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Accounting @&ipIes, ‘standards; &d related requirements for executive 
agencies have been $ibhshed in ‘I’$le,Z,, “Accountig: .of’the GeneraI (,i ,A.,. Accounting G@ze’s (GAO) w Proce,for G&ce qf 
w in accordance with 31 U.S.C. 3511. In December 1993, GAO 
issued a memorandum explaining that the accounting principles, standards, and 
related requirements adopted by the three principals (the Secret$ry of the’ 
Treasury, the Comptroller General, and the Director of the Office of 
Management and Budget) as a’resuh of the mcial Accounting Standards 
Advisory Board (FASAB) recommendations would be published by GAO after a 
sufkient number had been approved. Two accounting concept statements and 
eight accounting standards have now been approved. 

The attached Volume 1, “Original Statements,” Statemqnts of Federal w 

eight standards as approved and 
contains the two concept statements and 

no& being issued as a single document. ,It 
supersedes appendix I of Title 2, except for the following 13 areas in appendix I 
of Title 2 which have not yet been addressed by FASAB. These 13 still may be 
used as authoritative guidance: 

Standard C30, “Compensated Absences.” 
Standard ElO, “Entitlements.” 
Standard E20, “Equity of the US Government,” related to reversionary 

interest in property and trust funds. 
Standard F30, “Foreign Currency.” 
Standard F40; “Fund Accounting,” related to deposit, trust, and fiduciary 

funds. 
Standard GlO, “Grants and Cooperative Agreements.” 
Standard 110, “Imputed Interest,” related to the cost of capital. 
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Standard 140, nlnvestmen&’ 
Standard LlO, “Leases,” where the agency is the lessor.’ 
Standard L40, “Long-term Contracts,” related to cost and expense 

recognition. 
Standard P40, “Property, Plant, and Equipment,” related to reversionary 

interest in property. . 
Standard R20, “Regulatory Accounting.” 
St&dard R40, “Research and Development” 

The FASAB ‘ktak are also z~@dng on a;mond volume .whi&-+ contain the 
materials in the -approv&d conckpt stateniei& id eight Standaids arranged 
alphabeticaly by subject m$@. As Mt$,Y$ve ,1, that dQcp?pt will also be 
considered as ti~~ublkation of $mdkds suptrseding.‘IWe 2; except for the 13 
areis just &ted. VqlWe 1 is, available, @..ele:p+ fqrm* on ecenet, 
http#www.~~~net.gov/, f&e& page, aq!our$ing &andards. For a hard 
copy, call the G&emnient @x&g O&k (202) 512-18(&k 

,&og&&. .‘;, 

of the..United S&es L 1’ 
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FOREWORD .., 

This volume is the first of a two volume set referred to as the “Codification.! It 
contains the original text that currently constitutes the body ‘of accounting concepts tid 
standards for thiU.S. Government.’ Sbecifkally, the volume incorporates the following 
documents ‘published. through February 28, 1997: .: 

” 1’ ., ‘. 

- Statements of Federal Financial Accounting Conce$s 1 & 2, ‘and. 
- ‘Statementi of Federal Financial Accounting Standards 1-S.’ ” : ’ .3 ! j: 

o&-s .o~&~..Sia*em~~~i. ,:’ . ,,I: o&-s .o~&~..Sia*em~~~i. ,:’ . ,,I: .’ , ; .’ , ; 
,>” ,>” 

,,_ ,,_ 
,, ,, T’ T’ ,, ,,.,’ ,, ,,.,’ i i 

.?, ~~ co~~~~ts and,~d~& presen;ccl in me tulro- volume sit resulted .frb;~.,:the join* IL ,,‘, .?, ~~ co~~~~ts and,~d~& presen;ccl in me tulro- volume sit resulted .frb;~.,:the join* IL ,,‘, 
effoiis df.6. De$&ibt of *e.i’r&&&$l.(y.suryX. *i &c&.of Mhagitisnt hd,Blidg’.&: a’/ effoiis df.6. De$&ibt of *e.i’r&&&$l.(y.suryX. *i &c&.of Mhagitisnt hd,Blidg’.&: a’/ 

(OMB),‘and the General Accounting Office (GAO). These three central agencies, refer&to .. (OMB),‘and the General Accounting Office (GAO). These three central agencies, refer&to .. 
collectively as the “princiuals”,,, established the Federal Accounting Standards Advisory Board collectively as the “princiuals”,,, established the Federal Accounting Standards Advisory Board 
(FASAB) in 1990. FASA& was created to consider.‘and recommend ‘accounting standards and (FASAB) in 1990. FASA& was created to consider.‘and recommend ‘accounting standards and 
princi@s.2 The principals ultimately decide-upon .the princifiles, and standards. princi@s.2 The principals ultimately decide-upon .the princifiles, and standards. ” ” 

_’ _’ . . . . 
The Codification includes only those ~principles and ~standards’agreed to by the’ The Codification includes only those ~principles and ~standards’agreed to by the’ 

principals. :.FASAB is publishing the Codification ‘.as a comprehensive basis of accounting, for principals. :.FASAB is publishing the Codification ‘.as a comprehensive basis of accounting, for 
Federal re&uting entities. It is expected that FASAB will continue to recommend statements Federal re&uting entities. It is expected that FASAB will continue to recommend statements 
on specialized topics. As new’statements and interpretations are adopted;the Codification on specialized topics. As new’statements and interpretations are adopted;the Codification 
will be updated. .. will be updated. .. . . ./* ./* 

Purpose of the Codification 

The Codification of Federal accounting concepts and standards is a two volume set 
with extensive cross4eferencing and indexing: The volumes are designed to meet the needs 
of users ‘for references to original statements (Volume I) and to standards alphabetized ,by 
topic (Volume II). Both .volumes serve ‘as authoritative references to the standards and 
interpretations. 

