financial Management

Treasury, U.S. Department of (Treasury)

Mark Reger, Deputy Assistant Secretary Accounting Policy (and FASAB board member)

Patricia Cappello, Office of the Fiscal Assistant Secretary/Accounting Policy Division

Karin Dasuki, Financial Management Service

Victoria Leas, Financial Management Service

U.S. Government Accountability Office (GAQO)
— Frank Synowiec, Applied Research and Methods

Introductions and Overview of Project

FASAB staff member Julia Ranagan welcomed participants and provided them with
some brief background information on the reason for the task force and the objectives of
the meeting.

Ms. Ranagan explained that the term “risk assumed” was first used in Statement of
Federal Financial Accounting Standards (SFFAS) 5, Accounting for Liabilities of the
Federal Government, in relation to reporting for insurance and guarantees. She noted
that SFFAS 5 requires that a liability be recognized for unpaid claims incurred, resultin1c_;
from insured events that have occurred as of the reporting date. In addition, SFFAS 5
requires that information on risks assumed by the federal government be reported in
required supplementary information (RS1) as the present value (PV) of unpaid expected
losses, net of associated premiums, based on the risk inherent in the type of coverage
in effect.

' As amended by SFFAS 25, Reclassification of Stewardship Responsibilities and Eliminating the Current
Services Assessment, which reclassified risk assumed information, previously required by SFFAS 5 to be
reported as required supplementary stewardship information (RSS1), to required supplementary
information (RSI).
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

Ms. Ranagan explained that reporting of risk assumed information for insurance and
guarantee programs has been inconsistent among agencies. In August 2011, the
Federal Accounting Standards Advisory Board (FASAB or “the hoard") approved a
project on risk assumed to determine if additional guidance is needed. In discussions
regarding the board’s technical agenda, several members of the board asked staff to
look at risk assumed from a broad perspective.? In response to the board’s direction,
staff's project plan proposed a broad scope for the risk assumed project, including
existing insurance and guarantee contracts based on a probabilistic estimate (the full
cost of explicit risk assumed); implied guarantees resulting from disaster relief
programs, certain assistance programs (particularly where a qualifying event may lead
to long-term assistance), regulatory actions, related party involvements, other existing
policies or programs; commitments such as contractual commitments requiring future
resources or that may require future resources, treaties and other international
agreements; inter-governmental financial and programmatic dependency; and, other
potential risks assumed.?

Ms. Ranagan explained that this task force on Commitments and Obligations of the U.S.
Government is the first of several task forces that will be formed to look at the need for
additional reporting of risks assumed by the federal government. The scope of this task
force is specifically limited to contracts, grants, treaties, and other explicit agreements
that the federal government has entered into.

Ms. Ranagan stated that obligations for grants and contracts that have been awarded
are reported as undelivered orders in budgetary accounting but are not typically
reported as liabilities for financial statement reporting until goods and services are
delivered (or a percentage of work is completed) or the grantee reports that funds have
been expended. Undelivered orders are reported in the statement of budgetary
resources and in a note to the financial statements as a single line. There is ho
accompanying narrative for the statement or the note to explain what that amount
consists of.

Ms. Ranagan added that the agencies invited to participate in the task force were
selected because they were determined to be the top grant and contract-awarding
agencies based on a review of fiscal year (FY) 2011 data from www.USASPENDING.QOV.
The top four grant-making agencies are the Departments of Health and Human
Services, Transportation, Agriculture, and Education, representing 87% of grant dollars
reported for FY 2011. The top three contract-awarding agencies are the Departments of
Defense, Energy, and Health and Human Services, representing 78% of contract dollars
reported for FY 2011.*

% Minutes from the technical agenda discussion at the April 2011 meeting are available online at
http/fwww.fasab.gov/pdffiles/APRIL_27_ 28 2011.pdf; last accessed May 10, 2012.

*The original project plan for the risk assumed project, dated August 11, 2011, is available online at
http://'www.fasab.gov/pdffiles/Tab D RISK ASSUMED1.pdf; last accessed May 10, 2012.

* Information available online at www USAsPENDING.gov; dollar amounts were calculated based on
information in the system on May 10, 2012.
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

Ms. Ranagan asked if there were any questions about the scope or purpose of the task
force hefore they address the specific questions she had for the group.

One participant asked if the scope of the task force would include obligations for long-
term operating leases. Ms. Ranagan responded that FASAB has a separate project on
leases that will focus on accounting and reporting for leases so it is not expected that
leases will be addressed as part of this project. The Commitments and Obligations
Task Force is primarily focused on contracts, grants, freaties and other undelivered
orders beyond contracts and grants (e.g.. purchase orders and blanket purchase
agreements not associated with a contract).

Group Discussion

Ms. Ranagan directed participants’ attention to the list of questions for the task force on
pages 7 — 9 of the meeting materials, beginning with the draft definition of risk assumed.

Definition and Explanation of Risk Assumed

Ms. Ranagan asked if participants understood the scope of risk assumed based on the
following draft definition, asking that participants not focus on the term “risk assumed”
since it may not be the ultimate term that is used in the guidance to be developed:

“The possible or probable risk of future outflows that the federal government is expected to
incur, in the judgment of a reasonable person, as a result of its mission, operations, and
current or past actions. The population of risk assumed may be determined through a review
of vaned information, including, but not limited to, obligations incurred, commitments
undertaken, contracts signed, agency policy, legislative history, economic projections,
programmatic respaonsibility, and risk analysis.” [Excerpt from page 14 of meeting matenals]

Ms. Ranagan said, in more simple terms, the topic of risk assumed by the government
can be addressed by determining what actions the government has taken as of the
reporting date that may result in outflows in the future and whether information about
those potential outflows is appropriately reported.

Ms. Ranagan asked if any of the participants had any comments on the definition of risk
assumed, specifically noting that the population of risk assumed would include grants
and contracts awarded as of the reporting date.

One participant asked what the additional risk would be for a contract that is signed and
obligated. Ms. Ranagan responded that the contract is obligated for purposes of
budgetary reporting, is included in the statement of budgetary resources and the
undelivered orders note, and is reported to USASPENDING.gov, but is not tied to the
financial statements for financial reporting. The amounts included as obligations
(undelivered orders) for grants and contracts are grouped in the SBR and the
undelivered orders note with all open obligations and are not distinguished in any
fashion. There is no way to tie the amounts reported in USASPENDING.gov to the
audited financial statements.
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

The participant asked if the goal is for agencies to reconcile between USASPENDING.gov
and the financial statements. Ms. Ranagan responded that would be an ideal outcome
but may not be possible in a spreadsheet-type format. However, some sort of note
disclosure that alerts readers to the fact that while liabilities and expenses have been
recognized related to contracts, they only pertain to goods and/or services received and
the government has signed contracts for additional goods and/or services that obligate
the government to future outflows.

Another participant asked how the obligated amount would be different than a
cantingency, wherehy the government has an obligation that is contingent upon
receiving the goods and/or services. Ms. Ranagan responded that the contingency
standard requires agencies to recognize a contingent liability if it is probable and
reasonably estimable and to disclose a contingent liability if it is probable but not
reasonably estimable. She noted that the risk assumed information would go beyond
probable to include possible. For example, with insurance and guarantees, a risk
assumed disclosure accounts for the probability of various outcomes using percentage
of probability.

The participant then asked if we would be applying a discounted cash flow for contracts.
Ms. Ranagan responded that she did not think so but it is too early to make
assumptions; this first meeting is intended as an information-gathering exercise to
determine how to address the disconnect between the timing of budgetary and financial
statement reporting for grants and contracts.

One participant asked if non-binding agreements that the federal government enters
into that have financial impacts (similar to treaties) should be considered under the
umbrella of risk assumed. Ms. Ranagan replied that the proper reporting of such
agreements would certainly require judgment but if the agency has behavedin a
particular way in the past (i.e., generally honoring the agreements), it would certainly
create an expectation that the federal government would behave in the same way in the
future. She noted that this issue had arisen during the roundtable on ashestos-related
liabilities. Agencies that have buildings in foreign countries that do not require asbestos
remediation may still have a liability if the general practice of the agency has been to
clean up hazardous substances, even though there is not a legal requirement to do so.

