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To:

Members of the Board

Robin M. Gilliam
From:

Please send comments on
1) Focus Group Feedback and
2) USAFacts Report-Risk Factors section
by Friday, June 16, 2017

Robin M. Gilliam, Assistant Director

Wendy M. Payne

Through:

Wendy M. Payne, Executive Director

Subject:

Risk Assumed-Phase II (RAII) Update1 – Tab G

MEETING OBJECTIVE



Review RAII focus group feedback
Discuss USAFacts Report - Item 1A. Risk Factors

BRIEFING MATERIAL:
This memorandum provides focus group feedback and a review of the USAFacts
Report section on risks.
Attachment 1: February 21, 2017, Focus Group Meeting Minutes
Attachment 2: March 21, 2017, Focus Group Meeting Minutes
Appendix A:

Risk Assumed – Phase II: Project History and Milestones

Appendix B:

A Simplified Guide for Reverse Stress Testing

Appendix C:

December 2016: Table I – Recommended Risk Exposure Categories

1

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 FASAB or its staff. Official
positions of FASAB are determined only after extensive due process and deliberations.

BACKGROUND:
At the December 20, 2016, Board meeting staff presented risk categories2 to the Board
as a potential framework for discussing risk assumed. Members agreed that categories
should not be a laundry list of events but instead should be principle-based and broad
enough to encompass current and future significant risk events. The Board instructed
staff to perform a gap analysis to determine if past and future risk events and
uncertainty are adequately explained.

Staff Analysis and Recommendations:
A. FOCUS GROUP FEEDBACK
Staff held two focus groups as part of the risk assumed gap analysis. Staff met with risk
experts on February 21, 2017, from the Government Accountability Office (GAO) and on
March 21, 2017, with Congressional Budget Office (CBO) representation and nonfederal risk experts. Both groups received the Recommended Risk Exposure
Categories3 presented at December 2016 Board meeting and the 2016 Management’s
Discussion and Analysis (MD&A)4 of the Consolidated Financial Report (CFR).
Staff also presented Statement of Federal Financial Accounting Standard (SFFAS) 15,
par. 3 to participants:
MD&A should include forward-looking information regarding the possible future
effects of the most important existing, currently-known demands, risks,
uncertainties, events, conditions and trends. MD&A may also include forwardlooking information about the possible effects of anticipated future demands,
events, conditions, and trends. Forward looking information may comprise a
separate section of MD&A or may be incorporated with the sections listed above.
Both groups agreed that the MD&A is too dense and could overwhelm readers. To
engage a broader audience, they suggested a more concise discussion of major risks
and uncertainties that could affect the financial position of the U.S. government.

2
3
4

See Appendix C, December 2016: Table I – Recommended Risk Exposure Categories
See Appendix C, December 2016: Table I – Recommended Risk Exposure Categories
https://www.fiscal.treasury.gov/fsreports/rpt/finrep/fr/16frusg/ManagementDiscussionAnalysis_2016.pdf
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The following is a consolidated list of suggestions from both focus groups.5
I.

Improvements to Reporting on Fiscal Sustainability:
a. Discuss major factors and risks affecting long-term fiscal projections.
b. Discuss risk events and their effect on long-term fiscal outlook.
c. Identify different scenarios of what could affect solvency such as a change
in mortality rate, decreases in non-exchange revenues, and/or significant
changes in healthcare costs as a percentage of gross domestic product
(GDP).
d. Discuss risks that could occur if obligations for explicit liabilities, such as
those provided by the Pension Benefit Guaranty Corporation, could not be
paid.
e. Provide a high level non-granular discussion about unforeseen
catastrophic events—future potential costs of “black swans”—on solvency
and the resilience of the government to provide financial support on the
long-term fiscal outlook.

II.

Improvements to Reporting on Past Fiscal Shocks:
a. Discus types of funding used to support recovery from risk events.
b. Discuss debt needed to cover risk shocks and related total interest.
c. Present trends for emergency funding needed as an indicator of fiscal
exposure to risk shocks; include a definition of “emergency.”
d. Include comparisons of projected liabilities to actual obligations incurred
as well as the ultimate cost compared to early estimates.
e. Discuss past significant events that affected the current federal financial
position and how the risk was managed.

