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Federal Accounting Standards Advisory Board

December 8, 2011

Memorandum

To: Members of the Board

From: Melissa Loughan, Assistant Director
K//C/?,z/r}g%/ 7/4;7 @w

Through: Wendy M. Payne, Executive Director

Sub;j: Federal Reporting Entity- Tab C--Component Entity’

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/

! 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.

441 G Street NW, Mailstop 6K17V, Washington, DC 20548 (202) 512-7350 efax 202 512-7366



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.
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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.




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 entity?

4. requirements to report related non-core entities through disclosures consistent
with government-wide requirements

% 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.



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 entity® 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

®The larger reporting entity could be the government-wide reporting entity or another component
reporting entity.



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. lIs 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?




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.




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.* 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.

* 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.



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 subsidy” 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?

® 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.



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.” 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.’

® OMB Letter dated July 18, 2007 par. 4
" US DOL Letter dated May 25, 2007



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.? (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—Ilevel 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.

e 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

e 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.)

11



Question 4 for the Board:

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

12



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?

13
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Gtfive of the Chiet Finanaisl Ofiicer
Whishington, 0., 20210

MAY &5 2007

MEMORANDUM FOR LINDA COMBS
Controller, Office of Management and Budget

FROM: YOKO ALBAYRA
Acting Deputy Chief Financial Officer

SUBJECT: Request to Exclude the Pension Benefit Guaranty
Corporation from the Department of Labor for Purpose
of Consolidated Financial Statement Reporting

Lrequest that the Pension Benefit Guaranty Corporation (PBGC) be excluded as a
component entity of the Department of Labor (DOL) for consolidated financial
staterment reporting. This request is based on several factors: DOL and PBGC
have established a prevalent practice over many years of PRGC not being
consolidated into DOL's financial statements; consolidation of PBGC inte DOL
could produce misleading financial results to readers of the financial statements;
and DOL and PBGC have separate budgets. A detailed discussion of these issues
is provided below.

Baekground

PBGC is a federal corporation created by the Employes Retirement Income
Security Act of 1974 (ERISA) within DOL for the purpose of protecting the
private-sector defined benefit pension plans of U.S. workers. ERISA has been
revised several Hmes in the past, and provisions from the most recent revision,
The Penslon Protection Act of 2006, have been considered and, where
appropriate, incorporated into the contents of this documens.

Currently PBGC protects the pensions of nearly 44 million American workers
and retirees in 30,330 private single-employer and multi-employer defined
benefit pension plans. PBGC, in turn, pays monthly retirement benefits, up to a
guaranteed maximurn, to about 612,000 retirees in 3,683 pension plans that
ended and PBGC now manages.

PBGC receives no funds from general tax revenues. Cperations are financed by
ingurance premiums set by Congress and paid by sponsors of defined benefit
plans, investment income, assets from pension plans trusteed by PBGC, and
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recoveries from the companies formerly responsible for the plans, ERISA
provides that the U.5. Government is not liable for any obli gation or liability
incurred by the corporation.

Since its inception, PBGC, as a stand-alone government corporation, has
prepared its own audited financial statements. PBGC also provides financial
data directly to the Department of the Treasury for consolidation inko the
Financial Report of the U.S. Govermuent (FRUSG). PBGC has received an
unqualified independent audit opinion for the past 14 consecutive years,

DOL prepares financial statements under the CFO Act of 1990. DOL has
excluded PBGC as a component entity of DOL for financial statement reporting
purposes since 1992 in its fiest set of audited financial statements. DOL has
routinely included a statement in its annual financial reports that PBGC is
excluded from the consolidated financial statements based on an OMB waiver.

In 2006, DOL’s new external auditors, KPMG, inquired about the existence of this
waiver, After investigation, no one at DOL, OMB, or DOL’s Office of Inspector
General (DOL OIG) could find a copy of the official record! of this waiver. All
parties acknowledge that the waiver was in effect, but no official paperwark on
the waiver could be located.

DOL applied for and was granted a one-year waiver by OMB in November 2006
with the expectation that DOL and PBGC would perform an in-depth study of
the merits of a permanent waiver from consolidating PBGC into DOL and
present its findings to OMB for consideration. You indicated in your

November 1, 2006, response to DOL’s RY 2006 waiver request that OMB would
have discussions with DOL to determine the appropriateness of a waiver beyond
2006. DOL received an unqualified audit opinion on the FY 2006 consolidated
financial statements as it has for the past 10 consecutive vears.