One participant asked what is the risk that is to be considered concerning obligations for
contracts and grants; is it the risk that the obligation will increase or that the federal
government will not be able to pay it? Ms. Ranagan responded that she considers the
term “risk assumed” in the context of this preject to be the risk of future cutflows as a
result of actions taken by the federal government as of the reporting date and conceded
that risk is not the right term to use.

Another participant concurred that “risk” is not the right term to use and suggested a
term such as “expected outflows of obligated grants” or something like that. He added
that risk has a bad connotation and when making a grant, spending in the future is what
was intended and is actually a good thing.
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

Ms. Ranagan agreed, noting that she has been careful o try to avoid using the term
“loss” because the future outflows are being exchanged for goods and/or services so
they are not considered losses like those arising through risk assumed related to
insurance and guarantees.

The same participant added that he would recommend that the definition not refer to
present value (PV) because P\ adds a level of complexity that he is not sure would
enhance the disclosure.

Another participant seconded that thought, adding that the note disclosures may need
to discuss the additional exposures of the federal government but not attempt to do PV
because she does not see the benefit of going through that exercise for grants and
contracts. She would prefer that for a note disclosure, the requirement be limited to
reporting on the face value and the general terms of the agreement.

Another participant responded that he would disagree, noting that if we are reporting on
multi-year cash flows, it would seem appropriate to use a relevant discount rate.

The participant that originally objected to PV for grants and contracts stated that he
agrees with using PV for loans for two reaseons: (1) it helps direct loans and loan
guarantees to be on par and allow Congress to evaluate the costs and (2) it allows the
federal government to more accurately sell its loan portfolio. He does not see the same
need to do PV for grants.

Ms. Ranagan responded that PV has been a point of contention in the past and any
proposed measurement basis will require future deliberation so she does not want to
spend a lot of time on it at this meeting. She added that face value may not be a valid
disclosure in instances where you know that you only ever fully expend 95 percent of
your grants, for example, so it may not be meaningful to disclose the full face value if
that is not an accurate representation of actual future outflows.

Budgetary Obligations and Reconciliation of Information with USASPENDING.goV

As a result of a robust and informative discussion about the data contained within
USASPENDING.GOV and how that data ties to information contained in the budgetary
general ledger, the following major points were conveyed by the task force:

+ The data in USASPENDING.GOV is populated by the agencies’ procurement offices
and not the budget offices. As a result, the award information comes from a
completely separate system or database and is not fed through the general
ledger.

« The data in USASPENDING.GOV is not the complete population of obligations
reported for grants and contracts in the budgetary general ledger because:
o Only awards over $25,000 are required to be reported in
USASPENDING.GOV;
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 8, 2012 Meeting

o Awards to individuals (e.g., Supplemental Nufrition Assistance Program
(SNAP) benefits, formerly known as food stamps) are not reported in
USASPENDING.GOV; and

o Awards that may be considered classified information are not reported in
USASPENDING.GOV.

« The data in USASPENDING.GOV Is reported differently from the obligations
reported for grants and contracts in the budgetary general ledger because:

o Agencies are limited to reporting information under one primary Treasury
fund symbol in USASPENDING.GOV, while the award may actually be split
among several Treasury fund symbols in the general ledger;

o Agencies are permitted to aggregate information that is reported by county
in USASPENDING.GOV, while it is reported at the transaction level in the
budgetary general ledger;

o Agencies are required to report information at a very detailed level in
USASPENDING.GOV (e.g., zip code) that is different from the level of detail
that is captured at the transaction level in the budgetary general level; and

o There may be timing differences between when a grant or contract is
awarded and when the obligation is recorded in the budgetary general
ledger.

« Some agencies have made an attempt to align their data between the budgetary
general ledger and USASPENDING.GOV, but the information has not been
reconciled. Although the grant and contract award amounts reported in
USASPENDING.GOV are for 100 percent of the award and the full amount is also
obligated in the budgetary general ledger, the information is currently reported
differently, thus resulting in significant difficulty in performing a reconciliation.
USDA said it is currently piloting a reconciliation but their success will depend on
the availability of resources; the sheer volume of transactions (17 million per
year) make such a reconciliation a significant undertaking.

When asked whether contracts and grants are obligated for the full amount, participants
responded that contracts are generally fully obligated upfront for the base year (not
option years) and obligations for grants vary depending on the terms of the grant
agreement. Obligations also depend on whether the associated funding is single-year
or multi-year.

Cooperative Agreements

Ms. Ranagan asked if cooperative agreements are reported in USASPENDING.GOV and
whether they should be considered similar to grants for purposes of reporting risk
assumed information. Several participants confirmed that cooperative agreements are
fully reported in USASPENDING.GOV and are considered similar in concept to grants for
reporting purposes. One participant stated that the definition of cooperative agreements
on page 16 of the meeting materials accurately defines them.
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

Subsidies

Ms. Ranagan noted that the consolidated financial report of the U.5. Government (CFR)
reports grants and agricultural subsidies together and asked if the subsidies were
considered payments to individuals. One participant responded that if the payment is
made to an individual that is acting in a business capacity (e.g., John Smith LLP with a
taxpayer identification number (TIN)), it is considered a payment to a business, but if the
payment is made to an individual (e.g., John Smith with a social security number
(SSN)), it is considered a payment to an individual. He said itis a challenge to
determine the status of each payment (business or individual) so USDA currently avoids
having to distinguish between the two by aggregating the payments by county and
reporting all of the subsidy payments in USASPENDING.GOV in the aggregate.

Ms. Ranagan asked whether subsidies could be considered similar in concept to regular
grants or are they considered spent as soon as they go out the door. One of the
participants responded that USDA considers the subsidies to be “obligate and pay,” the
obligation and expenditure occur simultaneously when the payment is made.
Furthermore, there is no requirement for the subsidy recipients to report back on how
the funds are used. With the exception of timing differences at year-end, amounts paid
out for subsidies are considered expended when made; there is no outstanding balance
at the end of the year.

One participant asked if the history of annual subsidies create an expectation on the
part of the recipient that subsidies will continue indefinitely into the future. Another
participant responded that may occur in theory but there is no obligation that can exist in
advance of funding being provided by Congress.

One participant asked if obligations for entitement grants can be estimated upfront or if
they are only treated as obligate and pay. Another participant responded that at his
agency, the entitiement grants are based on need and so they are funded with “such
funds as needed.” He said that the economic conditions in the nation dictate how much
is needed and there is not an upper or lower cap on the total benefits to be paid out.
Entitlement benefits are paid monthly on an obligate and pay basis. Therefore, since
the amounts for entitliement benefits are obligated and disbursed simultaneously, the
amount reported as an obligation and expenditure for budgetary purposes is generally
the same as that which is recorded as an expense and cash disbursement in the
financial statements. It was also noted that since these payments are to individuals,
they are not reported to USASPENDING.GOV.