III.

Improvements to Presentation of Actuarial Information:
a. Discuss changes in accounting estimates due to assumptions and
uncertainties.
b. Distinguish between one-off events—high-impact/low-probability events—
and trends when measuring and discussing risks and include correlations
between related events.

5

See Attachments 1 and 2 for full meeting minutes
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c. Include a range of estimates showing pessimistic, midpoint, and optimistic
scenarios, to illustrate the realm of reasonably possible scenarios that
may occur as a result of risks and uncertainties.
d. Include stress and reverse stress tests6 and discussions to explain the
scenarios.
IV.

Improvements to Overall Presentation of Information:
a. Include graphs and/ or charts to help illustrate how potential material risk
events could impact users and contribute to a change in the debt-to-GDP
ratio.
b. Include a heat map to plot the likelihood and severity of risk events.
c. Include a cross-reference to another section of the financial report, such
as a footnote, for a more robust discussion.
d. Include reference to other governmental reports for more technical and
detailed risk information.
e. Include larger groupings and categories for clear delineation and
organization of risks.
f. Use a pyramid model to organize information from explicit, narrow
guarantees that progress to bigger risk events with quantifiable-tangible
programmatic risk that could lead to liability recognition.

FOCUS GROUP FEEDBACK DISCUSSION
Question 1: Which suggestions do members see as the highest priorities?
Question 2: Which suggestions do members see as being out of scope?

6

See Appendix B, A Simplified Guide for Reverse Stress Testing
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B. USAFacts 10-K Report - ITEM 1A. RISK FACTORS
After the December 2016 Board meeting, staff was introduced to the USAFacts Annual
Report.7 This report was structured after the U.S. Securities and Exchange Commission
(SEC) 10-K report and included basic concepts from the U.S. Constitution to structure
information about the government (including federal, state, and local governments) and
risk.
The following is an excerpt from page 2 of the USAFacts report:
.

One section of the SEC 10-K report is Item 1A. Risk Factors.
SEC provides the following instructions for this section.8

§229.503 (Item 503) Prospectus summary, risk factors,
and ratio of earnings to fixed charges.
The registrant must furnish this information in plain English. See §230.421(d) of
Regulation C of this chapter.
(a) and (b) omitted.
(c) Risk factors. Where appropriate, provide under the caption “Risk Factors” a
discussion of the most significant factors that make the offering speculative or risky.
This discussion must be concise and organized logically. Do not present risks that
could apply to any issuer or any offering. Explain how the risk affects the issuer or
7

See http://usafacts.org/resources/USAFacts_10-K_2017.PDF for the report and http://usafacts.org/ for information
on USAFacts
8
https://www.sec.gov/about/forms/form10-k.pdf, page 8
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the securities being offered. Set forth each risk factor under a subcaption that
adequately describes the risk. The risk factor discussion must immediately follow the
summary section. If you do not include a summary section, the risk factor section
must immediately follow the cover page of the prospectus or the pricing information
section that immediately follows the cover page. Pricing information means price
and price-related information that you may omit from the prospectus in an effective
registration statement based on §230.430A(a) of this chapter. The risk factors may
include, among other things, the following:
(1) Your lack of an operating history;
(2) Your lack of profitable operations in recent periods;
(3) Your financial position;
(4) Your business or proposed business; or
(5) The lack of a market for your common equity securities or securities convertible
into or exercisable for common equity securities.

SEC 10-K also provides the following guidance to readers of the 10-K9

USAFacts presented Item 1A. Risk Factors as follows:

9

https://www.sec.gov/fast-answers/answersreada10khtm.html, Part I
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USAFACTS REPORT - ITEM 1A. RISK FACTORS DISCUSSION

Question 3: What do members find useful about the SEC 10-K model and its
implementation by USAFacts?
Question 4: What risk factors do members want to include that are similar to or
different from USAFacts Item 1A. Risk Factors?
Question 5: Do members expect a detailed analysis of individual risk factors that,
for example, might include projections and sensitivity analysis?
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QUESTIONS FOR THE BOARD:
Focus Group Feedback:
Question 1: Which suggestions do members see as the highest priorities?
Question 2: Which suggestions do members see as being out of scope?
USAFacts 10-K, Item 1.A Risk Factors:

Question 3: What do members find useful about the SEC 10-K model and its
implementation by USAFacts?
Question 4: What risk factors do members want to include that are similar to or
different from USAFacts Item 1A. Risk Factors?
Question 5: Do members expect a detailed analysis of individual risk factors that,
for example, might include projections and sensitivity analysis?