‘Statement of Fed@ Financial Accounting Standards No. 8. Supplementary Stewardship Reporting, 
has been approved by the Board’s principals but may not be implemented until it has undergone a 45-day &view 
by Congres+ The review was not completed at the time thig Volume was published. SFFAS No. 8 is provided 
her&i foi’ your konvlnience and future, us& ‘.’ &I announcement wijl be ma& id the’ Fe&I Registir tihen the 
fit+& hrur be6 compl&d id f&AS No..8 .ca:b-&plemen&& : 1 i.’ ..- ,I’ :-: ‘::. . 

2For a more extensive description of FASAB’s role, refer to Stategent of Federal Financial &counting 
Concepts No. 1, Objectives of Fedeml Fitiancial Repomirg, Paras. 23-29. 

/? c 1 Volume ‘I. V&ion 1 .O 
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Volume I 

This volume, Volume. 1 --Federal Financial Accountiirg Concepts and &?@hfS- 

Otiginal St+ements, is a ,compilation of the documents produced by the Federal Accounting 3 

Standards Advisory Board and adopted by the principals:, the Secretary of the Treas&y, the 
Director of OMB, and the Comptroller Genera of the United States. Once adopted, the, 
.documents are referred to as Statements of Federal Financial Accounting, Concepts (SFFAC or 
Concepts) and Statements of Federal Financial .Accounting Standards (SFFAS, or Standards) 
respectively. 

This volume,presents the Concepts in’ their entirety. Concepts do not establish Federal 
financial accountingstandards; rather they describe the concepts .used by .FASAB as a 
framework as it considei$ and recommends accounting principles for the Federal, government. .: 
Concepts are meant: to guide others involved in Federal financial reporting such’ as preparers ’ 
and auditors. .’ 

> ,. 
This volume ,extracts the authoritative portions of the St&d&ls originally published in 

individual statements as well as the explanatory text contained in any appendices. It does not 
reprint the summaries or all introductory and background material since these sections are not 
always essential to applying the&ndards or understanding the Board’s conclusions. The 
Basis for. the. Boar$‘s Conclusions for each standard is, included ‘since it serves to explain the 
specific provisions I of the standards. _, 

i 
The glossaries originally published with each statement have been codified in a single. 

glossary. This glossary is presented a~ the last appendix to the volume. 

Volume II 

Volume II of this set, A User’s Guide to Federal Financial Accounting ,Stan&?@, is ,a 
codification of the standards. Volume II presents the st,andards alphabetized by topic, pulls 
together all references to a particular topic in one section, and integrates illustrative material 
from both the SFFASs and the original Exposures Drafts wherever possible. 

. 

Applicability 

The mission of FASA@ is to recommend accounting concepts and standards that result 
in federal agencies’ financial reports including ,understandable, relevant, and, reliable 
information about the financial position, activities, and results of operations of the United 
States government and its component units. In addition, the standards should foster the 

,-- 
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improvement of accounting systems and. internal controls that will help provide reasonable . . 
assurance to users that government activities have been conducted. economically, ‘efficientlyi ‘: 
and effectively, ‘atid in ‘compliance ivith applicable, laws and-regulations.- Therefore, FASAB 
believes that federal f+nci’al accounting ‘ionce@ and standards sh&Mbe consideredin 
establishing systems and in maintaining day-to-day fmancia;l records as well as being applied 
to general pw$ose fin&i&l repoits’cf U. S. Government reporting entities. This belief is 
consisten@vith the requirements of .the’ E’cderal Financial Management Improvement :Act of 
1996 which states that “each agency shall implementand maintain financial .management : 
systems that comply substantially with Federal financial management systems requirements, 
applicable Federal ,accounting standards; and the United States Government Standard General 
Ledg& &::ge &,&& lev&“’ ’ .+’ ;\ , ,,, , 

‘. .,. -.. < ,’ 
The specific applicability of the standards to components of the Federal’ government 

was considered &ring ‘the development of Statement ofFederal Financial Accounting 
Concepts Ho: 2’. (&AC Nb. 2). Eniity dnd”Display. ” ‘SFFAC No. “2 lists criteria for including 
components in Federal reporting entities (see. pp. 7.5-77) and provides the following guidance 
with regard to components required by law or policy to issue financial statements prepared in 
aci%rdat& with accounting standards other than those constituting Federal GAAP. For i. 
example, %ome components are required to apply accounting standards issued by the Financial 
Accounting Standards Board or a regulatory agency. Those components should continue to 
apply the%andards required by law or policy for their financial statements. The reporting 
entitiesof%&ich ‘the components’are a part, .however, need to be,sensitive to differences that 
may arise, from the different ‘accounting standards. / If these differences are material, the 
standards constituting Federal GAAP should be applied for purposes of including the 
components in entity-wide statements. In such cases, the components may need to provide 
additional disclosures or different measurements required to comply with Federal GAAP. ,’ . 

The standards need not be applied to immaterial items. 

Hierarchy of Federal Generally Accepted Accounting .Principles 1 

i 
The, hierarchy of generally accepted accounting principles’ (GAAP) governs what 

constitutes GAAP for all U.S. government reporting,.entities. CMB publishes the hierarchy in 
1 .r: 

its bulletin entitled Form and Content of Agency Financial Statemtints. It lists the priority 
sequence of sources that an entity should look to ‘for accounting and reporting guidance. 

%le VIII-Federal Financial Aanagemcnt Improvement Act of 1996, bet. 803(a). ’ 

‘~Accounting principles” are those conventions, rules, and procedures necessary to define acceptable 
accounting practice at h particular time. 

