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Request to review par. 313 of SFFAS 7 Debt Cancellation– Tab H

MEETING OBJECTIVES
The objective of this session is to consider whether paragraph 313 of SFFAS 7,
Accounting for Revenue and Other Financing Sources and Concepts for Reconciling
Budgetary and Financial Accounting that pertains to debt cancellation needs to be
revised.
BRIEFING MATERIAL
This memo presents background information regarding a request for guidance. The staff
analysis is attached along with questions for the Board on page 13. You may
electronically access all of the briefing material at http://www.fasab.gov/boardactivities/meeting/briefing-materials/.

Attachment A- Staff Analysis
Attachment B- Letter from Department of Homeland Security to Treasury, Bureau
Fiscal Service
Attachment C- Excerpt from Department of Homeland Security 2018 Annual
Financial Report
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BACKGROUND
As noted, Treasury and OMB requested that FASAB review paragraph 313 of SFFAS 7,
Accounting for Revenue and Other Financing Sources and Concepts for Reconciling
Budgetary and Financial Accounting that pertains to debt cancellation to determine if it
needs to be revised. Specifically, issues were raised during 2018 agency audits related
to the accounting treatment of a Congressional $16 billion cancellation of debt that
impact several reporting entities and resulted in a material weakness being reported at
one agency.
PHASE
This potential project is in the research and development phase.
NEXT STEPS
The next steps depend on Board member feedback and answers to the staff questions.
If members agree that paragraph 313 needs to be updated, staff will work on proposed
revisions. Staff has also presented options for the Board to consider in moving forward.
For example, the amendment to paragraph 313 may be in a future Omnibus or a
separate Statement. Much of this would be based on Board preference, scope of the
amendments, and the timing and potential of topics for the next Omnibus.

MEMBER FEEDBACK
Please contact me as soon as possible to convey your questions or suggestions.
Communication before the meeting will help make the meeting more productive. You
can contact me by telephone at 202-512-5976 or by e-mail at batchelorm@fasab.gov
with a cc to valentinem@fasab.gov.
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Attachment AStaff Analysis-Debt Cancellation Issue - SFFAS 7, paragraph 313
Treasury and OMB Request:
Treasury and OMB requested that FASAB review paragraph 313 of SFFAS 7,
Accounting for Revenue and Other Financing Sources and Concepts for Reconciling
Budgetary and Financial Accounting, to determine if it needs to be revised or clarified.
Specifically, they believed there may be a potential disconnect in requirements related
to debt cancellation for financial reporting purposes.
The relevant language from SFFAS 7 is:
313. Cancellation of debt.—The debt that an entity owes Treasury (or other agency) may
be canceled by Act of Congress. The amount of debt that is canceled (including the
amount of capitalized interest that is canceled, if any) is a gain to the entity whose debt
is canceled and a loss to Treasury (or other agency). The purpose of borrowing authority
is generally to provide an entity with capital rather than to finance its operations.
Therefore, the cancellation of debt is not earned by the entity’s operations and is not
directly related to the entity’s costs of providing goods and services. As a result, the
cancellation is a nonexchange gain to the entity that owed the debt and a nonexchange
loss to the lender.

2018 Issue
Treasury and OMB presented a request for guidance based on an issue raised during
the FY2018 audit cycle. Previously, FEMA borrowed $16 billion from Treasury and the
agencies were showing a payable/receivable relationship for that amount. Public Law
115-72 relieved the National Flood Insurance Fund (FEMA) of this liability by cancelling
the debt. See the language below. Pursuant to a provision in a supplemental
appropriations act, Congress cancelled $16 billion of the Federal Emergency
Management Agency (FEMA, an agency of the Department of Homeland Security) debt
to the Treasury Department for the National Flood Insurance Program (NFIP).
PUBLIC LAW 115–72—OCT. 26, 2017:
SEC. 308. (a) Notwithstanding sections 1309, 1310, and 1310a of the National Flood
Insurance Act of 1968 (42 U.S.C. 4016– 4017a) and section 15(e) of the Federal Flood
Insurance Act of 1956 (42 U.S.C. 2414(e)), and any borrowing agreement entered into
between the Department of the Treasury and the Federal Emergency Management
Agency, of the indebtedness of the Administrator under any notes or other obligations
issued pursuant to section 1309(a) of the National Flood Insurance Act of 1968 (42
U.S.C. 4016(a)) and section 15(e) of the Federal Insurance Act of 1956 (42 U.S.C.
2414(e)) that is outstanding as of the date of the enactment of this Act, an amount of
$16,000,000,000 is hereby cancelled. To the extent of the amount cancelled, the
Administrator and the National Flood Insurance Fund are relieved of all liability to the
Secretary of the Treasury under any such notes or other obligations, including for any
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interest due under such notes and any other fees and charges payable in connection
with such notes, and the total amount of notes and obligations issued by the
Administrator pursuant to such sections shall be considered to be reduced by such
amount for the purposes of the limitation on such total amount under such section
1309(a). (b) The amount of the indebtedness cancelled under subsection (a) may be
treated as public debt of the United States. (c)(1) This section is designated as an
emergency requirement pursuant to section 4(g) of the Statutory Pay-As-You-Go Act of
2010 (2 U.S.C. 933(g)). (2) The amount provided in this section is designated by the
Congress as being for an emergency requirement pursuant to section 251(b)(2)(A)(i) of
the Balanced Budget and Emergency Deficit Control Act of 1985.