An Bvaluation Team was formed with members from DOL, PBGC, and
independent consultants to study the laws, regulations, and Federal Generally
Accepted Accounting Principles to determine the merils of requesting a
permanent waiver from OMB. Additionally, OCFO has shared our results with
members of your staff and have incorporated their comments and stiggestions
into this document as well as the results and recommendation of the Evaluation
Team's research.

! Records and files were reviewed within the respéctive offices at DOL, OMB, and QIG. The
search did not include an examination in either the National Records Center or the National
Archives.
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Budgeting

The PBGC is presented in the President’s Budget as a division within the
Department of Labor. Per ERISA (29 U.S.C. §1302(g)(2)), "The receipts and
disbursements of the corporation in the discharge of its functions shall be
included in the totals of the budget of the United States Government.” However,
PBGC's soutee of financing is provided exclusively through its own means,
primarily annual premiums paid by sponsors of ongoing covered plans, assets
from terminated plans, investment income, and amounts due PBGC from
sponsors of terminating plans,

Authoritative Guidance

As noted above, PBGC is displayed in the President’s Budget as a Federal
Program by Agency and Account within DOL. OMB Circular A-136 and
Statement of Federal Financial Accounting Concepts (SFFAC) No. 2, 9 42,
identify this as conclusive criteria that the entity is a component entiry of the
executive department.

Rationale for Not Considering PBGC a Component Entity of DOL for
Financial Statement Reporting

There are three primary rationales that PBGC should not be considered a
component entity of DOL for financial statement reporting.

1. Prevalent Practice Established due to Specific Circurnstances

a. PBGC has established itself as a stand-alone government corporation
since its inception in 1972. PBGC has issued audited financial
statements since its inception and has received an unqualified audit
opinion for the past 14 years. Parties interested in understanding
PBGC’s role in protecting private-sector defined benefits plans are
accustomed to consulting PBGC's audited financial statements.

b. DOL prepares financial statements under the CFO Act of 1990. DOL
has received an unqualified audit opinion for the past 10 consecutive
years, DOL. has excluded PBGC as a component entity of DOL's
consolidated financial statements since 1992, its first year of published
financial statements. DOL has routinely included a statement in its
annual financdial reports that PBCC is excluded from the consolidated
financial staternents based on an OMB waiver, Therefore, a prevalent
practice of not consolidating PBGC into its audited financial
statements has been established. Under the Generally Accepted
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Accounting Principles (GAAP) hierarchy under the AICPA Staternents
on Auditing Standards, AU 411, paragraph 5,2 “The sources of

established accounting principles that are generally accepted in the
United States are...

{d) Practices or pronouncements that are widely recognized as
being generally accepted because they represent prevalent
practice in a particular industry, or the knowledgeable
application to specific circumstances of pronouncements that
are generally acceptad.”

2. Unusual Circumstances Result in Misleading Financial Statements

a. HRISA provides that the U.S. Goverrunent is not liable for any
obligation or liability incurred by the PBGC.

b, PBGC provides financial data directly to the Department of the
Treasury for consolidation into the FRUSG. From a stewardship
function, the U.S. Government includes PBGC-specific information in
tables and footnotes to the FRUSG as part of its report on the nation’s
financial condition. However, the U.S. Government does not assume
the PBGC's liabilities.

¢. If PBGC were consolidated into DOL's financial statements, a reader of
those statements may erroneously think PBGC’s obligations and
liabilities are backed by DOL,

3. Budget Presentation

a. Inthe President’s Budget, PBGC is under DOL and PBGC subrnits its
budget through DOL. However, PBGC and DOL have separate
budgets. PBGC receives-appropriations for its administrative expenses
(which are self-financed through premium payments), but PBGC has
permanent indefinite spending authority as it applies to the payment
of benefits. PBGC does not draw on DOL resources,

b. PBGC’s budget has the same format, exhibits, and deadlines as other
DOL agencies, but DOL does not, for example, guide PBGC’s
investment strategy, support PBGC’s lawsuits against pension plans,
or permit PBGC use of DOL’s Working Capital Fund.