CFR Note 23. Commitments
Ms. Ranagan then directed participants’ attention to the excerpt from the 2011 CFR,

Note 23. Commitments, which contains a schedule of “Undelivered Crders and Other
Commitments as of September 30, 2011, and 2010 (see excerpt on the following page).
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

Undelivered Orders and Other Commitments as of September 30, 2011,
and 2010
{In billions of dollars) 2011 2010
Undelivered Orders:
Department of Defense ... 3159 348 6
Department of Education... 2292 2375
Department of the Treasury 2071 144 .8
EOP Foreign Military Sales F’rogram 1214 1124
Department of Transportation .. 104.7 102.1
Department of Health and Human Services........_. 903 929
Department of Housing and Urban Development 56.9 64 8
Department of Agriculture . 517 54 8
Department of Energy ... 457 492
Department of Homeland Secunty 363 arT
Department of State .. 209 19.2
Agency for lnternatlonal Development 156 187
National Science Foundation .. 11.6 11.8
Environmental Protection Agency 10.8 114
Department of Justice . 10.0 1156
Export-Import Bank of Ihe Un|led States 9.7 56
Allotheragencies ... ... 621 63.8
Total undelivered orders .............ocooveioieeen. 1,399.9 13838
Other Commitments:
Callable capital subscriptionsfor multilateral
development banks... 72.0 63.9
Fuel Purchase Obllgatmns 85 79
Agriculture Direct Loans and Guaranteee 59 48
Power Purchase Obligations .. 51 55
Long-term Satellite and Systeme 3.2 39
Conservation Reserve Program ..............cccocooceeeee.. 1.8 1.8
Contract Options and Negotiations ....................... 0.0 102
All other commitments ... 6.8 6.0
Total other commitments ... 103.3 104.0

Source: 2011 CFR, pg. 117; available online at hitp//www .fms treas gov/fr/; last accessed April 11, 2012,

Ms. Ranagan asked participants if the amounts listed for their respective agencies
included all of the open contracts and awards as of the year-end, noting that the amount
for HHS seemed particularly low given the amount of grants it awards, especially
considering the significant increase in grant awards as a result of intervention activities.

One of the participants responded that a ot of the grants for HHS are block or
entitiement grants, which are obligate and pay, and are therefore not obligated in
advance of payment.

Ms. Ranagan asked if all block and entitlement grants are obligate and pay; USDA and
HHS confirmed that is the case for their agencies but may not be the case for all
government agencies.
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Task Force on Commitments and Obligations of the U.5. Government
Minutes from May 9, 2012 Meeting

Ms. Ranagan then asked if all non-discretionary grants are cbligate and pay. Cne
participant responded that formula grants are non-discretionary but they are not obligate
and pay: obligations are recorded for formula grants when the award is made.

Ms. Ranagan asked how funds are set aside for obligate and pay grants to avoid
deficiencies. She asked if there was a commitment made in the system for these funds
or whether cuff records are maintained to ensure that the agency does not pay more
than it is authorized.

One of the participants responded that Congress sets aside the authorization and funds
for each of the programs to make the payments. The agency could estimate based on
historical trends but actuals are not known until the grantee requests a drawdown; it
would not be worth the exercise to anticipate what the requirements might be.

Formula grants have a signed agreement so the amount of the obligation is known;
there is no sighed agreement for the entitlement and block grants and amounts are not
known upfront. The participant added that since entitlement means the individuals are
entitled to the funds, the agency is not limited to a certain amount; it cannot deny the
payment based on availability of funds. The participant added that an agency may need
to go back to Congress and request additional appropriation amounts if expenditures
exceed the amount anticipated. The participant emphasized that entittement and block
grants are quite different from formula and discretionary grants with respect to available
funding.

Another participant added that the amounts paid out for entittement and block grants are
driven by eligibility; if the pool of eligible recipients grows, the funding requirements will
grow as a result.

A participant asked if there is an accounting transaction that occurs when the pool of
eligible recipients grows prior to Congressional authorization. Another participant
responded that might be possible if they were trending the information and looking at it
on a daily basis, but it is just not worth the exercise to determine how much will be
obligated in advance of the grantees’ requests for drawdown.

To further illustrate this discussion, the following appropriation language in the 2012
consolidated appropriations bill for grants to states for Medicaid is as follows: ®

GRANTS TO STATES FOR MEDICAID

For carrying out, except as otherwise provided, titles XTI and XIX of the Social
Security Act, $184.279.110,000, to remain available until expended.

For making, after May 31, 2012, payments to States under title XTX or in the case of
section 1928 on behalf of States under title XTX of the Social Security Act for the last
quarter of fiscal year 2012 for unanticipated costs incurred for the current fiscal year,
such sums as may be necessary. [Emphasis added.]

® Public Law 112-74: Consolidated Appropriations Act 2012; available online at hitp.//www gpo_gov/fdsys/
pkag/PLAW-112publ74/pdf/PLAW-112publ74_pdf; last accessed May 16, 2012.
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Task Force on Commitments and Obligations of the U.S. Government
Minutes from May 9, 2012 Meeting

As laid out in the appropriation language above, an annual appropriation amount of
$184 billion has been estimated for the Medicaid program for 2012, but then, in the next
paragraph, the agency is also authorized to use “such sums as may be necessary” to
make payments to states for Medicaid above and heyond what the anticipated need is,
but only after May 31, 2012. Therefore, if the agency significantly underestimates its
anticipated funding needs because the population of eligible participants dramatically
and unexpectedly increases, an agency may need to go back before May 31, 2012, fo
request additional authorization.

Entitlement Grants

Ms. Ranagan asked participants if there are federal grant programs where once a
recipient meets the eligibility requirements, he or she can expect to continue to receive
benefits as long as he or she continues to meet the eligibility criteria or does a recipient
need to reapply or prove eligibility on a regular basis. She noted that continued,
uninterrupted benefits without further action on the part of the recipient may meet the
definition of risk assumed.

Cne participant responded that, personally speaking, he would think Social Security and
Medicare would fall into that category because the primary criterion is age rather than
income. He said that for other programs that are based on need, he would assume that
recipients would have to prove their income at least periodically to continue receiving
benefits. None of the participants could provide an example of a program that does not
require periodic eligibility verification.

One participant asked what we would do with that type of information because the
federal government already reports risk assumed-type information for Social Security
and Medicare. Ms. Ranagan replied that Social Security and Medicare is a good
example of risk assumed reporting because the statement of social insurance includes
estimates of future outflows net of associated inflows (e.g., Social Security taxes) for a
period of 75 years. She is interested in reporting about other entitiement programs
where, for example, if a recipient only needs to verify income once every three years,
can one argue that the federal government has taken on three years of outflows when
the recipient first signs on for the program, and at three-year intervals thereafter, as long
as he or she continues to meet the eligibility criteria.

None of the participants offered comments on the specific eligibility verification
requirements of the various entitiement programs within the federal government.

Department of Transportation Note 17 Commitments and Contingencies

Ms. Ranagan asked participants to take a look at page 23 of the meeting materials,
which contains an excerpt from DOT's note 17, Commitments and Contingencies (see
next page for excerpt) that discusses pre-authorization of certain grants to states, transit
authorities, and public-use airports. Ms. Ranagan noted that this type of disclosure is
not typical of agencies and asked what participants thought about it.
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Excerpt from Dept. of Transportation 2011 Agency Financial Report, Note 17:
Commitments and Contingencies:”

Grant Programs:

FHWA pre-authorizes states to establish construction budgets without having received
appropriations from Congress for such projects. FHWA does not guarantee the ultimate funding
to the states for these “Advance Construction” projects and, accordingly, does not abligate any
funds for these projects. When funding becomes available to FHWA, the states can then apply
for reimbursement of costs that they have incurred on such projects, at which time FHWA can
accept or reject such requests. For the fiscal year ended September 30, 2011 and 2010 FHWA
has pre-authorized $41 4 billion and $40.2 billion, respectively, under these arrangements.
These commitments have not been recognized in the DOT consolidated financial statemzants at
September 30, 2011 and 2010.

FTA executes Full Funding Grant Agreements (FFGAs) under its Capital Investment program
(New Starts) authorizing transit authorities to establish project budgets and incur costs with their
own funds in advance of Congress appropriating New Starts funds to the project. As of
September 30, 2011 and September 30, 2010, FTA had approximately $1.6 billion and $1.87
billion respectively, in funding commitments under FFGAs, which Congress had not yet
appropnated. Congress must first provide the budget authornty (appropriations) to allow I'TA to
incur ob-ligations for these programs. Until Congress appropriates funds, FTA is not liable to
grantees for any costs incurred. There is no liability releted to these commitments reflected in
the DOT consolidated financial statements at September 30, 2011 and 2010.