I 

Volume 1, Version 1.0 
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‘: In 1.996, through the joint efforts of the Treasury, OMB, and, GAO, a body of, 
generally accepted accounting, principles (GAAP) ‘covering most transactions was promulgated 
for t&Federal government .However, agencies may engage in. transactions that are not 
addressed by these standards. In that event, agencies should view the hierarchy d providing 
sources of. GAAP ,for the Federal Government. While many of the standards comprking 
-;Federal GAAP have already been, made effective,’ three of those standards will not be 
effective ,.until ,fiscal year -199% The, following. hierarchy’ determines GAAP for U.S. 
govemmentre&ting entities beginning,in fiscal year 1998: 

3 
’ 

1.’ Ituiivid~ standards agreed to by .the pirector of GMB,. the Con&roller ’ 
Gene& and the Secretary of the. Treasury and published, by ‘GI& and the 
General Accounting Office. ‘. 

,,, ,‘, _’ 

2. Interpretauons. re&d’ to. the SFFASs issued by Oh& in accordance k&h, the 
proceduresoutlined in OMB Circular A-134, Fipancial Ac~~unti~g,Pr&&les ” 
and&dads. ; 

3. Requirements contained in OMB’s Form ,&d Content Bulletin in effect for the 
period covered by, the, financial statements. . 

4. .Accounting ,principles,published, by .authoritative standard setting bodies and 
other authoritative sources (a) in the absence of other guidance in the first ‘three 
parts of this hierarchy, .& (b) if .the use of such accounting principles 

. improves the meaningfulness of the financial statements. 

,The above hierarchy may be implemented earlier thau fiscal year J998 with approval 
from OMB. Until the above hierarchy is effective, U.S. government reporting entities will 
continue to follow the hierarchy established6 for an “Other Coypyehensiv~ Basis :oJ . 
Accounting” (OCBOA) and presented below: 

1. 

2. 

3. 

Individual statements agreed to and published by the JFMIP principals. 

Form and content requirements included in OMB Bulletin 93-02, dated October 
22, 1992, and subsequent issuances. ‘. 

Accouuting standards contained in agency accounting policy, procedures 
manuals, and/or related guidanc’e 8s of March 29, 1991, so long ‘as they are 

. 
5’I’bc hierarchy was published in OMB Bulletin 97-01 dated October 16. 1996. 

‘The hierarchy was published & Oh4B Bulletin 94-01 dated November 16, 1993. 

Volume I, Version 1.0 
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prevalent practices. ,. I ,. ., 
/ ., ., ‘, 

4. Accounting principles published by authoritative standard setting bodiesand 
other authoritative sources (1,) in the ‘absence of other guidance in’ the first three 
parts of this hierarchy, and (2) if the use of such accounting standards improve 
the ,meaningfulness of the ,finandial statements. : 4. 

Source fir Interpretations I,,. 
,), _,: 

O&IB Circular A-134’describes the<Rolicies for seeking. ‘and providing-interpretations 
and otheradvice related to the standards. .An interpretation’ isza.document of narrow scope 
that provides ‘&rifications of original meariing,‘:additional, definitions, or other :guidanct 
pertaining to an existing SFFAS. Requesp for interpretations should be directed to OMB’s 
Office of Federal Financial Management ‘or to the ‘Executive- Director, ‘FASAB. )‘. 

.” .;‘, .’ 
OMB aud EASAB till- respond to the request for guidance by providing technical 

assistance unless they determine that the response should be an Interpretation. In that event, 
FASAB staff will provide written copies of the request to the ‘Board members. FASAB staff 
will examine, ‘as appropriate, applicable literature and consult with knowledgeable persons and 
draft an Interpretation of Federal Financial Accounting Standards. FAST, will consider the 
draft int<&etation at an open meeting. After a majority agrees and the representatives of the 
three pri~!ipals (Treasury, GAO, and ‘OMB) approve and sign the interpretation; the 
interpret&on will be published ,by OMB and GAG. ,’ 

Organization 6f the Codificatiori L 

Volume I presents the text of the origin+l statements as described above. Each 
statement is Rresented’as a separate chapter. The issue date and effective date of each ,., 
statement are presented first; Neq, references to relevant sections within Volume I and to 
Volume II’ are provided. Any interpretations that relate to the statements are also identified. 

In some cases,’ the statements have been affected by later statements or affect earlier 
statements. Rkfeiences direct the-reader to .the affected paragiaphs and indicate&e source of 
the change. Within the text of the statements, provisions deleted as a result of other 
statements are marked with strikeouts and provisions affected by other statements are double- 
underlined. Double-underlined text remains as originaIly published The double-underlining 
is intended to dert the reader to the fact that it has been modified or affected by a later 
statement. 

Volume I, Version 1.0 
Febnrary 28, 1997 
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A brief summary of the statement is presented. A table of contents referenced to both 
page and paragraph numbers follows the summary. Note that the paragraph numbers (UC 
those originally expressed in the individual statements despite the omission of some 3 
paragraphs. Any omitted paragraphs are indicated in the table of contents. 

Volume I also presents the following appendices: 

Appendix A: Topical Index 
Appendix B: Effective Dates of Statements 
Appendix C: Listing of Interpretations Published by. OMB 
Appendix D: Topics Not Yet Addressed 
Appendix E: Consolidated Glossary * 

;, 
Volume II is under development at this time and will be organized alphabetically by 

topic. Topics will be specific’ furancial statement items. Each topical section will be 
identified by an alpha-numeric code (for example, PlO for “Pensions”), with numbers selected I 
to allow addition of future topics. 