2 Also cited in OMB Circular A-138, revised (July 24, 2006).
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¢. Therefore, PBGC showld not be considered an entity under DOL based
solely on the conclusive criterin in SFFAC 2, paragraph 41. Since the
establishment of a prevalent practice discussed above would be
considered “Level D” GAAP (auditing standards, AU 411 5 &), this
should have priority over the Federal Accounting Standards Advisory
Board concept statement (SFFAC No. 2, 9 42) and PBGC should
continue to be excluded as a component of the DOL financial
statements.

Conclusion

As discussed in this document, there are several compelling arguments
confained within GAAP Level D guidance for PBGC not to be considered a
component entity of DOL for consolidated financial statement reporting.
Accordingly, T agree that PBGC should not be considered a component entity of
DOL and OMB should grant a permanent waiver from consolidating PBGCs
financial statements into DOL’s consolidated financial statements.

Concurrence to Waiver Request Date
Linda Combs
Controller, Office of Management and Budget




THE CONTROLLER
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUL 18 2007

Yoko Albayrak

Acting Deputy Chief Financial Officer
Department of Labor

200 Constitution Ave, N.W.
Washington, DC 20210

Dear Ms. Albayrak:

Thank you for your leiter dated May 23, 2007 requesting a waiver from the Office
of Management and Budget (OMB) to allow the Pension Benefit Guaranty Corporation
(PBGC) to be excluded from the Department of Labor (IPOL) consolidated financial
statements for FY 2007 and beyond. Iam responding to yout request on behalf of the
Director of OMR,

Your current letter of May 25, 2007 follows your letter of Qctober 19, 2006. In
your October 19, 2006 letter, DOL requested a waiver from the requirement that PBGC
be included in DOL.s consolidated financial statements in FY 2006.. As we indicated to
youwin:our November.] » 4006:response,-eompaonents. of execgitivg departmér;ts_.g_xgg. ,
reguired to be included in the, organizatipn-wide congolidated.financial statements (see,
OMB Circular A-136, Fingneial Reporting Requirements and the Statement of Vederal | .
Finaneial Accounting Goncepts (SFFAC) No..2,-Entity and Display). Under these
criteria, PBGL is requiredso be -indludedain.D,_OL,.pqnsolidated financial statements..
OMB approval is required for-a waiver from these requirements.

According to your October 19, 2006 letter, and consistent with historical
experience, DOL has excluded PBGC from its consolidated financial statements pursuant
to an OMB waiver issued in the mid-1990s. However, a copy of the original waiver has
not been located. For this reason, OMB’s November 1, 2006 response to your October
19, 2006 request granted a limited waiver for FY 2006. In addition, our November 1,
2006 letter indicated that we would have future discussions with DOL to determine
whether a waiver was appropriate, for periods beyond FY 2006.

As noted in your most recent letter of May 25, 2007, DOL and PBGC performed
an in-depth study of the metits of a permanent waver: Yourdetter notes that since its
inception, PRGC has prepared. its.own audited financial statemenis under the Government
Corporation Control Act (59:Stat: 597, codified-at 31.U.S.C. § 841 et seq.) and also
submits financial data dizectly to the Depaitment of the Treasury for the,Financial Report
of the United, States-Government. -Moreover, youzletter notes that PBGC is viewed as a
stand-alone entity in.which interested pasties are accustomed 0 accessing information
through. PBGC audited financial.statements, Finally, under this reporting format, PRGC
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has received an unqualified independent audit opinion for the past 14 consecutive years,
and DOL has received an unqualified audit opinion for the past 10 consecutive years,

For the reasons stated above, on behalf of the Director, I am granting your request
t0 waive the requirement to present PBGC as part of DOL consolidated financia)
repotting for F'Y 2007 and beyond. '

If you have any questions, please contact Carrie Hug at (202) 395-3993,

Sincerely, '

Linda M. Combsg
Controller

ce: Calvin L. Scovel ITL, Inspector General
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u.s. Department of Labor Office of the Assistant Secretary
for Administration and Management
Washington, D.C. 20210

0cT 25 2007

MEMORANDUM FOR HEATHER FLANAGAN
Pariner, KPMG, LLP

FROM: PATRICK PIZZELLA
Assistant Secretary fox
Administration and Management

'
r

LISA D. FIELY X f(@{}
Acting Chief Fir%;f%}% icef

SUBJECT: Pension Benefit Guaranty Corporation:
Performance Information

The purpose of this memorandum is to offer background information and the rationate for
including performance information for the Pension Benefit Guaranty Corporation
{(PBGC) in the Department of Labor’s annual Performance and Accountability Report
(PAR) — while excluding PBGC in the Department’s financial statements. Your staff
noted this inconsistency during the course of KPMG’s BY 2007 audit work. Although
we each have discrete areas of responsibility in this matter, we conour on the rationale
and wished to jointly reply.