FAA's Airport Improvement Program provides grants for the planning and development of
public-use airports that are included in the National Plan of Integrated Airport Systems. Eligible
projects generally include improvements related to enhancing airport safety, capacity, security
and environmental concerns. FAA's share of eligible costs for large and medium primary hub
airports is 75 percent with the exception of noise program implementation, which is 80 percent
of the eligible costs. For remaining airports (small primary, reliever, and general aviation
airports), FAA's share is 95 percent of the eligible costs.

FAA has authonty under 49 U S.C_4/110(e) to 1ssue letters ot intent to enter into Arport
Improvement Program grant agreements. FAA records an obligation when a grant is awarded.
Through September 30, 2011, FAA issued letters of intent covering FY 1938 through FY 2026
totaling $7.5 billion. As of September 30, 2011, FAA had obligated $5.5 hillion of this total
amount leaving $2 billion unobligated. Through September 30, 2010, FAA issued letters of
intent covering FY 1988 through FY 2026 totaling $6.5 billion. As of September 30, 2010, FAA
had obligated $5.2 billion of this total amount, leaving $1.3 billion unobligated.

'TEY 2011 Department of Transportation Agency Financial Report, Note 17, pages 76-77; available online at
hitp:/fwww . dot.qov/budget/2012/dot-fy-2011-afr.pdf; last accessed April 11, 2012,

A participant from DOT responded that the note should be read in context, stating that
this disclosure is for pre-authorizations of certain types of grant awards that, when
awarded, only represent a very small percentage of DOT's total grant obligations.

Ms. Ranagan asked why the decision was made to include this type of disclosure in the
commitments and contingencies note. The participant from DOT responded that the
disclosure was made because the pre-authorizations discussed in this note represent
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potential commitments of DOT and these agreements are not included in DOT's
obligations reported at year-end.

Mr. Reger noted that this disclosure by DOT is getting at what the board was thinking
about when it initiated the project on risk assumed. He said FASAB has already
addressed reporting on the two largest future outflows related to risk assumed—=Saocial
Security and Medicare—and is looking to improve reporting in other material areas
where the government knows it is going to have to pay something in the future. He
added that in order to improve reporting about risk assumed, we need to develop
definitions that will ensure consistency in application. He emphasized that the task
force needs to keep in mind that only material items would need to be disclosed.

Another participant added that discretionary grants could have a similar disclosure
because the grantees can submit budgets for five years, but only the first year is
funded. Information on these grants are reported in the agencies’ grant systems and do
not flow to the general ledger, so it would be difficult to extract out-year information for
many agencies.

One participant asked what the purpose of reporting this information would be, asking if
expectations by another party would be the determining factor in what to report. Mr.
Reger responded that he thinks it needs to be stronger than that—it is a moral
obligation of the federal government and individuals are actively relying on the
government's promise to fulfill that moral obligation. The group then discussed the
usefulness of reporting on implicit agreements because, while the information may be
useful for decisions about resource allocation, it is not the individual agencies that have
control over where funds are ultimately applied and what “promises” they can continue
to uphold; that responsibility lies with Congress. Mr. Reger added that he would hope
that the outcome would be reporting about really important things that may not be
appropriate to report at the agency level.

Going back to DOT's note, Ms. Ranagan asked DOT if the disclosure was made
because the auditors requested it or if the states felt more comfortable if DOT disclosed
something about these pre-authorizations in the financial statements. A participant from
DOT responded that it was audit-driven; the auditors asked DOT to make the disclosure
because the amounts are material and the commitment level is quite high. Ms. Ranagan
noted that the disclosure in this note contains much more detail than the undelivered
orders note where all open obligations are grouped together into one line item with no
narrative discussion. She asked the participant from DOT if they were comfortable with
the blanket disclosure for all open obligations. The participant from DOT responded
that she was fine with the disclosure on undelivered orders but the note could include
more narrative about what type of material transactions (e.g., grants, contracts, etc.)
make up those undelivered orders.
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Department of Education’s Note 21. Contingencies

Ms. Ranagan then directed participants’ attention to the following excerpt from the
contingency footnote from Education at the bottom of page 23 of the meeting materials:

Other Matters

Some portion of the current-year financial assistance expenses (grants) may include funded
recipient expenditures that are subsequently disallowed through program review or audit
processes. In the opinion of management, the ultimate disposition of these matters will not have
a material effect on the Department's financial position. ™

'® By 2011 Department of Education Agency Financial Report, Note 21, pages 80-81; available online at
hitp:/fiwww2_ed.gov/about/reports/annual/20 1 1report/agency-financial-report.pdf; last accessed April 11, 2012

Ms. Ranagan noted that the disclosure from Education talks about grant expenses that
may be disallowed in the future, resulting in what would be, in effect, a reduction in risk
assumed without discussing the outstanding grant awards that add to future grant
expenditures. She asked the group for their thoughts on that disclosure. A participant
from Education responded that the disclosure is a management statement, not material,
and akin to a contingent gain so it should probably not be included at all. A participant
from OMB added that sometimes in reviewing financial statements and notes, they ask
a question and the answer winds up in a note in future years. One of the auditors
added that they looked at the need for a similar disclosure at other grant agencies, but
decided against it since the amount was immaterial, the disclosure bordered on being a
gain contingency, and the agencies usually do not end up recovering all of the money.

Treaties

Ms. Ranagan asked participants if they had any additional comments or questions
before they started talking specifically about contracts. Mr. Reger asked how many
participants in the meeting know if their agency has treaties and, if they do, whether
they are looking at their outstanding treaties each year as they determine their
contingent liabilities to determine if they have a contingent liahility to record or disclose
with respect o their treaty activity. A participant from DOD responded that they looked
at every one of their treaties a few years ago and determined that they were all so
immaterial to DOD that they do not look at them anymore. Mr. Reger asked the
participant to provide Treasury with any information that they had from that review.

Adequacy of Disclosures

A participant from USDA responded that he believes the current disclosures about their
grants and contracts is currently sufficient and does not believe there is a need for
additional risk assumed reporting beyond what is currently required for insurance and
guarantees. He said that obligations for grants and contracts are recorded and are a
fair representation of USDA’s responsibility. He said that while he is open to
suggestions for improving disclosures, he does not see a need for additional reporting
without a new definition of risk assumed and a change in discourse.
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Statement of Spending

One participant added that she believes the new statement of spending being
developed by OMB may address the question of what is included in undelivered orders
because it will break spending down into categories such as grants, contracts, and
other. Ms. Ranagan responded that she thought the information reported in the
statement of spending would be derived from USASPENDING.GOV. Ms. Kearney
responded that the information will come from the same budgetary information that is
used to prepare the statement of budgetary resources and they hope the statement can
be used as a tool to facilitate reconciliations between the statement of budgetary
resources and USASPENDING.GOV.

Department of Defense’s Note. 16. Commitments and Contingencies

Ms. Ranagan asked participants to take a look at page 38 of the meeting materials,
which contains the following excerpt from DOD's note 16, Commitments and
Contingencies, that contains a general statement of DOD's exposures as part of its
contract-making activities:

Excerpt from Dept. of Defense 2011 Agency Financial Report, Note 16: Commitments and
Contingencies:

Other Commitments and Contingencies

The Department is a party in numerous individual contracts that contain clauses, such as price
escalation, award fee payments, or dispute resolution, that may result in a future outflow of
expenditures. Currently, the Department has limited automated system processes by which it
captures or assesses these potential contingent liabilities, therefore, the amounis reported may
not fairly present the Department’s contingent liabilities. Contingencies considered both
measurable and probable have been recognized as liabilities. Refer to Note 15, Other Liabilities,
for further information.*

* Fy 2011 Department of Defense Agency Financial Report, Note 16, page 104; available online at
hitp-//comptroller defense gov/afrt/fy2011/Dol_FY11_Agency Financial_Report pdf; last accessed April 11, 2012,

Ms. Ranagan asked if participants thought this disclosure was informative. One of the
participants responded that the note was so general with no amounts that it is hard to
determine what a general reader of the financial statements might glean from that type
of information. A participant from DOD responded that DOD is in the process of
developing systems to capture this type of information, but since its pricrity is on getting
the statement of budgetary resources auditable by 2014, DOD will not have anything to
add to this disclosure for a few more years.

