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MEETING OBJECTIVES  

 To consider issues relating to adapting the first inclusion principle—In the 
Budget—for application by component entities.   

 

 
 

BRIEFING MATERIAL 

The transmittal memorandum includes a discussion of issues and recommendations 
beginning on page 3 under Staff Analysis and Recommendations.  A full list of 
Questions for the Board appears on page 13.  In addition, the following items are 
attached: 

 

 Appendix 1: DOL/PBGC Background Memorandums 

 

You may electronically access all of the briefing material at http://www.fasab.gov/board-
activities/meeting/briefing-materials/ 

 

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

The Board has focused its deliberations on the government-wide reporting entity.  This 
phase of the project will focus on the component reporting entity.  The topic has been 
briefly introduced to the Board.  Due to time constraints and the amount of time spent 
deliberating government-wide issues in October; the Board did not have a chance to 
discuss the component entity phase.  Staff hopes to gather preliminary feedback from 
the Board on this phase as we wrap up the government-wide portion of the project.   
 
NEXT STEPS 

Detailed issues related to the component entity phase will be presented at the next 
several meetings with the goal to review the complete draft exposure draft by August 
2012. 
 
 

****************** 
MEMBER FEEDBACK 

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 me by telephone 
at 202-512-5976 or by e-mail at loughanm@fasab.gov with a cc to paynew@fasab.gov. 
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STAFF ANALYSIS AND RECOMMENDATIONS 
 
 
From FASAB’s current pronouncements, previous Boards have concluded that the 
same objectives apply to both government-wide and component reporting entities, and 
that all costs and liabilities reported in the government-wide financial statements must 
be attributable to a component reporting entity.  In addition, there appeared to be a 
general principle that all costs and liabilities must be reported at the component level 
before flowing into the consolidated statements. 
 
Staff believes the overall framework for the component reporting entity standards should 
be generally consistent with those established for the government-wide—based on 
organization and accountability.  The component entity reports should include 
organizations on a comparable basis across components as well as support 
identification of organizations to include in the government-wide report.  This would 
allow the Congress and the President to hold component entity management 
accountable for implementation of public policy decisions, show the risks inherent in 
component entity operations, and provide accountability.   
 
The principles for defining what organizations should be included in the component 
entity reports should be consistent with those established for the government-wide.  
Principles and attributes established for core and non-core entities would generally be 
the same, but would have to be revised to fit the component entity level versus the 
government-wide.  Naturally, the information presented in government-wide financial 
statements is aggregated and in less detail than in component entity financial 
statements. So, certain non-core entities may meet materiality thresholds in component 
entity reports while not in the government-wide. Therefore, disclosures are likely to be 
more detailed in component entity reports.   
 
 
Conclusion regarding approach: 
 
Staff believes the overall framework for the component entity standards should be 
accountability and generally consistent with what has been established for the 
government-wide.  That is, with necessary adaptations the standards would provide: 
 

1. principles for identifying organizations to be included in the component entity’s 
GPFFR  

2. guidance for core and non-core entity classification (generally consistent with the 
government-wide classification principles) 

3. for only core entities to be consolidated in a component entity2 
4. requirements to report related non-core entities through disclosures consistent 

with government-wide requirements  

                                            
2 The board previously decided not to establish criteria for “reporting entity.” This means that any core 
entity can produce a standalone GPFFR. The GPFFR for that core entity must include the organizations 
for which the core entity is accountable.  
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Therefore, staff will begin by identifying potential issues that may need to be addressed 
to adapt the government-wide principles for the component entity level.  This paper 
identifies issues to be considered in adapting the first inclusion principle—In the 
Budget—to component reporting entity principles.   

 

Identification of Issues regarding Component Entity 

The draft ED defines component reporting entity as follows: 

Component Reporting Entity “Component reporting entity” is used broadly to refer to a 
reporting entity within a larger reporting entity3 that issues GPFFR.  Examples of 
component reporting entities include entities such as executive departments, 
independent agencies, government corporations, legislative agencies, and federal 
courts.  Component reporting entities would also include sub-components (those 
components that are included in GPFFR of a larger reporting entity) that prepare 
GPFFR.  One example is a bureau of a larger department that prepares stand alone 
financial reports.  Other examples include commercial functions, revolving funds, and/or 
other accounts for which GPFFR are prepared.   Placeholder for clarifying the 
component reporting entity definition to state its GPFFR should include organizations 
based on principles established in this Statement [i.e. accountable or administratively 
assigned.] 

 

When a component of the federal government issues a GPFFR, it must determine what 
organizations to include. 