NEXT STEPS:
Continue to work on gap analysis.

MEMBER FEEDBACK
Please provide editorial input and responses to the above questions to Ms. Gilliam by
Monday, June 19, 2017, at gilliamr@fasab.gov with a cc to Ms. Payne at
paynew@fasab.gov
If you have any questions, please contact Ms. Gilliam at 202-512-7356 or
gilliamr@fasab.gov
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FINAL - Risk Assumed – GAO Focus Group Meeting Minutes
February 21, 2017, 1 PM to 3 PM
441 G Street NW, Room 6840
Washington, D.C.



Attendance

The following GAO officials participated in the focus group: Messrs. Collins (EWIS), Conahan (HC),
Herring (HSJ), McNulty (FMCI), Persons (ARM), Reinsberg (SI), Thompson (NRE), Todisco (ARM),
Wilshusen (IT), and Zaun (FMA). Mses. Payne, Gilliam, and Mr. Perry were also present throughout
the meeting.


Minutes

Ms. Gilliam welcomed the focus group participants to the meeting. She thanked them for volunteering
to share ideas and discuss the extent to which federal financial reports provide for concise,
meaningful, and transparent information regarding the potential impact to the fiscal health of the
federal government. She noted that participants had received the following documents for discussion:
Management’s Discussion and Analysis (MD&A); Statements of Long-Term Fiscal Projections; Note
23 - Long-Term Fiscal Projections; and the Sustainability of Fiscal Policy [Required Supplemental
Information] (Unaudited) from the 2016 consolidated financial report of the US Government (CFR).
Discussion of Presentation Concepts:
One participant noted that the MD&A and disclosures provided were quite dense for users—especially
average citizens—to digest and understand. Several other participants also noted that only a limited
amount of information on major risks and liability categories was discussed in the CFR excerpts.
Several participants noted that a discussion of risk may become too circumlocutory and lengthy,
particularly in the MD&A, which may result in information overload for users of the CFR.
Participants generally agreed that some discussion of the major factors and risks affecting long-term
fiscal projections would be helpful. One participant suggested that a concise discussion of major risks
that could affect the financial position of the U.S. government would be helpful in the MD&A for a
broader audience. Further, it would likely be necessary to cross-reference to another section of the
financial report, such as a footnote, to have a more robust discussion about how risks and
uncertainties may affect fiscal projections.
Panelists generally agreed that MD&A should continue to discuss significant risks and uncertainties in
a concise manner. A few participants suggested that, for certain technical and detailed risk
information, other vehicles (other than federal financial reports) for reporting such information would
likely be necessary. For example, some information regarding variables and uncertainties that affect
long-term fiscal projections may be beneficial to include in the financial statement notes. However,
more detailed discussions regarding the basis for formulating the assumptions behind them may be
too dense for inclusion in financial reports.
One participant noted that, while the CFR may be dense, there is opportunity to improve the clarity,
completeness, and understandability in how changes in assumptions can affect the bottom line results
and how risks and uncertainties ultimately have a significant effect. The participant commented that
JUNE 2017
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changes in assumptions can also be a distractor and mislead users regarding the cost of government
services and the operating performance of the government. The participant suggested that it may be
beneficial to present these “below the line” as other comprehensive gains and losses. [Staff note:
Statement of Federal Financial Accounting Standards 33, Pensions, Other Retirement Benefits, and
Other Postemployment Benefits: Reporting the Gains and Losses from Changes in Assumptions and
Selecting Discount Rates and Valuation Dates, provides for “below the line” presentation of these
amounts; however, further improvement in presentation was sought.]
A few participants said that integrating and weaving discussion of risks in various locations throughout
federal financial reports may dilute the significance of important information regarding risks.
A few participants suggested that larger groupings and categories may be helpful. However,
participants also pointed out that there are interdependencies across the broad risk categories and risk
types presented in the focus group discussion materials; however, participants generally agreed that
the broad categories and risk types listed thereunder were sensible.
One participant cautioned that commingling historical, short-term, and long-term risk discussions and
disclosures may also confuse and mislead readers. The participants were supportive of clear
delineation and organized discussions of risks and the time periods being discussed. Another
participant noted that financial statement notes that are cross-walked to line items in the statements
are an important tool to help achieve this.
Participants suggested that it would be beneficial to avoid the use of overly-technical or vague
terminology when discussing and disclosing risks in federal financial reports. For example, many
readers may not be familiar with the concepts behind and meanings of terms such as “intergovernmental dependencies” or “programmatic dependencies,” two of the four broad categories
presented to the participants.
A participant with actuarial expertise explained that there is currently a limited discussion of four
variables that affect the fiscal projections. This participant noted that it may be more beneficial to
develop a range of estimates as well, showing pessimistic, midpoint, and optimistic scenarios, to
illustrate the realm of reasonably possible scenarios that may occur as a result of risks and
uncertainties.
Another participant commented that many long-term risks are likely to be overshadowed in the CFR
(and thus may be overlooked by users) due to the focus on health care and social insurance risks
through the financial statements, notes, and long-term fiscal projections.
Certain component agencies were mentioned by participants as being experienced with reporting on
enterprise risk management efforts, such as the Departments of Commerce and Education. These
agencies may have insights into best practices and lessons learned.
Other remarks on specific presentation matters from individual task force members:


Large market capitalization companies often do a good job with risk reporting in their filings;
Royal Dutch Shell (RDS.A) is one example.



While firms and companies may be reluctant to share proprietary data on risk management,
they are often quite willing to share information regarding their methodologies, practices, and
tools for managing and reporting on risks.
JUNE 2017
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Risk Assumed – Focus Group – Meeting Minutes
March 21, 2017, 9 AM to 11 AM
441 G Street NW, Room 6840
Washington, D.C.
ATTENDANCE:
FASAB Staff: Wendy Payne, Alan Perry, Robin Gilliam, Leigha Kiger, and Ross Simms
Ted Goldman, American Academy of Actuaries
Daniel Murrin, Ernst and Young
Nikhail Nigam, American Academy of Actuaries
F. Stevens “Steve” Redburn, George Washington University
Jeffrey Schlinsog, American Academy of Actuaries
Timothy Shaw, Bipartisan Policy Center
David Torregrosa, Congressional Budget Office
INTRODUCTION:
Mr. Perry welcomed the focus group. He explained that the focus group was part of a
gap analysis of the consolidated financial report (CFR) and agency financial reports
(AFR) to determine what information affecting the financial performance and condition
of the federal government may be missing in relation to reporting risk assumed.1
One participant asked how the CFR is prepared. Mr. Perry explained that agencies
complete their AFRs as of September 30th which are then reported to the Department of
the Treasury (Treasury). Treasury then consolidates the AFRs into the CFR which is
typically available by March. Ms. Payne noted that details behind the high-level
information in the CFR can be found in the AFRs and our scope at this time for the risk
assumed project includes updates to standards for both the AFRs and CFR.
One participant asked what the motivation was behind the risk assumed project.
Another participant asked if risk assumed is the same as the government’s ability
to absorb what could go wrong.
Some participants wanted to know how the CFR is used to make decisions and
whether or not this project would lead to better decision-making as a result of any
changes in reporting. Staff noted that we want to make it a more useful report for
citizens, think tanks, and congress. Staff noted that, although everyday citizens
may not read the CFR, they often consume information from news organizations,
think tanks, and other citizen intermediaries that use information from the CFR.

1

This was the second focus group held by FASAB staff on this topic, with the first being with Government
Accountability Office (GAO) experts. Comments and recommendations from both groups will be consolidated and
reported to the Board.
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DISCUSSION:
Mr. Perry noted that staff sent participants the Management’s Discussion and Analysis
(MD&A) section of the CFR to review prior to the focus group session. He read the
following from the Statement of Federal Financial Accounting Standard (SFFAS) 15,
par. 3 and asked for feedback on the length, flow, clarity and consistency of the MD&A
as it relates to discussions about risk:
"MD&A should include forward-looking information regarding the possible future
effects of the most important existing, currently-known demands, risks,
uncertainties, events, conditions and trends..."
Participants noted the following about the MD&A:


It is too dense. It should be more concise by reducing unnecessary discussion to
avoid overwhelming readers.