Discussion with FASAB Counsel
Due to PL 115-72 language not specifying how the debt cancellation was to be funded,
FASAB staff asked FASAB’s general counsel (GC) for any legislative insights for debt
cancellation legislation. Specifically, if there is anything implied regarding how it should
be funded? GC was not aware of any legal guidance on how agencies should carry out
an appropriations act directing that debt owed by another federal entity be cancelled.
One point noted was that it could be considered analogous to a waiver under the federal
debt collection statutes, but it would be by analogy only—those laws on their face
wouldn’t apply to this kind of situation.
FASAB staff also notes that when Congress enacts a public law that cancels or forgives
debt, sometimes they may include appropriation language but in other instances, they
may not. FASAB staff inquired of GC if there were particular circumstances for each.
The short answer is that GC was not aware of any consistent practices in that regard.
It’s hard to make general statements, as there is a lot of variation in how each individual
appropriations account and program-authorizing legislation is written.
Congress may use different legislative language in different situations. It’s not bound to
using one particular approach, and there aren’t legal definitions of the terms used that
would apply across all laws, so you have to look at the language of each statutory
cancellation individually. Typically, Congress won’t specify the mechanics of how to
achieve the cancellation. It will be up to the relevant agencies to carry out, working in
conjunction with central offices such as Treasury and others to ensure government-wide
procedures are in place.
GC noted in the flood insurance example, Treasury did not need an appropriation of
new budget authority because they have standing authority to manage the General
Fund of the U.S. government2 (or often referred to as the “Treasury General Fund”)
among other things, satisfy the cash needs of federal entities exercising statutory
borrowing authority. It should be noted, this could have been accomplished by
appropriating funds to the borrowing agency, with instruction that it be used to pay off
borrowing from Treasury. In other instances, though, budget authority might be needed,
such as to cancel/forgive a debt covered by the Federal Credit Reform Act.
2

The General Fund is a separate reporting entity from Treasury.

4

SFFAS 7
As noted, staff was requested to review SFFAS 7, paragraph 313. The relevant
language from SFFAS 7 is:
313. Cancellation of debt.—The debt that an entity owes Treasury (or other agency) may
be canceled by Act of Congress. The amount of debt that is canceled (including the
amount of capitalized interest that is canceled, if any) is a gain to the entity whose debt
is canceled and a loss to Treasury (or other agency). The purpose of borrowing authority
is generally to provide an entity with capital rather than to finance its operations.
Therefore, the cancellation of debt is not earned by the entity’s operations and is not
directly related to the entity’s costs of providing goods and services. As a result, the
cancellation is a nonexchange gain to the entity that owed the debt and a nonexchange
loss to the lender.

Paragraph 313 is part of Appendix B, Guidance for the Classification of Transactions in
SFFAS 7. Appendix B provides authoritative3 guidance on which transactions should be
classified as exchange transactions and which should be classified as nonexchange
transactions or other financing sources. Specifically, the appendix provides guidance for
the classification of specific transactions based on the standards for accounting for
revenue and other financing sources, and the reasoning behind these standards as
explained in the Introduction and the Basis for Conclusions. Cancellation of debt is
included under Intragovernmental Transactions: Nonexchange transactions—
intragovernmental: gains and losses.
Staff also notes that SFFAS 7, Basis for Conclusions provides discussion about the
budgetary process and its linkage to accounting. Certain paragraphs provide detail
about budget authority, as included below:
209. The budgetary process provides a component entity with budgetary resources
through appropriations acts. Budget authority may be provided in the form of
appropriations, borrowing authority, contract authority, or spending authority from
offsetting collections. An appropriation may make funds available from the General
Fund, special funds, or trust funds—including amounts received from earmarked taxes—
or may authorize the spending of offsetting collections credited to expenditure accounts.
Budgetary resources also include unobligated balances remaining from prior reporting
periods and a number of adjustments (e.g., recoveries of prior year obligations).
Execution of the budget includes the obligation of budgetary resources and the outlays
to liquidate the obligations.
210. Borrowing authority is sometimes used instead of appropriations to incur obligations
and make payments to liquidate them out of borrowed money. However, borrowing
money under this authority does not change the net position of the entity. The liability
created by the borrowing is recorded along with the related asset (the cash borrowed).
Repayment of the liability later will normally require the use of an offsetting collection or
an appropriation. Assets acquired as a result of borrowing may be later amortized or
3