Department of Health and Human Services’ Note. 14. Contingencies and Commitments
Ms. Ranagan then directed participants to take a look at the top of page 38 of the

meeting materials, which contains the following excerpt from HHS's note 14,
Contingencies and Commitments, that contains a general statement about the agency’s
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obligation for cancelled appropriations with an estimated amount of payments to be
made:

Excerpt from Dept. of Health and Human Services 2011 Agency Financial Report, Note
14: Contingencies and Commitments:

Obligations Related to Canceled Appropriations

Payments may be required of up to one percent of current year appropriations for valid
obligations incurred against prior year appropriations that have been canceled pursuant to the
National Defense Authaorization Act of 1991 (P.L. 101-150). The total payments related to
canceled appropriations are estimated at $1.1 billion and $1.3 billion as of September 30, 2011,
and 2010, respectively.®'

* Fy 2011 Department of Health and Human Services Agency Financial Report, Note 14, page |1-75; available online
at hitpz//www.hhs_aov/af/2011afr.pdf: last accessed April 11. 2012.

Ms. Ranagan noted that this disclosure is also not typical of agencies and asked what
participants thought about the disclosure and if it would be material to their agencies.
MNone of the participants offered any comments on the disclosure.

Department of Energy’s Note. 18. Contingencies and Commitments

Ms. Ranagan then directed participants to take a look at page 39 of the meeting
materials, which contains an excerpt from Energy’s note 18, Contingencies and
Commitments (see next page), that contains a discussion of Energy’s power and
transmission commitments and irrigation assistance. She asked Energy how the
decision to include this type of disclosure in the contingency note came about. The
participant from Energy responded that they are material long-term commitments that
are disclosed to Energy by the power marketing administrations (FMA) so Energy
incorporated the disclosures into its notes.

Ms. Ranagan commented that the accompanying chart that shows the expected future
obligations under long-term power sales contracts for each of the next five years and
then for the remaining years was similar to an operating lease disclosure and was a
good example of reporting on the type of information that the risk assumed project was
looking for. Ms. Ranagan asked if Energy engaged in similar activities where they
believed a similar disclosure might be relevant; no suggestions were provided.

Risk Management

Ms. Ranagan asked if any of the agencies had developed internal risk offices or risk
tasks, and if so, what type of risks they were looking at. Of the participants that
responded, the risk analysis being undertaken related primarily to internal controls and
controls over financial reporting, particularly in response to OMB Circular A-123,
Management's Responsibility for Internal Control,” and grantee compliance. One
participant from USDA responded that the only areas in his agencies where they assess

® Available online at http//www.whitehouse.gov/omb/circulars default/; last accessed May 17, 2012.
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risk of loss are in the program agencies that deal with contingencies, such as crop

insurance.

Excerpt from Dept. of Energy 2011 Agency Financial Report, Note 18: Contingencies and

Commitments:

PURCHASE POWER AND TRANSMISSION
COMMITMENTS AND IRRIGATION ASSISTANCE

The PMAs have entered into commitments to sell expacted
generation for future dates. Whenthe PMAs forecasta
resource shortage based on expected obligations and the
historical record, they take a variety of steps to cover the
shortage. If appropriate, the PMAs will enter into long-
term commitments to purchase power for future dalivery.
The PMAs record expenses associated with these
purchases in the periods that power is received.

As directed by legislation, BPA is required 1o make cash
distributions to Treasury for original construrtion rosts of
certain Parific Northwest irrigation projects that have
been determined to be bevond the irrigators” ability to pay.
These irrigation distributions do not specifically relate to
power generation. [n establishing power rates, particular
statutary provisions guide the assumptions that BPA
makes as to the amount and fiming of such distributions,
Accordingly, these distributions are recorded as program
costs when paid. Future irrigation assistance payments
are scheduled over a maximum of 66 years since the time
the irrization facilities were completed and placedin
service. BPAisrequired by the Grand Coulee Dam - Third
Power Plant Act to demonstrate that relmbursable costs
will be returned to the Treasnry from BPA within the
period prescribed by law. BPA is required to make a
similar demonstration for the costs of irrigation projects to
the extent the coste have been determined to be bayond
the irrigators’ ability to repay. These requirements are
met by conducting power repayment studies incuding
schedules of distributions at the proposad ratesto
demonstrate repayment of principal within the allowable
repayment period. Irrigation assistance excludes $40.3
million for Teton Dam, which failed prior to completion
and for which BPA has no obligation to recover these costs,

Additional Comments

The following table summarizes future purchase power
and transmission commitments and irrigation assistance.
The table includes firm purchase power agreements of
known cost thatare currently in place to assist in meeting
sxpacted furure abligations under long-term power sales
rontracts.

FISCAL YEAR PURCHASE POWER TRRIGATION

(3 IN MILLIONS) AND TRANSMISSION  ASSISTANCE

2012 158 1
2013 236 139
2014 159 62
2015 101 85
2016 g6 117
2017+ 219 2,599

Total b 1,059 | % 3,003

Ms. Ranagan asked participants if they had any other comments or questions. One of
the auditor participants stated that the most important thing is the definition of risk
assumed. She stated that the definition as it is currently drafted is very open-ended and
uses phrases such as “judgment of a reasonable person” that may lead to omission.
She said she needs a clearer understanding of what is the reporting goal and then that
would allow the group to tighten up the definition so agencies do not attempt to fit things
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into the definition that are not intended to be reported on. She added that she can see
additional reporting on grants and contracts in a table but there are other activities that
the government engages in that may not be appropriate to include in a table, but might
be appropriately disclosed in a narrative fashion.

Another participant added that most of his agency’s grants and contracts depend on
available funding so if it does not get the funding. it will not be able to issue the grants
and confracts. Ms. Ranagan replied that would refer to the legal obligation rather than
the financial obligation; the same thing applies to Social Security. The Social Security
Administration cannot pay out more to recipients than is in the social security trust fund,
but it still reports on the amount of promised benefits that have been made.

One participant noted that the statement of spending may address some of the
objectives of the risk assumed project.

One participant stated that, in addition to looking at what additional disclosures may be
needed, the project should also look at what additional disclosures are currently
required that are not needed. He noted that the amount of disclosures in the CFR are
already getting overwhelming so it is important to consider that when proposing new
disclosures. He added that the term risk assumed is archaic and we need to find a
better term, suggesting a term such as “fiscal exposure” that has been used by GAQ in
past reports. He said the term that will be used should give the reader a better
inclination as to what exactly is being reported.

Ms. Ranagan replied that the definition and terminology are first draft and clearly need
work. She stated that this task force on commitments and obligations is the first task
force that has been formed under the risk assumed project and FASAB staff member
Monica Valentine will be leading another task force on insurance and guarantees. She
noted that as staff goes through the project and receives input from the community, they
will be able to better refine the definition and terminology. She noted that the main
purpose of the meeting was to get a better understanding of accounting for contracts
and grants and how the information is reported in the general ledger, budgetary reports,
and USASPENDING.GOV. She said they accomplished that objective and noted that it
was extremely helpful to get everyone’s perspective at the same time.

Ms. Ranagan thanked everyone for their time and input and stated that she greatly
appreciated everyone's participation.
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Next Steps

FASAB staff will begin preparing draft materials for the task force to review based on
the information discussed at this first meeting.