It could provide a discussion about resilience to understand the effect to provide
financial support for unforeseen catastrophic events—the low probability high
impact events, the future costs of “black swans” that are uninsurable—on the
long-term fiscal outlook.



It should NOT include granular discussions.



It could include a discussion about projections of risk events and actual expenses
incurred for transparency regarding changes in assumptions and numbers.



It could include a discussion about potential liabilities to show the resilience of
the federal government to absorb significant future risk shocks and any effect on
solvency. Context behind projected numbers should not increase the size of the
MD&A or overwhelm readers.

Mr. Perry asked if providing criteria would help preparers to be more concise. One
participant said yes, but cautioned that risks change every year so criteria should not be
too prescriptive.
Participants recommended answering the following questions in the Financial
Reports:
Did we use emergency appropriations - funding?
Some participants recommended the use of emergency funding as an indicator
of fiscal exposure to risk shocks. One participant suggested that we look at the
average of emergency funding over a 10-20 year period to see how that affected
fiscal exposure that was not anticipated.

JUNE 2017
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A number of participants recommended defining “emergency” as useful in
analyzing risk. For example, information regarding Overseas Contingency
Operations (OCO) may be misleading due to the potential use of OCO by the
Department of Defense for other than true contingencies.
Did the government incur debt and, if so, how did it affect the financial
condition? (E.g. debt to GDP ratio)
Participants suggested a discussion about how risk events are financed and their
affect in relation to the long-term fiscal outlook. For example, the Federal
Reserve is the largest debt buyer, which is not discussed.


When does a risk event impact solvency?



What is the resilience of risks we are insuring?



What is the funding cost?



How much will the debt needed to cover the risk shock cost the
government—total interest?

Can we describe spikes to Debt - GDP ratio and the correlations to risk
events?
One participant recommended including a stress test to show the impact of a
past event. Some participants agreed that a look back to review the entire story
and effect of a major risk event could be beneficial. For example, the GSE
bailouts were very expensive but premiums paid us back on a cash basis.
Another participant said that past events are not always a good predictor of
future events, but recommended a discussion around significant past events that
significantly affected the financial statements and current financial position and
how the risk was managed.
Staff asked for recommendations on how to discuss existing risk and anticipated
demands.
One participant recommended discussing the risk that would occur if PBGC
(Pension Benefit Guarantee Corporation) could not provide benefits. Staff asked
if we report on this, do we signal that the government might do something about
it. One participant suggested talking about this as a risk vs. liability. Another
agreed but said we should be careful not to create contingent liabilities that don’t
actually exist.
One participant said that PBGC is an explicit liability. He asked if we can
truthfully say there isn’t implicit risk there and recommended a resiliency
discussion combined with policy discussion to artfully avoid issues. One
participant noted that the financial analysis division of the Congressional Budget