Appendix B SFFAS 7 is the only Appendix of an SFFAS that has authoritative status.
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written off and become part of an entity’s costs. When this occurs, or in the unusual
event that the borrowing finances expenses rather than assets, the entity’s net position
will be reduced.
211. Contract authority is not a reportable financing source because it only allows
agencies to incur obligations in advance of receiving funds to pay for any resulting
liabilities. The funds to liquidate any resulting liabilities will come from an appropriation or
offsetting collections. For financial statement purposes, a financing source is recognized
in accordance with the appropriate accounting standards for the type of financing
received to liquidate the liability. Under past practice the financing was recognized at the
time liabilities were incurred, but under the new standard the financing will not be
recognized until liquidating appropriations are made available, which may be in the same
reporting period as the liability is incurred or a later period.
212. Appropriations, including permanent indefinite appropriations, are the most widely
used form of budget authority. When obligated by orders for, or receipt or provision of,
goods, services, or benefits, they are reflected as obligations incurred. 43 When used,
appropriations are accounted for as an inflow of resources (i.e., an other financing
source) in calculating net results of operations for the reporting period.
FN43 Amounts appropriated to liquidate contract authority or repay debt are not
available to incur new obligations and hence are not considered budget authority.

Treasury Guidance (posting logic)
Due to PL 115-72 language not specifying how the debt cancellation was to be funded,
DHS/FEMA consulted with Treasury Bureau of Fiscal Service (BFS) which then led to a
series of meetings. Treasury and OMB (in consultation with their counsel) determined
what actions should be taken. They determined that FEMA would receive a “negative
surplus warrant” to repay Treasury.
Per the Treasury guidance, DHS/FEMA was required to record the debt cancellation as
a budgetary financing source “other adjustment” on their SCNP and to show this
financing source as having been used. Therefore, the Treasury guidance required an
increase to DHS’s Fund Balance with Treasury (FBWT) to implement the cancellation
although there was no appropriation provided. All counsels (including OMB and
Treasury lawyers) concurred that the debt cancellation did NOT constitute an
appropriation.
Per Treasury, they believed the negative surplus warrant to be the appropriate
mechanism because it is the only available method to increase DHS’s FBWT. Treasury
explained the negative surplus warrant constituted a budgetary resource for DHS and
its use to cancel FEMA debt constituted a use of budgetary resources.
The posting logic with illustrative transactions is included below:
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Discussion with DHS/FEMA
FASAB staff held a teleconference to obtain the views from representatives from DHS,
FEMA and DHS/OIG.
The representatives from DHS and FEMA explained that there were several meetings
between DHS/FEMA, Treasury and OMB regarding this issue. DHS/FEMA explained
that they believed the cancellation of debt should be recognized as non-exchange gain
in accordance with SFFAS 7. However, after several meetings, Treasury BFS
developed and issued new posting logic, which was added to the TFM in August 2018.
This was intended to enable recording cancellation of debt where there is no
appropriation warrant. DHS and FEMA were uncomfortable with the posting logic, which
included the “negative surplus warrant" to make it appear that FEMA was appropriated
$16 billion to repay debt. Based on discussions, most of the decisions were driven by
those from the OMB Budget Review Division (consistent with legal counsel guidance).
Despite concerns, DHS/FEMA prepared September 30, 2018 financial statements in
accordance with the Treasury prescribed posting logic. During the FY 2018 audit of
DHS, the auditors identified this reporting treatment as a material weakness. In order
not to lose the unmodified opinions on their AFR and closing package audits, DHS
made the correcting entry required by the auditors to undo the posting logic, and
recognize a non-exchange gain for $16 billion which was reflected in both DHS’s AFR
and the closing package financial statements.
See Attachment B- Letter from Department of Homeland Security to Treasury,
Bureau Fiscal Service. Copies of this letter were also sent to the OMB Deputy
Comptroller for Federal Financial Management and the FASAB Executive Director so
that the issue may be resolved. This was also what led to the request by Treasury and
OMB.
Discussion with Treasury ODCFO
FASAB staff held a teleconference to obtain the views from representatives from
Treasury, Office of the Deputy Chief Financial Officer (ODCFO) and Treasury, Federal
Investments and Borrowings Branch (FIBB).
The ODCFO and FIBB representatives shared that they believed OMB (along with their
counsel) was heavily involved in the transactions and the process throughout. Also,
Treasury’s general counsel had been involved throughout the process when assessing
the public law. A key factor at the time was whether appropriation language could be