Paragraphs within each section will be numbered consecutively. The .following 
numeric. format has been proposed: 

Paragraphs .lOO - _-. . 599: Standards and Potential Note Disclosures 
Paragraphs .600 - .699: Interpretations Published by OMB 6iL 
Paragraphs .700 - . 799: Nonauthoritative Discussion & Illustrations 

Source references will be provided in paragraphs .lOO - .599 to indicate the original 
statement from which material was drawn. The references will appear in brackets at the end 
of each paragraph or illustration. For example, the reference [SFPAS 7, para. 81:] refers to 
Statement of Federal Financial Accounting Standards No. 7, Accountingfor Revenue and 
Other Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting, 
paragraph 8I. Source references will be provided in the nonauthoritative paragraphs as 
footnotes to permit more descriptive identification of the sources. 

Volume II will present the following appendices and may present others: 

- Topical Index 
- FASAB Active. and Future Projects 

I - Topics Not Yet Addressed 
- Consolidated Glossary 

Volume I, Version 1.0 ) 
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STATEMENT OF FEDERAi FIl%iNCliAL 

0 
ACCOUNTI% CdtihPTS. N’O.’ 1 ,‘, ‘9 :. ‘,, ? : :. ‘) ‘, ,., I, ,, -._.- 

.??I. ,Objectives of Federal h&@&l Reporting 

STATUS ‘, 
:, 

v. 

ISSUed: .September 2, 1993 ,. I’ ,, 
I ; ‘. 

Volume I References: The objectives provide,.the,, framework for ‘all standards; 
,, ‘8. therefore, all ,SF$ASs address objectives in the ex&anat~~ text. ,I’,. 

6 ‘,.,f\ .._, ‘._,i _ 
: 

Volume:nkefer+s: 
I., ;,/, 

. . ,,. .’ ,:. ,” 
; ‘. 

,. ,’ 
,, ,:, 

. . . . .,, ;l. : ;, 
Interpretations:. , 

Affects: No other statements. 
,  

Affected by: No other statements. 

. . ’ 
SUMMARY s ., :, / 

This document is a conceutual statement on the objectives of financial reporting by the 
federal government: It focuses on the uses, user needs, and objectives of such reporting. The. 
objectives are ,designed to guide the Board in developing accounting s@dards to enhance the 
financial information reported by the federal government ‘to (1) demonstrate its accountability, 
(2) provide useful information, and (3). help internal users .of financial information improve 
the government’s ,management. In addition to guiding the Boar+the objectives.may serve as 
useful guidance to others involved in Federal financial ,reporting. For example, the,objectives 
may be useful in developing’accounting policy, designing repoits, and writing narratives and 
notes to financial reports. 

The objectives reflect the federal’environment. They ,also consider many of the needs 
expressed by current and potential users of federal financial information. They provide a 
framework for assessing the existing financial reporting systems of the federal government 
and for considering how new accounting standards might help to enhance accountability and 
decision-making in a cost-effective manner. 

Volume i. Version 1.0 
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SFFAC NO. 1 

The four objectives of Federal Financial Reporting are: 

Budpetarv-Federal ficial reporting should assist in fulfilling the government’s duty to be 
P publicly accountable for monies raised through taxes and other means and for their expenditure in 

accordance with the appropriations laws that establish the government’s budget for a particular fiscal 
year and related laws and regulations. Federal finanoial reporting should provide information that helps 
the reader to determine 
b how budgetary resources have been obtained and used and whether their acquisition and use 

were in acoordanw~ with the legal authorization, 
. the status of budgetary resources, and 
. how information on the use of budgetary resources relates ‘to ,information on the costs of 

program .operations and whether information on the status of budgetary resources is consistent 
with other accounting information on assets and: liabilities. .“, 4:: 

: ‘. “y i, ‘. ., 
V-Federal fihancial reporting should assist report users in evaluating the setWe 
efforts, costs. and accomplishments of the reporting entity; the manner in which these efforts and 
aeoomplishments have been furanosd, and the management of the entity’s assets and liabilities. ,Fedenl 
finrnoial reporting should provide information that helps the reader to determine 
. the costs of providing specific programs and activities and the composition of, and changes in, 
these costs; 
. the effoa and accomplishments associated with federal programs and the changes over time 
and in relation to costs; and 
. the efficiency and effectiveness of the government’s management of its assets and liabilities. 

gtewarQshjp-Fe&ral finanoial reporting should assist report users in assessing the impact on the 
counhy of the government’s operations and investments for the period and how, as a result, the 
government’s and the nation’s financial condition has changed and may change in the future. Federal 
fiMIlcia1 reporting should provide information that helps the reader to determine whether 
. 3he ,govetnment’s finmcial position imvoved or deteriorated over the period, 
. future budgetary resources will likely be sufficient. to sustain public services and to meet 

t 

obligationsas they come due, and 
. government operations have contributed to the nation’s current and future well-being. 

Svstcms .’ -Federal financial reporting should assist report users in understanding whether 
financial management systems and intetnal.acoounting and administrative controls are adequate to 
enaurethat 
. transactions are executed in accordance with budgetary and fvcial laws and other 
reguimn~W consistent with the’purpoSes authorized, and ars redorded in accordance, with federal 
rocountitlg standards; 
. assets are properly safeguarded to deter fraud, waste, and abuse; and 
. performance measurement information is adequately supported. 

. 