JUNE 2017
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Office (CBO) analyzed PBGC. That CBO is also looking at state and local for
unfunded pensions and the fiscal impact if the federal government steps in.
Staff asked about Hurricane Katrina and what spending was in response thereto.
Is economic modelling sufficient?
Participants agreed that information on trends would be useful but were
concerned about how to capture that across agencies. They also recommended
distinguishing between one-off events from trends when measuring risk including
correlations between related events.
HOW TO PRESENT RISK ASSUMED INFORMATION:
One participant wanted to know how other countries structure their risk reports.
Ms. Payne noted that other country’s reports look more like a CBO report or
white paper with mostly narrative discussion within categories and not
necessarily like a financial statement.
Participants were concerned about the overlap of information with other
agency/government organization documents. For example, CBO’s long term
projection report.
Some participants suggested that a robust discussion on risk would be more
popular.
Staff asked how risk assumed information could be presented to enhance
understandability:
One participant recommended integrating stress tests within MD&A including a
discussion to explain the scenarios.
Another participant suggested using a heat map as a tool to plot the likelihood
and severity of events as a way to identify what should be included in the MD&A.
Another participant agreed that including stress and reverse stress testing will
help to show different scenarios of what could affect solvency, such as a change
in mortality rate, decreases in non-exchange revenues, and/or significant
changes in healthcare costs as a percentage of GDP.
Other participants suggested including graphs or charts as a way to help
illustrate material risk events that could happen and how they would contribute to
a change in the Debt to GDP ratio and impact users.
Participants agreed that relating risk events to individuals and the effects on their
personal incomes could be helpful. There was a discussion about showing how
either spending cuts or tax increases affect paychecks, for example. Analysis
could include who is most affected.
JUNE 2017
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Staff asked if the information should be presented in a separate footnote, section,
or discussed throughout the report.
One participant emphasized the need to balance precision and reliability with the
potential costs and resources associated with compiling this information. Some
recommended putting a number on the government’s obligation to step in and
handle emergencies and large crises. One participant thought that future
liabilities are understated.
One participant recommended keeping risk at a higher level in the MD&A.
HOW TO ORGANIZE RISK INFORMATION:
Staff noted that we were looking at how to use enterprise risk management and the
table of broad risk categories—which was included in the meeting materials—and asked
if these models were helpful to organize risk information.
A number of participants suggested that the information be organized from
explicit, narrow guarantees and moving up to bigger risk events in a pyramid
model with quantifiable - tangible programmatically risk at the top leading into
liability recognition. Some noted that an implicit guarantee might be triggered by
a risk and need to be discussed. Interdependencies should also be discussed.
Other participants agreed that GAO and CBO fiscal exposure work along with
industry risk disclosures required from, for example FASB and SEC, could be
informative for the project.

JUNE 2017

Page 5 of 5

TAB G
RISK ASSUMED II
APPENDIX A
PROJECT HISTORY and MILESTONES

JUNE 2017

Appendix A:

Risk Assumed – Phase II: Project History and Milestones

TAB G

PROJECT OBJECTIONS
The issuance of Statement of Federal Financial Accounting Standards (SFFAS) 51,
Insurance Programs, on January 18, 2017, effectively concluded the first phase of risk
assumed. For the history of the risk assumed project and milestones for phase I, please see
http://www.fasab.gov/ra-insurance-programs/.
In phase II, the Board will holistically review significant risk events other than adverse events
covered by SFFAS 51, Insurance Programs, to determine accounting standards that provide
concise, meaningful, and transparent information regarding the potential impact to the fiscal
health of the federal government.

HISTORY OF BOARD DELIBERATIONS
October 19-20, 2016 Board Meeting
At the October 19, 2016, Board meeting, the risk assumed – phase II began.
The Board reviewed staff’s high-level gap analysis presented in table 1: Analysis of Federal
Accounting Standards in Relation to the IMF [International Monetary Fund]
Recommendations for Disclosing Fiscal Risks and table 2 from the Australian Statement 8:
Statement of Risks.
The Board agreed that an extensive gap analysis is necessary to determine the risk
information that the consolidated financial report of the U.S. Government includes and how it
is presented, the extent to which FASAB can align with enterprise risk management (ERM)
as prescribed by The Office of Management and Budget Circular A-123, Management’s
Responsibility for Enterprise Risk Management and Internal Control, and the Board’s
preference for presenting risk assumed information going forward.
For the gap analysis, the Board agreed to determine the following:


If federal government reporting is transparent enough for estimates and uncertainty
around significant risks with a focus on broad risk categories, such as an economic
downturn where revenues go down and benefit program costs go up



If there is a significant gap in reporting to be addressed for individual risk items, such
as treaties, commitments by the federal government, and intergovernmental
dependencies with state and local governments



How to present summarized risk events at the government-wide level for cross-cutting
agency efforts, such as disaster relief, with access to detail at the agency level

JUNE 2017

Page 1 of 2

Appendix A:

Risk Assumed – Phase II: Project History and Milestones

TAB G

December 19-20, 2016
At the December 20, 2016, Board meeting, the Board approved a framework for the risk
assumed gap analysis. Members agreed that categories should not be a laundry list of
events but instead should be principle-based and broad enough to encompass current and
future significant risk events. The scope will include past and future events and whether
uncertainty is adequately explained. Staff will review past financial reports to understand
what was included before and after recent large events, such as the 2008 financial crisis, at
the agency and government-wide levels.
Staff will utilize roundtable discussions to discover if current disclosures are clear, relevant,
and add value in relation to the available standards. If roundtable participants do not feel that
current disclosures are clear, relevant, or valuable, the group will discuss what is missing and
should be included.
Staff will work on the gap analysis over the next several months and present findings and
recommendations to the Board upon completion.