1.  Complete Economic Entity 

Previously, Mr. Dacey raised the question of the completeness of a component entity. 
Specifically, he was concerned about whether the financial statements provide a 
complete representation of the component entity’s operations. Because federal 
components receive support from other components and rely on federal funding, it is 
often difficult to ensure that financial statements are complete. For example, SFFAS 4 
provides that certain unreimbursed costs of goods and services provided by one federal 
agency to another be recognized to arrive at the full cost of a program. In addition, 
some question the meaningfulness of net position for a component of the federal 
government given the power to tax and allocation of resources through the budgetary 
process. 

Presently, each component entity includes a statement cautioning the reader as follows: 
‘The statements should be read with the realization that they are for a component of the 
U.S. Government, a sovereign entity.’ This is in contrast to the expectation expressed in 

                                            
3 The larger reporting entity could be the government-wide reporting entity or another component 
reporting entity. 
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the International Accounting Standards Board’s exposure draft, Conceptual Framework 
for Financial Reporting: The Reporting Entity, which provides that a reporting entity 
must have economic activities which “can be objectively distinguished from those of 
other entities and from the economic environment in which the entity exists.” Staff does 
not believe this condition exists for most federal component entities and that this should 
be emphasized in the basis for conclusions (but not in the standards).  

Because of this difference between federal component entities and other types of 
entities, the board may wish to explore the following issues further: 

1. Are additional principles needed at the component level to provide a 
complete representation of the component entity’s operations (e.g., in 
addition to inter-entity costing, information about inter-entity cooperation, 
planning, and/or performance)?  

2. Is additional explanatory language needed because the component entity 
GPFFR presents the financial statements of a component of the U.S. 
Government (e.g., disclosures regarding the nature of the entity)?  

Staff believes these considerations could be explored further once the Board considers 
the potential issues with the inclusion principles below and the Board has deliberated 
core and non-core entity classifications and determined needed revisions for the 
component level.  Additionally, the Board still needs to address the Related Party area 
for the component area (as well as for the government-wide section) which may also 
have an impact.  Staff recommends deferring consideration of these issues until a later 
stage. 

 

Question 1 for the Board 

Does the Board agree: 

a. that the basis for conclusions should discuss the reasons for the limitation that 
“the statements should be read with the realization that they are for a component 
of the U.S. Government, a sovereign entity”? 

b. the need for additional principles and/or explanatory language can be delayed 
until the issues regarding the inclusions principles, core/non-core, and related 
party have been  resolved? 
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Inclusion Principles 

The organizations to include in a component reporting entity GPFFR must first be 
identified. The four government-wide inclusion principles would serve as the starting 
point for developing guidance.   

This paper starts by looking at the first principle in detail.  The remaining principles are 
set up for discussion at future meetings. 

In the Budget –  

The Budget of the United States Government: Analytical Perspectives- Supplemental 
Materials Schedule of Federal Programs by Agency and Account presents budgetary 
accounts primarily by branch and by agency. For the government-wide GPFFR, with the 
exception of organizations receiving federal financial assistance, an organization 
identified in the budget is (1) included in the GPFFR and (2) presumed to be a core 
entity.  

SFFAC 2 provides that “Any organization, program, or budget account, including off-
budget accounts and government corporations, included in that section should be 
considered part of the U.S. Federal Government, as well as part of the organization with 
which it appears.” The specific wording of the component entity “in the budget” principle 
will be developed after receiving board input at the December meeting.  

____________________________________________________________________ 
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2.  Exclusion / exception for federal financial assistance  

 
As members recall, the government-wide In the Budget inclusion principle states the 
following: 

An organization with an account or accounts listed in the Budget of the United States 
Government: Analytical Perspectives- Supplemental Materials schedule Federal 
Programs by Agency and Account should be included in the government-wide GPFFR 
unless it is a non-federal organization receiving federal financial assistance.4  To 
identify non-federal organizations receiving federal financial assistance candidates 
should be assessed against the next two principles (Ownership and Control) to 
determine if they should be included in the government-wide GPFFR. 

An important question to consider is if the same exclusion should apply at the 
component entity level?  Staff believes it should as typically the organizations 
receiving federal financial assistance are listed under an agency which is a 
component reporting entity.  For example, certain entities receiving assistance may 
be listed under a larger component reporting entity, such as a Department—for 
example the Department of Treasury or the Department of Education and this 
exception should apply. 

The language is proposed in the Draft ED to ensure organizations that receive large 
grants that are specifically listed under an appropriation in the Federal Programs by 
Agency and Account schedule aren’t automatically included in the GPFFR, but the 
same exclusion should apply at the component level.  Often, grants are received 
through programs and recipients are not necessarily listed in the budget, but there 
are certain situations where an organization may be listed, so it should be 
addressed.  In these instances, the other inclusion principles would be used to 
determine if the organization is part of the larger component entity.  However, it 
shouldn’t be pulled in solely based on the In the Budget principle.   