added to the public law because it had not been included initially. While most agreed it
could have been and also agreed that there was no desire to not include appropriation
language, it may been time consuming or difficult to do so at such a late stage.
Therefore, OMB and Treasury came up with an accounting mechanism to allow the
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necessary authority to liquidate the debt. In essence, it appeared as if an appropriation
had been provided to repay the debt.
The ODCFO and FIBB representatives could not speak specifically to the posting logic
because that was determined by OMB and Treasury, Fiscal Service. However, ODCFO
and FIBB accepted the posting logic presented because it was agreed upon by counsel
and, in their view, FEMA was provided with the financing source to cover the liability
and Treasury was made whole.
Discussion with OMB and Treasury, Fiscal Service
FASAB staff held a teleconference to obtain the views from representatives from
Treasury, Bureau Fiscal Service and the Office of Management and Budget. The
representatives were clear that the legal counsel from Treasury and OMB made the
interpretations of PL-115-72 and came to certain agreements. From those decisions,
the Treasury posting logic followed the source or agreements determined by counsel.
Counsel determined that the language did not support an appropriation. Because there
was no authority for an appropriation or a warrant, OMB and Treasury budget and
accounting staff determined a negative surplus warrant should be used to provide the
budgetary financing resource. In effect, it was a non-appropriation providing budget
authority via the funding mechanism created through a negative surplus warrant.
Typically, an appropriation or warrant increases budget authority. A surplus warrant
decreases budget authority. A negative surplus warrant is used to increase budget
authority. FASAB staff asked for examples of when a negative surplus warrant would be
used. Though it is not used routinely, a negative surplus warrant can be used if an
agency erroneously returns money to Treasury. Treasury would issue a negative
surplus warrant to provide the authority and fund balance to the agency. In the past
there have also been negative surplus warrants completed for single annual year HHS
TAS for the purposes of "upward adjustments for returned Indefinite authority related to
prior year unpaid obligations" and these are now and moving forward being processed
as new Indefinite warrants to the expired period of availability TAS.
Treasury representatives confirmed that the negative surplus warrant for the $16 B for
FEMA legislative debt forgiveness was a unique and extraordinary occasion that
Treasury and OMB Chief Counsels opined did not meet the legal requirements for an
appropriation. The negative surplus warrant was the only accounting and budget
mechanism to record FBWT and authority with the General Fund for FEMA’s use.
Given the uniqueness of the negative surplus warrants and that they are rare; Treasury
representatives stated there has been a shift away from this type of transaction for
several reasons, including discussions with OMB on proper posting and reporting
changes.
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Given the above (that a negative surplus warrant was issued) FEMA received $16
Billion that it then transferred to Treasury to repay their debt. This is the main reason
that the posting logic transactions show no gain/loss, because in their perspective the
payable/debt was repaid with the resources provided via the negative surplus warrant.
Certain representatives from Treasury and OMB believe that the FASAB guidance
surrounding debt cancellation may not be appropriate because debt is not typically
written off between federal entities. The representatives noted that they were not aware
of any instances where a gain or loss had been recognized by reporting entities due to
debt cancellation as provided by par. 313 of SFFAS 7. The representatives recalled
another example from approximately 10 years ago where Congress provided relief but
also provided the appropriation in the same legislation. However, no gain or loss was
recognized by the respective reporting entities.
The representatives acknowledge the current Technical Bulletin 2019-1, Loss
Allowance for Intra-governmental Receivables that is presently out for comment, but
noted the practice as it relates to Treasury securities and loans differ because they were
not aware of write offs being recorded.
Staff Analysis
FASAB staff gathered additional information by meeting with the affected and pertinent
agencies to gain a better understanding of the issue so that staff may provide the Board
with information to determine if SFFAS 7, paragraph 313 regarding debt cancellations
needs to be updated, revised, or clarified.
Given past experience; Congress may use different legislative language in different or
even similar situations. It’s not bound to use specific language or particular approaches.
Typically, Congress won’t specify the mechanics of how to achieve the legislative intent
of cancellations. It will be up to the relevant agencies, working in conjunction with
central offices, to carry out the intent of the legislation.
In summary, based upon the opinion of OMB and Treasury Chief Counsels, Treasury