Volume I, Version 1.0 
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-. 
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SFFAC NO. 1 

CHAPTER 1: FEDERAL FINANCIAL REPORTING AND THZ ROLE 
OF THE FEDERAL ACCOUNTING STANDARDS ADVISORY 
BOARD 

21. Financial repOttillS by the federal SovermMrt provides information for 
formulating policy, planni.nS actions, evaluatixq perfotmance, and other, purposes. In 
addition, the processes of preparing and audit@ frnrrnoial reports can enhance the 
government’s ovemll accountability structure by providing eater assurances that 
tmnsactions am recorded and reported accurately, that consistent definitions are used 
to desfkibethe transactions, etc. Thus, federal finanoial relkutinS. helpsto fuIfd1 the 
government’s duty to manage progams economically, effkiently, and.effectively and 
to be publicly accountable. 

:_ ,’ ,, ,., 
22. Financial reporting is supported and made possible by accounting and 
accounting systems. “Financial reporting” may be defined as the process of recording. 
reporting. and interpreting, in terms of money, an entity’s financial transactions and 
events with economic consequences for the entity. Reporting’in the fedeml 
government also deals with nonfiicial information about service efforts and 
accomplishments of the government, i.e., the inputs of resources used by the 
government, the outputs of goods and services provided by the government, the 
outcomes and impacts of 8overnmental programs, and the relationships among ,these 
elements.’ 

ROLE OF THE FASAB IN FEDERAL ACCOUNTING AND FINANCIAL REPORTING 

23. The mission of the FASAB is to recommend accounting standards [for the 
federal government] after . . . considering the financial and budgetary 
information needs of congressional oversight groups, executive agencies, and 

. the needs of other users of fedeml financial information.’ 

The FASAB and its sponsors believe that any description of federal Rnangial reporting 
objectives should consider the needs of both internal and external report users and the 
decisions they make; This implies a different role for the FASAB than for the 
Financial AccountinS Standards Board (FASB) and the Governmental AcoountinS 
Standards Board (GASB). The FASB sets fmancial reporting standards for privately 
owned entities in the United States. The GASB sets financial reporting standards for 
state and local Sovernments. 

. 24. Those Boards exist pkuarily to set standards for general purpose financial 
reporting to external users of fmancial reports. This is because those users, by 

‘Except where the context indicates otherwise, the term “government” in this document refers both to 
the U.S. government as a whole and to its component reportinS entities, such as agencies and programs. 

‘From the FASAB Mission Statement, approved by the Board and by the Secretary of the Treasury, the 
Director of OMB, and the Comptroller General of the United States in 199 1. 
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i.i,‘ , i. 

definition, have limited ability to control the ita& of the i&k&i n&e available 
to them. The FA8B and the GAS! ‘do,‘not,,*d to weigh he,aviIy managers’ 
information needs because tljose’inijividuals,~,,by dlfmition.,are assumed to have ready 

-1 a&is to the information they need ‘about ‘the fwcial transactions and events that 
i affect the financial positton, operations, rind,financial condition of the entities they 

qyee* . I : 

25. The FASAB, on the other haiid considers the it&nation needs of both 
-I1 

“#I 
internal and external users:, In part, .this is*,becausa the distinction between internal 

.d 
/..‘4 and .eger+‘u&a is., in many ivays’ leas signiflcani for the. federal government than for 

j 
‘“‘Y I ,: 

other et@& GffiWs who ~‘~~~~,?hoould.~~e’~~,a~.iDc~~ to information often ., 
f@ in ~rac&a that it is not available.” Fi$&s that contributk to this problem include 

.i 
:* .’ ++..k, ,~+?y!M~ity a! $F g?!!jy~$ ,,jWppid tiajhbver -oog s&r political executlyes co&~dy&the he rcqulrsd:to.Bs~~~~&&tion systsms h large 

I 
62 

, 
‘+& 6;f oh f&&h :pd @of &@ B&&s &&; ’ fi& p&B was created to l &M 
& $ p/ (igeni; $ *j;:p+iden~)‘&d. iiie G&jdn agent of *e Congrru) 

i;,,‘.... _i, . .., ,.,:. 
, 

’ on a&$@ig~ &&a&for’ fedeml agencies and programs in order to improve -.‘P. ; ~.~f&oi++&~ ~pmdti+* ., ,‘, ::, .,,, _‘, :’ 
,’ 

_I 

27. The Board’s sponsors have separate constitutional and statutory authonuas for 
*,. 7. ietthg,accO;rjnting policy for th&go$%iriiient:~ .The &vision ‘of powers in the U S 

&wet+tipt tticans tiiat iliffitint’ ~p&+ial&rs with iqd+cndent authority find It 

.:: 

,( 

useful to ‘have a’mecl@sm to coordi+their iccoiktikg policy activities. The 
Board and iti Iiir~lib’deiibcrati~e’~r~~ess’~lsd provide ‘a tie& arena for the panrcqmnta 
to deliberate and to discover how federal accounting and financial reporting can bs 
hpriived. I .:-’ ii. ; c b ; , .: , ,, 

;’ 
28. 

,,. . . 
Just as the traditional distinction between internal and external repot? users IS 

less useful in the federal context, some of the traditional ways of classifying financtal 
&ports are less relevant. Reports bin bq itken$ed primarily ,for a ‘designated special 
purpose or for genenil purpose use. “‘hi the federal govekment. as in tnost’,entities. 
internal financial reporting is designed for kp&al purposes: Internal financial 

1 

reporting helps managers to plan, conduct, and coordinate their activities and to 
evaluate the economy, efficiency, and effectiveness of their programs., .,’ 

29. Much external federal financial reporting also is for special purposes, but 
some is for general purpose use; that is, it attempts to meet ,the common needs of 

.’ many different users who.have limited power to demand information directly. These 
reports are known as general purpose reports.’ / . . 