FASAB Staff Contact:

Julia Ranagan

202-512-7377

ranaganj@fasab.gov
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9:00 -9:15

9:15-10:30

10:30 — 10:45

10:45 -11:45

11:45 - 12:00

Federal Accounting Standards Advisory Board
Task Force on Risks Assumed by the U.S. Government —
INSURANCE AND GUARANTEES
441 G 8t NW - Rocom 7B16 (Warren Room)
Tuesday, June 12, 2012
9 AM - 12 NOON

Agenda

Introductions and Overview of Objectives
Group Discussion
« Draft definition of risk assumed
s Risks assumed through insurance programs

s Current accounting and reporting of insurance programs

Break

Group Discussion

+ Risks assumed through guarantees
¢« Current accounting and reporting of federal guarantees

Wrap-Up / Next Steps
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Disclaimer: In the course of researching, developing or updating federal accounting standards, FASAB staff
perodically utilizes task forces, roundtables, surveys, and other means of communication to solicit feedback
from the federal community. The information contained in these minutes is intended to assist staff in preparing
materials for the board’s deliberations; it is not intended to reflect authoritative or formal views of the FASAB or
its staff. Official positions of the FASAB are determined only after extensive due process and deliberations.

Task Force on Insurance and Guarantees of the U.S. Govt
Minutes from June 12, 2012, Meeting

Participants:

There were 23 individuals composed of preparers, auditors and program personnel
representing the entities and organizations below either in person or via conference line.

Agriculture, U.S. Department of (USDA)
— Michael Drewel, Risk Management Agency, Accounting Officer (via conference ling)

— Shanda Sander, Risk Management Agency, Special Assistant to Chief Financial Officer
(via conference ling)

Education, U.S. Department of (Education)

— David Downing, Federal Student Aid -Financial Reporting Division, Director
Federal Accounting Standards Advisory Board (FASAB)

—  Wendy Payne

— Julia Ranagan

— Monica Valentine
Federal Deposit Insurance Corporation (FDIC)

— Kevin Brown, Senior Financial Analyst

— Vanessa Hester, Manager of Accounting & Tax Policy (via conference line)
Federal Emergency Management Agency (FEMA)

— Thomas Hayes, Chief Actuary
Housing and Urban Development, U.S. Department of (HUD)

— Myrna Gordan, Director, Financial Analysis and Controls Division, Office of Financial
Analysis and Reporting, FHA Comptroller's Office

KPMG LLP
— Ryan REominiecki
National Credit Union Administration
— Steve Farrar, Division of Risk Management Analyst (via conference line)
Office of Management and Budget (OMB)
— Sarah Lyberg, (via conference ling)
Pension Benefit Guaranty Corporation (PBGC)

— Abinet Belachew, Controller, Financial Operations Department

I
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— Raymond Bryant, Team Lead Staff Accountant, Financial Operations Department
— Stephen Leslie, Staff Accountant, Financial Operations Department
— Neela Ranade, Chief Negotiating Actuary
Treasury, U.S. Department of (Treasury)
— Scoftt Bell, Office of the Fiscal Assistant Secretary/Accounting Policy Division
— Karin Dasuki, Financial Management Service

— Victoria Leas, Financial Management Service
Veterans Affairs, U.S. Department of (VA)

— Hala Maray

— Maryanne Stupka, Chief, Actuarial Staff (via conference line)
U.S. Government Accountability Office (GAQ)

— Marcia Carlsen, Financial Management and Assurance

— Darryl Chang, Financial Management and Assurance

Introductions and Overview of Project

FASAB staff member Monica Valentine welcomed participants and provided them with some
brief background information on the reason for the task force and the objectives of the meeting.

Ms. Valentine explained that the term “risk assumed” was first used in Statement of Federal
Financial Accounting Standards (SFFAS) 5, Accounting for Liabilities of the Federal
Government, in relation to reporting for insurance and guarantees. In August 2011, the Federal
Accounting Standards Advisory Board (FASAB or “the board”) approved a project on risk
assumed to determine if additional guidance is needed. In discussions regarding the board’s
technical agenda, several members of the board asked staff to look at risk assumed from a
broad [::»erspecti\.fe.1

Ms. Valentine explained that this task force on Insurance and Guarantees of the U.S.
Government is just one of several task forces that will be formed to look at the need for
additional reporting of risks assumed by the federal government. The scope of this task force is
specifically limited to insurance and guarantee agreements that the federal government has
entered into. Ms. Valentine also noted the significant role of the task force in the development of
the Board standards.

Ms. Valentine also highlighted the table on page 5 of the meeting materials (see Figure 1
below). The table is the GAQO spectrum of fiscal exposures. The table lists the explicit liabilities,
financial commitments, financial contingencies, and implicit exposures of the federal
government in broad categories, such as insurance programs, loan guarantees, long-term
leases, federal disaster relief, and risk assumed by insurance programs.

' Minutes from the technical agenda discussion at the April 2011 meeting are available online at
http//www fasab gov/pdffiles/APRIL 27 28 2011 pdf; last accessed May 10, 2012.
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Figure 1 - FOR REFERENCE PURPOSES ONLY—Source: GAO D-03-213; available online at
http:/lwww.gao.govinew.items/d03213.pdf; last accessed April 4, 2012

Group Discussion

Ms. Valentine directed participants’ attention to the list of questions for the task force on pages 7
— 8 of the meeting materials, beginning with the draft definition of risk assumed. She then
introduced the group to FASAB staff member Julia Ranagan as the lead project director for the
Risk Assumed project and also noted that Ms. Ranagan would lead the discussion on the
definition and explanation of risk assumed.

Definition and Explanation of Risk Assumed

Ms. Ranagan asked if participants understood the scope of risk assumed based on the following
draft definition, asking that participants not focus on the term “risk assumed” since it may not be
the ultimate term that is used in the guidance to be developed:

“The possible or probable risk of future outflows that the federal government is expected to
incur, in the judgment of a reasonable person, as a result of its mission, operations, and
current or past actions. The population of risk assumed may be determined through a review
of varied information, including, but not limited fo, obligations incurred, commitments
undertaken, contracts signed, agency policy, legislative history, economic projections,
programmatic responsibility, and risk analysis.

R
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Risk assumed is generally measured by the present value of unpaid expected outflows net of
associated inflows (e.g., premiums), if any, based on management’s best estimate of the total

risk assumed.” [Excerpt from page 12 of meeting materals]

Ms. Ranagan explained that the project on risk assumed is starting broad and the draft definition
was intended to be broad to incorporate reporting on the risk assumed associated with all future
outflows, not just losses from insurance and guarantee programs.

Ms. Ranagan referred participants to the definition on the bottom of page 12 of the meeting
materials and staff's explanation of the difference between liabilities, contingencies, risk
assumed, and long-term fiscal projections on page 10.

Ms. Ranagan said, in more simple terms, the topic of risk assumed by the government can be
addressed by determining what actions the government has taken as of the reporting date that
may result in outflows in the future and whether information about those potential outflows is
appropriately reported.

Ms. Ranagan asked if any of the participants had any comments on the definition of risk
assumed.

One participant asked whether risk assumed is mutually exclusive of liabilities and
contingencies or whether it was all-encompassing. The participant noted that distinction should
be clarified in the definition.

Loan Guarantee Discussion

Another participant asked whether loan guarantee programs would be included in the new
requirements for reporting risk assumed and asked that be clarified. Loan guarantee programs
currently estimate the subsidy allowance which is the federal government’s best estimate of
probable long-term loss and ultimate risk for loss.

The participant explained that the loan guarantee estimate includes various assumptions about
cash flows and OMB provides a number of those economic projections.

The following comments were made by participants as it relates to the current reporting of
federal loan guarantee programs and possible additional risk assumed reporting of loan
guarantee programs.

— Possible or probable contingencies should be defined in comparison to risk assumed.

— Current loan guarantee liability is based on a best estimate.

— Should the face amount guaranteed be considered as risk assumed, even though the
face amount of the guarantee as the risk of loss is not a likely occurrence?

— Sensitivity analysis/stochastic analysis are currently used to assess a program’s risk.