executed a negative surplus warrant to give FEMA authority to write off its debt.
Treasury received “proceeds” through the negative surplus warrant and thus forgave the
debt. SFFAS 7 provides that the forgiving entity (Treasury) has a loss and the forgiven
entity (FEMA) has a gain. However, the transactions provided by Treasury, BFS were
based on decisions made by Treasury and OMB Counsel, which included the budgetary
transactions that look like financing (budgetary source) being given to FEMA to give to
Treasury by the “general fund.”
However, as explained above, DHS auditors interpreted SFFAS 7, paragraph 313, as
requiring DHS to account for the debt cancellation as a gain from non-exchange
financing sources on DHS FY18 Statement of Changes in Net Position (SCNP) rather
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than as a budgetary financing source as prescribed by Treasury’s guidance. Therefore,
reversing entries were required.
While staff notes that this all eliminates in the government-wide consolidation—the
question is does it matter whether the transaction is a gain/loss or a financing source on
the respective agency’s financial statements.
The Board has noted that the statement of net cost should reflect the costs of the
reporting entity’s activities and whether a gain/loss is reported would affect the entity’s
net cost of operations. The Board noted in developing SFFAS 7 that amounts
appropriated to repay debt are not considered budget authority. Further, the Board also
required that the cancellation of debt be a nonexchange gain to the entity that owed the
debt and a nonexchange loss to the lender.
It is important to note that in this particular example, staff believes the key information is
that federal policy makers’ decisions may result in an indirect benefit to future policy
holders. If insurance rates are supposed to be based on actual experience and the
losses associated with the debt forgiveness (past insurance losses) are not factored into
future rates, future policy holders may pay lower rates because of the debt forgiven.
Staff believes disclosures would provide more relevant information and readers may
have a better understanding of the economic substance of the transaction. Neither
accounting treatment alone would provide this to readers—especially at the
government-wide level because neither accounting treatment would make it apparent to
readers because of eliminations.
At the DHS/FEMA component level – staff believes it is very important to highlight
through disclosure that a government decision may result in relieving future policy
holders of the obligation to make up past losses, if that is indeed the case. Note, please
see Attachment C- Excerpt from Department of Homeland Security 2018 Annual
Financial Report for what was reported in the FY 2018.
The main issue is whether the Board believes the accounting treatment of presenting a
gain/loss on component level statement of net cost is still appropriate. The statement of
net cost is intended to report the cost of programs and may be the key financial
statement at the component level. Reporting a gain/loss on the statement of net cost
might alert the reader to an unusual event and a note disclosure could explain the
reason for the gain.
Alternatively, would reporting a gain/loss be potentially confusing or misleading to
readers to show a gain/loss resulting from congressional action? Would it be more
meaningful to highlight the financing source and provide a corresponding note
disclosure?
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QUESTIONS FOR THE BOARD: The above staff analysis provides the discussion
and insights to prepare the Board to discuss the following questions:
1. Does the Board believe par. 313 of SFFAS 7 is still appropriate and that
cancellation of debt is a nonexchange gain to the entity that owed the debt and a
nonexchange loss to the lender? Alternatively, does the Board believe it would be
more appropriate as a Financing Source?
2. Does the Board believe par. 313 of SFFAS 7 should be revised or updated?
This question goes beyond the gain/loss question. Specifically, the Board may
believe par. 313 needs to be updated in general. For example, the paragraph may
need updating to provide for general disclosures that may be relevant to debt
cancellation—such as the legal authority authorizing the cancellation and a
summary of the impact4 of the cancellation on the reporting entities. Further,
there may be other aspects of the paragraph that need refreshing which may lead
the Board to replacing par. 313 versus amending certain sentences.
3. If the Board believes par. 313 needs updating, is the scope narrow enough that
it could be included in the next Omnibus? Alternatively, would the Board prefer to
issue a separate Statement to amend SFFAS 7? Much of this would be based on
Board preference, scope of the change and guidance, and the timing and
potential of topics for the next Omnibus.

4

For example, in the scenario presented in the staff analysis for DHS/FEMA and Treasury, it may be
relevant to disclose the impact on current and future users/policyholders, including if charges for the
goods and services provided are based on past costs and the costs associated with the canceled debt
are not going to be factored into future charges, then this fact should be disclosed.
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