‘In state and local governmental accounting, ihetkn?‘gkral-purpose financial statements (GPFS)” 
hr 8 gttite spacific meaning. Standarda published by the GASB define in detail the form and content of such 
re~orta. The tetm “general-purpose rep&s? is used in a more generic sense in this document to refer to a variety 
of fW ktancial reports. 
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LIMfiATIONS OF FINANCIAL REPORTING 

30. The FASB and the GASB focus primarily on general purpose financial 
reporting becay ‘that is their mandate and reason for being.’ Even so, those Boards 
recognize ‘that general purpose financial reporting is not the only source of finrurcial 
infont~~ti~n hut such entiti~. hi many, cases, users Of gett~al purpose finanoirl 
reports need to consult other sources to satisfy their infotmation needs. This is no less 
true for the federal government. 

_. 
31. ” ,While certairi’information is provided by general purpose frnanoirl reporta, 
o,ther information is better provided by, or can be ,provided only by, f-cl1 reporting 
outaide such reports. Still other iqfotmation is provided by nonfiicial reports or by 
fyiql repotqs about seeents of the nationa! society other than the federal 
government and its component et&tie; (e.g.. economic mp&ting). 

32. Often, to satisfy the information needs of various individuals, it is necessary 
to combine and report fmancial and nonfinancial information. Often, combining 
information about the govehmeni%th information about aspects of the national 
society is necessary to assess past or planned governmental actions. For example, 
infoichation about the number of people gainfully, employed after participating in a 
vocational education program would be imporiani both in assessing past governtnental 
expenditures for training and in evaluating plans for similar new expenditures. 

33. Some questions arise with special force regarding the nature of general 
purpose reports because, by ‘deftition, no user or potential user is able unilaterally to 
deft the requirements for these reports The FASAB is, by design, well constituted 
to consider the issues involved with such reports. 

34. Federal accounting also must support special purpose reporting to the 
Congress, executives, and others that the FASAB represents. Indeed, most federal 
facial reporting is special purpose reporting. Also, the Board notes that traditional 
“general purpose” financial reports may serve a larger and more useful purpose for a 
variety of,audiences if traditionai designs for such reports are expanded to include a 
variety of reportsaddressing, budgetary integrity,’ operating perfotmance. stewardship, 
and control of federal activities. .A 

EYOLUTIONARY APPROACH 

3 ._ 

35. The FASAB recognixes that developing and implementing standards that will 
contribute to achieving certain objectives may take considerable time. Time will be 
needed to establish mfotmation-gathering systems and to gain experience by 
experimenting with alternative approaches. 

36. The FASAB expects that some of these objectives may best be accomplished 
through means of reporting outside general purpose financial reports. Indeed, the 
FASAB recognizes that information sources other than financial reporting, sources 
over which the FASAB may have little or no influence, also are important to 
achieving the goals implied by these objectives. 

37. In developing specific standards, the FASAB will consider the needs of 
financial information users, the usefulness of the infomiation in relation to the cost of 
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I developing and’providmg it, and the abi‘i& of accounting standards to address .lhose 

., ,, aeeds:.compamd with other informauo,n sources. ’ 
: ,, :_’ ‘, ,,,,’ 

BA~KCROUND INFOR~~AT~ON ON FEDERAL FINANCUL REPoRT~C 
.L 

38. Different -people are likely to talk about veti different things when asked to 
describ fe.deral financial reporting or, federa! accounting. A few examples will 

; ,! .g ‘. ‘ibtde this po@F ,. ,, ,,,. ‘.: _ : 
*n’ ” : 3g; .‘C. ‘: 
,$A, ‘, Ak ceonor&t, wl& iskid hi~~quhi~a. is likely to refer to reports about 

,g ‘, the &t&&l ‘Isociety .as a wh,o@.. ‘Among the most important of such financial reports 

:‘, : & the ‘national income & ,product accounts (NIPA) th;a!~,~sure the nation’s :.;;-.; ,_,: ;;‘.,$;,,!~ ,.- ,‘C..,$ ‘., .1, I, 
/-_ * 

aggregati ex,j&&~s oa .&&,+. +&&ed &$,,,jk Fe&@ governmeat 
e&d&s;ot’ooui5i; ‘cb&& d:;i.@&& f&tioa df:ti;c total exp&nves in the 

econ&y.‘,,TheN~As, as i’ systt’m; emerged’ in&e 1940s and were built on. work 
done in the U.S. Department of Cominerce~b&&ngin the”l93Os and earlier by 
prjva$ orgattiuations. 

,, ‘, f ,,1: , : 
; ,,’ ‘.‘I 

4d. ,’ The ~NIPAr’p&ide a $%ure of the economic transactions that occur in an X0&.& ,&JM&’ a& ds.a year. ne a$roa&‘fGi i. providi such a picnrre throu& 

a sot of account that’ aggregate the accounts belonging to the individual transactors in 
the economy-workers, businesses, and consumers, among others-whether or not ./ 

“’ formal accounting statements exist expl+ly for all of them. /’ ,.’ 
, ,: .,_ 

41. The NIPAs $rovide vital infor&ion”to policymakers and others who are 
planning future actions iad’to tndivid~~s~wlio would like to assess the effects of past 

.;*. : acttons. The NIpAs are ricog&edas an,‘esseatialRart of economic reporting by 
‘. ,./ natiiindl goveriiments; For this reason, the’ United Nations has developed the System 

of National Aixouats (SNA). The:SNA is d &mprehensive~ integrated, and 
inteinauonaliy comparable ‘statistical base, for analysis in key policy-making areas, 

. such as economic gr&th, inflation, and productivity. ,./ ‘. ” .‘i 

42. This Statement does not deal directly ,with such accounts of the economic 
activity of the natio;nPl society. The focus of this Statement is on accounting systems 
‘and financial reports that &al with‘the budgetary integrity,‘operatiag performance. and 
stewardship of the government as such; that is, of the government as a legal and 
o&nizationa~ ,entity within’the ttatioriai society. Ho”wever. to report on some aspects 
of the govemntent’s performance and stewardship, economic and, other information 
about the national society is essential. Thti, the FASAB’niay consider whether such 

z 
ecoaomic information should be included in certain financial reports, such as general 
purpose financial reports for the U.S. government as a whole. 