— Current loan guarantee presentation can be retained with possible enhancements for
improved reporting.
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Task Force on Risks Assumed of the U.S. Government - Insurance and Guarantees
FINAL Notes from June 12, 2012 Meeting

Definition and Explanation of Risk Assumed (cont)

e  Term “Expected”

A participant asked what the term “expected” means. Ms. Payne responded that the term can
be a “soft term.” In traditional accounting, losses are limited to what has occurred as of the
reporting date. SFFAS 2, Accounting for Direct Loans and Loan Guarantees, moves towards a
more statistical meaning of expectations by allowing consideration of future events expected to
create losses but without the adoption of a particular method for weighing alternative outcomes.
Ms. Payne said risk assumed may move beyond what has already occurred and could consider
a statistical approach to considering expectations about losses. She said whether we have a
soft definition of expected or a statistical definition will depend on input from the task force.

A participant from PBGC said it already does stochastic madeling to develop a range and
discloses results in the footnotes.

e Term “Inflows” versus Premiums

Another participant noted that when estimating losses, they offset plan assets.

o Jerm “Exposure”

Anaother participant noted that he liked the term “exposure” that was used by GAQ, instead of
the term “risk assumed” when thinking about risk assumed more broadly.

s [Use of Present Value

One participant noted that, as she mentioned in the task force on commitments and obligations
held the prior month, FASAB needs to be careful that present value is only required if it is
manageable for the agencies; present value calculations can be burdensome.

¢ Subsidy Cost Definition

Another participant noted that the draft definition of risk assumed sounds very much like the
definition for “subsidy cost.”

s How Far into the Future

Another participant noted that the definition and/or related requirements should specify how far
into the future agencies would be expected to estimate risk assumed — one year, five years, 20
years, etc.

Another participant agreed, noting that there should be standard guidance on the timeframe for
risk assumed reporting, however that may be challenging given the different characteristics of
government programs.

Another participant added that their loan guarantee estimates align with expected cohort cycles.
The participant added that they have program authority issues as well and asked if they should

estimate risk assumed for five years if the program is only authorized through 12/31 of the
current year.

I
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Task Force on Risks Assumed of the U.S. Government — Insurance and Guarantees
FINAL Notes from June 12, 2012 Meeting

One participant noted that the principles included in the definition are fundamental to reflect the
proper disclosure for future risk exposure and are basic principles for reporting.

Another participant added that the information becomes less meaningful if it is projected out too
far into the future. The scope/parameter needs to be defined and the information should be
useable.

One participant from PBGC noted that they project new pension plan terminations into the short-
term future (for probable claims) and estimate the cost of those terminations through the
duration of expected payments (i.e., the pensioner's expected lifespan).

Another participant stated that the concept of projeciing future claims and the resulting impact is
a slippery slope, especially considering the broad nature of risk assumed -- from hurricanes to
pensions.

Another participant pointed out that the use of the phrase “in the judgment of a reasonable
person” is very important.

One participant suggested that risk assumed reporting be included the Management Discussion
& Analysis (MD&A) section of agencies’ performance and accountability reports (PAR). Another
participant suggested that risk assumed reporting be limited to narrative discussions in the PAR.

Loan Guarantee Discussion {cont.)

One participant said they already perform reestimates of the subsidy for each cohort and
program area, projecting each year, and asked if there is a need for the requirements of risk
assumed reporting to apply. She noted that she can see where there might be a need for minor
modifications to programs under credit reform but SFFAS 2 is quite concise with respect to what
Is required.

Ms. Ranagan noted that more could be said about what the reestimates entail and whether they
take economic projections into account.

Another participant agreed, noting that the insurance guidance is only one paragraph and could
probably use more detailed guidance so agencies are reporting comparable information.

¢ Pilot/Example Agency

One participant said he had a hard time getting his mind around the scope that is being
considered for risk assumed because it is such a grey area. He said it would be very helpful to
see one or two agencies as pilots or examples of the type of information we are looking for and
what reporting of risk assumed losses would look like. (He suggested PBGC and the Terrorism
Risk Insurance Program as pilots.) He noted that because risk assumed information requires
predicting future events and uncertainties it would involve a lot of assumptions.

The participant noted that for these pilots, he suggests the primary focus is on determining what
additional information that is considered meaningful and useful to the citizens, citizen
intermediaries, and Congress, which currently is not being reported in the financial statements.
For example, what probable/possible expected losses or outflows would you like to see reported
related to the Terrorism Risk Insurance Program?

-
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Task Force on Risks Assumed of the U.S. Government — Insurance and Guarantees
FINAL Notes from June 12, 2012 Meeting

He also noted that this information would be in addition to what is already required under the
reporting of contingency losses, which includes expected losses that are “probable” and
measurable and “reasonably possible” and measurable. Contingency losses do not include the
reporting of losses that are considered a remote likelihood of occurrence or losses that are not
measurable. Questions to be considered:

« How are risk assumed losses different from the reporting of contingency losses?

+ Rather than developing a separate standard, could risk assumed losses be
included under the definition of contingency losses — probable, reasonably
possible and measurable — but requiring more detailed guidance? Or would the
reporting of risk assumed losses be considered contingency losses that are
‘remote” or “not measurable™?

+ Does the preparer need fo disclose an amount for losses or a range of losses?
Given so much uncertainty in predicting the future over a long period of time,
could preparers have the option to provide only narrative information?

Insurance Discussion

Ms. Valentine began the discussion on federal insurance programs by directing the group to
page 14 of the meeting materials. She highlighted three definitions of insurance from Webster's
Online Dictionary, OMB’s Office of Federal Financial Management (OFFM) Insurance System
Requirements, and SFFAS 5. She also pointed out the several types of federal insurance
programs as listed in the Budget of the U. 5. Government FY 2012, Analytical Perspectives
(Analytical Perspectives). Ms. Valentine then directed the group to the list of questions on page
7 of the meeting materials.

The first questions highlighted two example agency financial statement disclosures related to
their respective insurance programs.

a) The National Credit Union Administration (NCUA) discloses in a note to the financial
statements information about its insurance and guarantee liabilities. NCUA also reports
the amount of reserves recognized for credit unions at risk of failure in Required
Supplementary Information (RS!) — Risk Assumed Information [see excerpt from note
on pages 18-20 of Attachment B]. Do you think this combination of information
addresses the type of risk assumed information that should be reported in agency
financial statements? Should additional information be provided? Why or why not?

b) The Department of Homeland Security (DHS) discloses in a note to the financial
statements information about FEMA's National Flood Insurance Program (NFIFP)
insurance liabilities. DHS also reports a range of unpaid expected losses in RSI -
Risk Assumed Information [see excerpt from note on page 23 of Attachment B]. Do you
think this combination of information addresses the type of risk assumed information that
should be reported in agency financial statements? Should additional information be
provided? Why or why not?

» Methodology
One participant from FDIC responded that they use a methodology that follows Financial

Accounting Standards Board (FASB) Statements of Financial Accounting Standards (SFAS) 5
(superseded by FASB Accounting Standards Codification 450-20) but they limit disclosure of
their analysis because it contains sensitive data.
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He noted that they report losses for failed institutions and estimate a contingent loss reserve for
institutions that may fail. The contingent loss reserve (CLR), calculated quarterly and in
accordance with GAAP, is a liability of the Deposit Insurance Fund (DIF) for the estimated cost
of anticipated failures. The horizon for anticipated failures is the 12-month period following the
CLR date. The CLR is the sum of reserves for individual problem institutions — generally those
that are 4- or 5-rated or for which rating changes to 4 or 5 are in process. The reserve for each
problem bank is the product of its: (1) estimated probability of failure over the 12-month CLR
horizon, (2) estimated loss given failure, expressed as a percent of its total assets, and (3) total
assets, based on the bank’s most recent call report.

He noted that they do not disclose the risk rating for institutions because it contains confidential
information. Their disclosures in the financial report are minimal for that reason.