 
For example, the National Endowment for Democracy (NED) receives grants from 
the Department of State.  The NED is a private non-profit corporation established to 
encourage and strengthen the development of democratic institutions.  NED is listed 
specifically under the Department of State in the FY 2011 Federal Programs by 
Agency and Account schedule.  However, NED shouldn’t be automatically 
considered part of the government-wide nor the component entity.  Instead this type 
of organization should be assessed against the Ownership and Control principles to 
determine if it should be included.   
 
 

 

                                            
4 As defined by the Single Audit Act Amendments of 1996, federal financial assistance is assistance that 
non-Federal organizations receive or administer in the form of grants, loans, loan guarantees, property, 
cooperative agreements, interest subsidies, insurance, food commodities, direct appropriations, or other 
assistance. 
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Another example may include the Gallaudet University which receives funding from 
the Department of Education under the Office of Special Education and 
Rehabilitative Services.  Gallaudet University is listed specifically under the 
Department of Education in the FY 2011 Federal Programs by Agency and Account 
schedule.  However, if Gallaudet is receiving assistance or a subsidy5 it shouldn’t be 
automatically considered part of the government-wide reporting entity or the 
component reporting entity. 
 
Based on the examples provided and reasons stated, staff believes the exception 
regarding federal financial assistance should apply at the component reporting entity 
level.  The determination as to whether it is financial assistance will need to be made 
by the preparer.  Even so, those organizations would have to be assessed against 
the Majority Ownership and Control inclusion principles. 
 

Question 2 for the Board: 

Does the Board agree the exclusion or exception for federal financial 
assistance should apply at the component entity level? 

 
 
 

 

                                            
5 Staff believes it would be up to the preparer to know what entities are in fact receiving subsidies.  The 
Statement should recognize that although these may be listed in the budget they are not automatically 
included based on the principle.  Staff doesn’t believe it would be appropriate to articulate how subsidies 
are presented in the Federal Programs by Agency and Account schedule or refer to other budget 
documents because that manner may or may not change.  Similar language is included in the Basis for 
conclusion for the government-wide portion. 
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3. Other circumstances in which an organization identified in the budget should 
not be considered part of the larger organization  
 
 

As members are aware, organizations listed in Budget of the United States 
Government: Analytical Perspectives- Supplemental Materials schedule Federal 
Programs by Agency and Account are included in the government-wide GPFFR, 
with the exception of organizations receiving federal financial assistance.  Those 
organizations identified in the budget are (1) included in the GPFFR and (2) 
presumed to be a core entity which means it is consolidated in the GPFFR.   

The question at the component level is if there are other circumstances or instances 
where an entity should not be included in the reports of the larger reporting entity 
with which it appears in the budget? 

While considering this issue at the government-wide, the Board realized this may not 
be valid at the component level.  For example, when the Board considered having 
“conclusive” and “indicative” principles at one point during the project—the Board 
tentatively agreed that conclusive principles would only be applicable at the 
government-wide level.  The Board realized there were potential issues with having 
In the Budget as a conclusive principle for components, but believed it could be an 
indicative principle. 

Staff is aware of at least one instance where an organization is not considered part 
of the larger agency that it is listed under in the budget—Pension Benefit Guarantee 
Corporation (PBGC) is not consolidated with the Department of Labor.  Based on 
staff’s review of the background information and memos provided, OMB granted a 
waiver for 2007 and beyond on July 18, 2007.  See Appendix A for memos. 

This waiver was based on historical experience for both DOL and PBGC, what 
interested parties were accustomed to accessing for both entities, and the fact both 
entities had received unqualified audit opinions.6  Considering OMB approved an 
indefinite waiver based on an analysis performed by DOL and apparently agreed to 
by several parties-- it appears this issue has been considered and agreed to by 
many people over the years.  DOL argues that this establishes GAAP through 
prevalent practice.     

In addition to the prevalent practices argument, staff also notes that DOL in its 
background letter presents that consolidating the information for DOL and PBGC 
may result in misleading financial statements because DOL is not responsible for 
PBGC’s liabilities and obligations.  DOL describes the budget presentation as PBGC 
is under DOL and PBGC submits its budget through DOL.   Nonetheless, PBGC and 
DOL have separate budgets.  DOL does not guide PBGC’s investment strategy, 
support lawsuits or permit PBGC use of DOL’s Working Capital Fund.  Further, 
PBGC is self-financed and does not draw on DOL resources.7   

                                            
6 OMB Letter dated July 18, 2007 par. 4 
7 US DOL Letter dated May 25, 2007 
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Staff notes that although the financial information for PBGC isn’t included with DOL, 
performance information for PBGC is included in the Performance and 
Accountability Report to meet requirements of the Government Performance and 
Results Act.8 (This is similar to the case of State and USAID who issue a joint 
summary of performance and financial information annually but provide separate 
agency financial reports.) 