43. A tlnancial andyat on Wall Street, when asked about federal fiaancial 
reporting, is likely to think of the.“Daily Treasury Statement” and the “Monthly 
Treasury Statement of Receipts and Outlays of the United States Government.” Some 
financial analysts study these Treasury reports regularly to assess the effect of cash 
flows on bank reserves and the size of the government’s borrowing requirementsThe 
federal government’s borrowing is viewed as free of default risk because of the 
government’s ability to tax and to create money. The power to tax depends on the 
government’s willingness to tax and the strength of the economy. 
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44. From a longer-term perspective, it is true. however, that ‘borrowers’ 
expectations about such factors ns future inflation and the relative value of the dollar 
compared with other currencies can influence the borrowing costs of the United States. 
Those expectations, in turn, may k influenced by the deficit reported or projected by 
the government, the current intlation rate, and other factors. 3 i\ 

_ 

45. Someone concerned with formulating o.r executing the U.S. budget, when 
asked about the “federal accounting model.” is iikely to thhk of the budgetary 
accounting system. This is the system used to keep track of spending authority rt 
various stages of budget execution .from appropriation through @portionatent and 
.allotrrtent to obhgation and eventual outhty. This system is used by Congress and the 
e~oc~be brqch fork such purposes as “scoring’ the budget and for assessing the 
~fxptiic implica&ns of federal’ fii&l (ictivity at an h&gate level. It also is 
usql for plan&g end eont@l& ,govetr&ent op&tio@r et more detailed, 
disaggregated leveb:: ‘,Qf cours&~$eople involved with ,tk budget also are informed 
by, rind rely on, sf3yces of ,information other than the budgetary accounting system. 
e.g.. progrh evalu#ion &rd performance measures. ” i. ., 

46, Although the FASAB does not recommend standards for the budget or budget 
concepts, patt, of its mission is to recommend, eccounting principles that will klp 
provide relevant and reliable fticial inform&ion to support the budgetary +cesa 
Furthermore, information about budget execution is ess+.isl to assessing budgewy 
integrity. 

-8; 
47. A&ount& working for’the federal govimment, individuals audtckg 
government pro-a, or rtudents in l governmental accounting course ur hkely 
to think fust of vvkt ,are known .within the federal >goverrunent as .the “propn-’ 
accounts and the reports prepared, in p&t. from information in them. These acceunu 
are used to record as&s and liabilities that a&not accoutit$ for in the budgq 
&counts. These reports are said-‘to present “financial position” and “results of 
operations” in accordance with some set of accounting standards. The FASAE u most 
directly concerned with these accounts and with the reports that are prepared, m large 
par4 with information ‘from them. 

48. Attention, to this and other aspects of federal @ccounting and financial 
reporting ks ken greatly increased by the Chief Fnancial Officers Act of 1990 (CFO 
Act). This act mandates improved fraancial management by ,requiring, among other 
things, (1) new financial organixations. (2) enhanced systems, and (3) audited financial 
reporting. However, the FASAB’s &a of concern is not limited to the reports 
required by the CFO Act. 
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CHAPTER 2: THE FEDERAL ACCOUNTING AND ‘FINANCIAL’ > 
REPORTING ENVIRONMENT : .,, 

49. ‘. Financial reporting is an important, basic tool in the management and 
oversight of most organizations. It isparticularly important for the federal 
government because ,of the government’s fundamental nature and responsibilities and 
b&a&i “th’e federal ~govemment operates with fewer external restraints than other 
entities. Federal’accounting and financial reporting’are shaped by, and need to 
respond”t0; the’unique characteristics and environment of the federal government, as 
discussed below. 

SOVEREICm ,“.- .“:. : . :’ : :; ‘; I, < 

I,’ .  .  ;  :  ) ,  i” , , . ‘ .  ‘, : , : . : ;  , ,  , , I  

50. .The federal ‘government is ‘unique, when compared with any other entity in 
the ‘country; because it-is the vehicle through whioh:the&zens of the United States 
exemis&th&fso+ereigti ‘power;’ The federal gotemrnent has. the power through law, 
regtrlation. and taxation td .exercise ‘ultimate control over.many facets of the national 
ec’onomy and ‘sooCiet)i.’ All other entities withinthe nation; both public and private, 
operate within the context of laws, oversigh& and accountability established by the 
national government. The federal government is accountable only to its citizens. It is 
politically accountable’to the electorate, but no higher agency has the power to 

;,?L demand an accounting from the government: : “A 
: .’ 

SEPARATION OF POWERS .’ ,, 
I ia,. &.a., . .,, ‘i, 

51. Because of their con~ern’about’potential abuse of the national government’s 
power, the founders designed a government characterized by the separation of powers. 
Each branch of government-legislative, executive, and judicial-is ch’ecked and 
constrained by the others. Paradoxically, this same separation’of power can obscure 
reswnsibilitv and reduce accountability. The interrelated responsibilities of the 
legislative and executive branches.,for-example, can make it difficult to assign 
responsibility for the policies that -are adopted. 

,.’ 