Another FDIC representative noted that GAAP (FASB) requires disclosure of exposure to
certain concentrations, as well as uncertainties regarding reasonably possible material change
in estimates. An example of such disclosure by the FDIC is reflected in the 2005 financial
statements of the former Bank Insurance Fund. For that year, the FDIC included a disclosure
about the potential impact of Hurricane Katrina on the banking industry. A more recently
example on the 2011 financial statements of the Deposit Insurance Fund is the disclosure
regarding the concentration of credit risk connected to receivables from resolutions. She also
noted that in 2009 the FASB issued new guidance that requires more disclosures about risks
and rewards of guarantees on structured transactions and a requirement to disclose an entity’'s
involvement in the transaction.

Another participant noted that “real risk” is somewhere between remote and reasonably
possible.

Ms Ranagan asked the FDIC representative if FDIC uses the contingent loss reserve model to
develop the risk-based fees. Using historical fund loss and simulated income data from 1950 to
the present, the FDIC analyzed how high the reserve ratio would have had to have been before
the onset of the two crises that occurred since the late 1980s to have maintained both a positive
fund balance and stable assessment rates throughout the period. The analysis concluded that
a moderate, long-term average industry assessment rate would have been sufficient to have
prevented the fund from becoming negative during the crises, though the fund reserve ratio
would have had to exceed 2.0 percent before the onset of the crises.

Therefore, under provisions in the Federal Deposit Insurance Act that require the FDIC Board to
set the Designated Reserve Ratio (DRR) for the DIF annually, the FDIC Board adopted in
December 2010 a DRR of 2.0 percent for 2011 and voted in December 2011 to maintain a 2.0
percent DRR for 2012. The FDIC views the 2.0 percent DRR as a long-term goal and as the
minimum level needed to withstand future crises of the magnitude of past crises. The 2.0
percent DRR should not be viewed as a cap on the fund. The FDIC's analysis shows that a
reserve ratio higher than 2.0 percent would increase the chance that the fund will remain
positive during a future economic and banking downturn similar to or more severe than past
crises.

A representative from PBGC noted that PBGC estimates its actuarial-based factor using points
similar to those mentioned by FDIC. The representative also stated that certain industry-based
loss models were considered confidential due to the nature of information regarding potential

plan terminations. The PBGC representative gave the following summary of their risk reporting.
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— Probable losses: For multi-employer plans these include ongoing pension plans with a
projected date of insolvency within 10 years. For single-employer plans, events that
have occurred such as the plan sponsor being in bankruptcy or liquidation are used to
identify probable terminations. For multi-employer or single-employer plans, the present
value of future financial assistance or the present value of benefits net of plan assets is
reported as a liability respectively.

— Reasonably possible: For both multi-employer and single employer plans, stochastic
modeling is used to project the net financial position of the agency into the future under a
number of different scenarios and the results are disclosed in PBGC’s Annual Report.

— Stochastic modeling is used: For multi-employer plans, these are ongoing plans with a
projected insolvency date between 10 and 20 years away. For single-employer plans,
plans are identified based on credit ratings and other factors; the institutions are not in
as much stress. For both multi-employer and single-employer plans, losses are
disclosed in footnotes, as well as in MD&A.

A participant from FDIC noted that some of the more complex models may not be doable by all
entities that would be required.

Another participant noted that entities have to be careful what information is reported because
of how the reader may interpret the information.

Ms. Payne asked if agencies disclose when their long-term analysis shows they will have
negative premium. One participant responded that they disclose that information as part of the
financial statement package.

Ms. Valentine posed the following guestions to the group as it relates to CFR reporting of
Insurance in Force.

c) SFFAS 5 does not currently require federal entities to disclose insurance in force for
their insurance programs. However, the consolidated financial report of the U.S.
Govemnment (CFR) reports insurance in force for the government in the CFR
Contingencies note [FY 2011 CFR, Note 19, page 112; see excerpt of note at page 25 of
Attachment B]. Should all federal reporting entities be required to disclose msurance in
force for their insurance programs in their financial reports? Why or why not?

d) If federal entities were required to disclose insurance in force information, do you think
that information adequately addresses the type of risk assumed information that should
be reported in agency financial statements?

The GAO representative noted that the insurance in force amounts reported in the consolidated
financial report of the U.S. Government (CFR) are not taken from agency financial reports but
are specifically requested by Treasury for the CFR. (He also noted that for FDIC, the total
exposure is reported in the commitments note, but Treasury requests an update because of the
timing differences between the two reports.) He also suggested that the insurance in force
information be removed because it is misleading and distracting. Treasury chose to leave it in
and, since there Is no requirement to exclude that information, it remained in the report.

A participant from RMA said insurance in force i1s not a realistic number.

-~
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The representative from FEMA noted that the insurance in force numbers are too overwhelming
to even be imagined as a possible loss.

Most participants were not in support of the insurance in force amount because of its uncertainty
and their belief that the number is not meaningful.

Other Guarantee-type Programs

Ms. Valentine briefly went over some of the federal guarantee program information on page 28 -
31 of the meeting materials. Including definitions of guarantee from Webster's Online
Dictionary, OMB’s Circular A-11, Preparation, Submission and Execution of the Budget: She
also pointed out the several types of federal guarantee programs as listed in the Budget of the
U. 5. Government FY 2012, Analytical Perspectives (Analytical Perspectives). Ms. Valentine
then directed the group to the following questions on pages 7 - & of the meeting materials.

a) SFFAS 2, 18, and 19 outline the GAAP reporting and OMB Circular A-136 provides the
financial reporting guidance for federal direct loan and loan guarantee programs under
the “Federal Credit Reform Act of 1990.7 [see pages 32-36 of Attachment C] The
reporting requirements for those direct loan and loan guarantee programs under the Act
are quite extensive to ensure that the federal government’s full exposure as it relates to
these programs is reported in federal entity financial statements. Do you think this
information being reported addresses the type of risk assumed information that should
be reported in agency financial statements for loan guarantee programs? Should
additional information be provided? Why or why not?

b) SFFAS 5 requires that all federal guarantee programs, except loan guarantee programs,
recognize a liability for unpaid claims incurred, as well as reporting any related
contingencies as liabilities or disclosures. What additional risk assumed information
should be reported for federal guarantee programs (other than loan guarantee
programs)? Please explain.

c) Current accounting for goods held under price suppoit and stabilization programs is
outhined in SFFAS 3: Accounting for Inventory and Related Property paragraphs 92 —
109 [see excerpts on pages 36-38 of Attachment CJ. Should programs like USDA's Milk
Income Loss Contract Program, administered by the Farm Service Agency through the
Commodity Credit Corporation (CCC) be considered federal guarantee programs [see
pages 30- 31 of Attachment CJ? Why or why not?

d) Are there other non-loan guarantee federal programs that could be classified as
guarantee programs? If so, what are they?

The OMB representative noted that instead of adding additional complicated loan guarantee
reporting requirements, narrative language explaining the current information being reported
would be invaluable information.

A participant said that having narrative that explains “those tables” is far more useful than what
is in those tables. He noted that reporting narrative information about things that are known but
not estimable could go a very long way in informing financial statement users.

Another participant noted that additional reporting does not necessarily have to be numerically
driven.
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Ms. Valentine asked the group If there are other non-loan guarantee federal programs that could
be classified as guarantee programs. Participants offered the following suggestions:

FDIC’s share loss program
+ Federal programs that involve payment of debt not associated with a loan

« FDIC Temporary Liquidity Guarantee Program (expires 12/31/12) — temporary
guarantees of senior unsecured debt issued by banks in exchange for a premium fee

+ National Credit Union Administration Guaranteed Note Program (NGN)
+ Treasury programs that guarantee money market funds

+ FDIC indemnifications and guarantee of receivership indemnifications (included in
disclosures)

+ SBA surety bond guarantee programs

Final Comments

Ms. Valentine thanked everyone for their time and input and stated that she greatly appreciated
everyone’s participation.
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Next Steps

FASAB staff will begin preparing draft materials for the task force to review based on the
information discussed at this first meeting.

FASAB Staff Contact:
Monica Valentine

202-512-7362
valentinem@fasab.gov
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