Staff believes the first question for the Board to consider is whether criteria should 
be developed (based on the known example).   Staff believes waivers were effective 
when there were no established standards but may not be when standards—level A 
GAAP—are established.  So, the standards should provide principles to identify 
instances where organizations should not be included in the GPFFR.   

An additional consideration is that the structure of the budget presently varies and 
also may change in the future. Sometimes funds are not grouped within the budget 
strictly by agency. For example, the Federal Programs by Agency and Account 
presently groups international assistance programs (IAP) together under that 
heading (rather than under an agency). Under the IAP heading, Millennium 
Challenge Corporation and US Agency for International Development are listed and 
each is an independent agency. Also under the IAP heading, the Pakistan 
Counterinsurgency Capability Fund is listed. It is administered by the US 
Department of State and information about that fund is provided in State’s agency 
financial report even though the fund is not identified under the agency in the 
budget.   

Also, the Federal Programs by Agency and Account may change in the future to 
facilitate administrative changes. An example of a recent initiative that may lead to 
change is the effort to integrate some aspects of foreign assistance planning. State 
recently established an office “to manage an integrated Department and USAID 
foreign assistance budget formulation process, while retaining important roles in 
budget execution, strategic planning, program planning, and performance 
management. For the first time since [the office’s] establishment, USAID will submit 
to the Secretary a comprehensive budget for its programs for FY 2013, which [the 
office] will review and integrate into the overall foreign assistance budget proposal 
for consideration by the [Deputy Secretary of State for Management and Resources] 
and the Secretary.” (State OIG. Inspection of Office of the Director of U.S. Foreign. 
Assistance. Report Number ISP-I-11-57, August 2011) 

 

Alternatively the standard could be silent regarding the issue because it may be 
deemed rare, appropriate or without merit.  

 

 
 
 
 

                                            
8 US DOL Letter dated October 25, 2007 
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Question 3a. for the Board: 
 

Does the Board agree the component level standards should provide for 
instances where the organization identified in the budget should not be 
considered part of the larger organization? 

 
 
If the Board agrees, staff believes there are two revisions required for addressing this 
issue at the component level: 

1.) Develop principles based criteria to address these types of situations related to In 
the Budget for when this inclusion would not be applicable.   

 Budget Information is Listed for Administrative or Budget Submission 
Purposes  

o Budget Request Not Coordinated with Component Head/Accountability 
Head 

o No Involvement By Component Head/Accountability Head Regarding 
Budget Execution, Investments, or Strategic Planning   

 Professional Judgment allowed for Circumstances Resulting in Misleading 
Financial Statements 

In addition, the criteria would also state that—similar to the case of federal financial 
assistance—these organizations should be assessed against any other inclusive 
principles (such as Ownership and Control) to determine if they should be included in 
the component reporting entity. 

2.) The assumption that entities listed in the budget are “core” and consolidated may 
need to be revised for the component level.  Although these entities may still be core, 
this may not necessarily lead to automatic consolidation at the component level.  Staff 
notes the need to consider whether the approach to consolidation and disclosures 
should change at the component level. 

 

Question 3b. for the Board: 

Does the Board agree with the general direction of staff’s proposed revisions for 
addressing instances where the organization identified in the budget should not 
be considered part of the larger organization at the component entity level? (Staff 
will present final wording as part of the complete revised principle on “In the 
Budget” for a later discussion.) 
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Question 4 for the Board: 

4.  Are there other issues related to In the Budget principle that should be 
explored further? 
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QUESTIONS FOR THE BOARD 

 

  
1. Does the Board agree: 

a. that the basis for conclusions should discuss the reasons for the 
limitation that “the statements should be read with the realization 
that they are for a component of the U.S. Government, a 
sovereign entity”? 

b. the need for additional principles and/or explanatory language 
can be delayed until the issues regarding the inclusions 
principles, core/non-core, and related party have been resolved? 

2. Does the Board agree the exclusion or exception for federal financial 
assistance should apply at the component entity level? 

3. Does the Board agree:  

a. that the component level standards should provide  for instances 
where the organization identified in the budget should not be 
considered part of the larger organization? 

b. with the general direction of staff’s proposed revisions for 
addressing instances where the organization identified in the 
budget should not be considered part of the larger organization at 
the component entity level? (Staff will present final wording as 
part of the complete revised principle on “In the Budget” for a 
later discussion.) 

4. Are there other issues related to In the Budget principle that should be 
explored further? 
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