JUNE 2017
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The entire guide can be found at:
https://financetrainingcourse.com/education/2016/04/short-guide-reverse-stress-testing/
Below are excerpts and staff notes to provide a basic understanding of reverse stress
tests in comparison to stress tests.
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Staff Note-Assumption:
Entire appropriation is used up to partially fund a risk event. An emergency appropriation and/or
borrowing are then necessary to fully fund recovery from risk shock.
Reverse Stress Test Questions:
With our current available appropriation, how much loss is estimated to cause Gov to use up
appropriation? Is there anything we can do to survive such a risk shock when it occurs?
Does agency ERM address this specific scenario?

Staff Note- Assumption:
Education’s entire asset – Credit Loan Receivables is wiped out due to overdue and nonperforming
student loans. [Guaranteed loans (explicit risk)] then need to pay back loaning banks.
Reverse Stress Test Questions:
With our current portfolio of student loans, what proportion would need to default to make such an
event possible? Over what time period? Is there a single relationship, sector, sub-segment that can
sink us by itself?
What combination of events, economic or otherwise would lead to such a situation? How much and
what kind of funding would it take to pay off these guaranteed loans?
JUNE 2017
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December 2016: Table I – Recommended Risk Exposure Categories
Risk Exposure Category

Description

Type

1

Macroeconomic Shocks

The risk that a sharp decline in gross domestic product
(GDP) will lead to a large increase in borrowing.

General

2

Financial Sector Exposure –
Regulations

The risk of a crisis that calls forth many interrelated
government guarantees to stabilize society and the
economy.

General

3

Loan Guarantees and Direct
Loans

The risk of a large number of loans not able to be collected
totaling a significant amount of default that the government
must pay to fulfil its legal guarantee.

Specific

4

Public-Private Partnerships
(P3)

The risk of failure by the private side of a significant P3 that
shifts full financial risk to the government

Specific

5

Environmental Risks

The risk of a major environmental disaster from the
harvesting or transport of natural resources, such as a major
oil spill, those demand governmental resources for clean-up.

Specific

6

Natural Disasters

The risk of a natural disaster that causes severe damage,
where loans, grants, and other sources of goods and
services are required to be provided by the government to a
declared disaster location.

Specific

7

Intergovernmental &
Programmatic
Dependencies

Two types of risks exist here.

Specific

8

Government Sponsored
Enterprises (GSE)
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1)

The risk of intergovernmental partners to efficiently
and effectively provide benefits through federal
government funding. [Programs administered by
states and local jurisdictions to include means-tested
entitlement programs and grants for programs such
as education, highway, or housing.]

2)

The risk that federal activities operating in state and
local jurisdictions will be removed or relocated
causing a significant impact on economic health.

The risk that a GSE will suffer significant lack of funding to
continue its mission and federal funds will be needed to
maintain active status.

Specific
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TAB G

9

Commitments, including
contractual, treaties, other
international agreements

The risk that a significant commitment will be activated and
federal funding beyond budgeted considerations are needed
for implementation

Specific

10

Litigation

The risk that a significant law suit is settled for a material
amount required to be paid by federal funds

Specific

11

Cybersecurity

The risk that a significant data breach will endanger
government operations and/or citizen safety and the current
and future cost of correcting that breach to protect citizen’s
safety is material.

Specific

12

Failed Projects

The risk that a significant project, such as development of
internal software, fails by not delivering promised results,
wasting a material amount of federal funds.

Specific

Risk Categories based on information from Section 3 of the International Monetary Fund
(IMF) Policy Paper: Update on the Fiscal Transparency, August 7, 2014.
http://www.imf.org/external/np/pp/eng/2014/061614.pdf
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