Background

The Depariment has excluded PBGC as a component entity for financial statement
reporting purposes since 1992, when DOL issued its first financial statements under the
Chief Financial Officers Act. Since the issuance of the FY 1999 DOL Performance and
Accountability Report (PAR) — which first combined financial and performance reporting
— the practice of excluding PBGC from the Department’s consolidated financial
statements has continued; however, each year’s DOL PAR has included PBGC’s
performance reporting,

The authority to exclude PBGC as a component entity in the Depariment’s financial
statements from the DOL PAR was reaffirmed by the Comptroiler of the Office of
Management and Budget (OMB) in the attached July 18, 2007 letter in which OMB
granted DOL’s request for a waiver from the Circular A-136 requirement to include all
components of executive departments in the consolidated financial statements. While the
attached May 25, 2007 request memo established PBGC’s status as an excluded
component for financial reporting purposes, it did note that PBGC s displayed in the
President’s Budget as a Federal Program by Agency and Account within DOL.” In
approving the exclusion of PBGC from the Department’s financial statements, OMB
cited the customary acceptance of the Corporation's separate financial reporting and the
evidence of their competence at performing the task: 14 consecutive unqgualified
independent audit opinions.
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Rationale

As required by the Government Performance and Results Act (GPRA), the guiding
document for performance reporting purposes is the Annual Performance Plan. DOL's
Annual Performance Plan is contained in the Performance Budget Overview appendix of
the annual Congressional Budget Justification (CBJ). Because PBGC’s hudget request is
included in the DOL CBJ, their performance goals are also included. In accordance with
GPRA requirements, we report on PBGC’s performance against its goals and targets at
the end of the fiscal year. PBGC’s inclusion is also consistent with the President’s
Management Agenda’s requirement of the integration of budget and performance data.
We interpret the absence of any mention of reporting PBGC’s performance information
in the July 18 waiver as OMB's approbation for continuing DOL’s long-standing practice
of incorporating PRGC’s performance information in our annual report. Incorporating
PBGC’s performance information in DOL’s PAR has similarly achieved customary
acceptance, as has been validated by awards from George Mason University’s Mercatus
Center and the Association of Government Accountants.

Conclusion

The Department is proud of its record of producing a high-quality PAR — and believe that
our readers benefit from the inclusion of PBGC’s performance information. Moving
forward, we plan fo continue reporting PBGC’s performance information — but have
taken steps to increase transparency and reduce potential confusion. First, for those
readers wishing fo review PBGC’s financial statements, we have included a link to
PBGC’s Annual Management Report. We have also added the following footnote to the
presentation of DOL’s organization chart on page five of the PAR: “PBGC, a Federal
corporation ereated by the Employee Retirement Income Security Act of 1974, is not
included in the DOL organization charl, However, in accordance with the requirements
of the Government Performance and Results Act (GPRA), PBGC's performance
reporting is included in this report in that PBGC’s performance goals are included in the
Department’s performance budget.”

Thank you for pointing out this apparent inconsistency. We hope that this adequately
addresses your concems, and improves the transparency of our PAR. Should you have
questions or concerns, your staff may contact Rick French, the Direcior of the Program
Planning and Results Center, at 693-4088. They may also contact Yoko Albayrak in the
Office of the Chief Financial Officer at 693-6800. '

cc: Acting Deputy Secretary Radzely
Inspector General Heddell

Attachments




	2011_12_Tab_C_Component_Reporting_Entity_Memo.pdf
	GAOHQ-#5335569-v1-FE_2011_12_TAB_C_COMPONENT_APPEDIX_DOL_PBGC_BACKGROUND.PDF.pdf
	OMB PBGC Waiver Request Letter 05 25 2007.pdf
	OMB PBGC Waiver Response Letter 07 18 2007.pdf
	KPMG PBCG Background Memo 10 25 07.pdf



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<


    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>



    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>


    /SKY <>

    /SUO <>
    /SVE <>
    /TUR <>

    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