‘The word “sovereign,” much discussed by legal and political philosophers, is used here in its broad, 
popular sense to imply (1) internally that the people are the ultimate (if indirect) overseer or authority in the 
decision-making process of a democratic state and (2) externally that the state isautonomous or independent. As 
noted by one authority on the subject, either type of sovereignty, internal or external, implies that there is no 
higher agency. In a more limited sense, sovereignty is the power to make or change the law, a power exercised 
collectively by individuals and institutions operating in a complex system of relationships. See “Sovereignty,” 
W. J. Stankicwicz, m New Encvclonedia Britannica, 15th. cd. (1976). vol. 17, pp. 309-313. 
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FEDERAL SYSTEM OF GOVERNMENT 
, 

52. The federal system of government- comprising federal, state. and looal 
levels of govenuneat-also makes it ditXcult to pinpoint accountability for many i 
programs. The federal government’s responsibility relative to that of the states has 

7-l 

grsduslly expanded The federal government has mderbken responsibilities in ueas 
such as income redistribution, education, sad health osro. Often, however, the 
expansion has come without direct fedemI Control Over related, operations. 
Responsibilities sad f-&l resouroes of the three levels of,goverameat hve become 
intermingled; Citizens are not olanr about who is in charge, where to press for 
perfonaaace. sad whom they should blaare for bad results. 

RESPONSIBILITY FOR TIIE COMMON DEFENSE AND GENERAL WELFARE 

53. The federal government is unique in that it has continuing responsibility for 
.the nation’s comfi~on defease end general. welfare. rQI a resul? the government’s 
fInancia1 condition is necessarily a secoadsry qonsideratioa. in many csses. For 
example, the nation would enter into military conflict to protect its vital national 
interests despite the fact that doing so would worsen an already large deficit. 
(Similarly, the govermaent’s greatest resource is one that it does not own but can tax: 
the national eooaomy.) 

54. ~ Further, providing for the nation’s general welfsre is a broad responsibility 
that involves multiple, goals. There is ao,siagle measure of success (like “return on 
investment” or “earnings per share”). Goals often sre not explicitly defined in 
quantifiable terms and sometimes coatIict with each other. Relevant measures of 
performance are usually aoafiicial. For exaraple, msay federal loan progrums are 
charged with two .coaflictiag goals: (1) to operate as a fiscally prudent lea&r and (2) 
to, provide high-risk lenders with credit. 1 

POWER TO TAX, BORROW, AND CREATE MtiNEY 

55. As stated, the federal government has unique access to frnanchl resources sad 
financing. It has the power to mx. to borrow, and to create money. These powers 
give the government a’ call on the underlying wealth of the United States-a vast but 
finite pool of resources. 

56. There is a0 oonstitutionsl requirement to provide sufficient revenues to ftmd 
expenditures of the federal govetnmeat. There ‘is a statutory limit on the amouat of 
U.S. debt. This limit is routinely increased by Congress and the Resident The 
federal government’s ability to ftnrnci its debt has not been constrained by capital 
market assessments of its creditworthiness. It is true, however, that tl~aostaf”” ~ 
seticing the U.S. debt now constrains the range of feasible fiscal and monetary 
policies more than was formerly the osse. 
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57. The federal, government-through the Federal Reserve-also has the power to. 
create money and to control its s~pply.~ This ensures that creditors will be repaid, at 
least in nominal terms. When the- governinent’s, debt is large, it also provides a 
temptation to create money, as:well’ as inflation. 

I ,-,.’ ,, 

INFLUENCE OF ORGANIZED INTERESTS ” 
.i’ 

i.. 58:‘~ : .~‘:Because of the size and nature of government programs, it is difficult, for 
; _, individuals ‘to evaluate or to infhr&ce policies and actions of, the federal government. 
f. Typically. individuals must organize to exercise influence. Small groups whose 

members&r& sig&+ritly affected by a ,looinmon factor or concern c&t be organized 
relatively easily, but,they may’fmd~‘,it diffibuh m.wield mu&influence. Large groups r ,,2 . : * ,mry ,giiiiiii*il”?& x.&..&j7~aiac’ult i~,,&e,,ti&~m bw od’mmon but 

diffuse interests. O’nie or@tnixed+iterest ‘groups’tendto plrpetuate themselves. 
, ‘. I, :‘, .,. ‘,., -2. ‘;;., I/_, :; i,\. : s, ( :;’ ,, :.‘. :‘: .:i.; I. ,,/ :,*.‘, 

59. ‘As a result, most e,lected and appointed fed& officials. and the, groups to 
which they are responsive, have been interested primarily in ‘mformation about 
individual g&-en! programs, ~funct@&‘~~ i&v&q&, nijt &e‘ G&d if&&,‘. ’ ‘: 

‘,/ interested in information about the government as a .whole and even less concerned’ 
. about ,mtermediate levelb,‘of reporting, such as ~indivi~ual departments 

“I ..I, .. .,(. (.’ 

I -LdTICAL SYSTEM VERSUS PRIVATE MARKETS .’ 
.” ..,‘ ~ 
.:y, 60. The federal government is not subject to the discipline of competitive markets 
,, * for private goods, services, and capital. Generally, ‘transrictions~between ,citi&s and I 
,“, ,+, I 

: F- 

d 

the government are not individual exchanges between willing buyers and willing 
LI sellers. Taxpayers provide resources involuntarily,, based on their consumption, 

wealth, or income rather than on their desire for particular ‘government services: Even I 
when ‘user ,feti are charged, they often are not intended to represent market clearing 
prices-prices that would, in markets for private goods, balance supply and demand. ’ 

: I 
61. Thus,.citixens as individuals have little say in selecting the public services 
they Pay for. Decisions ,on what public ‘services will be provided are collective 
decisionsmade through the political process. Politically influential recipients of 
benefits can force less’ influential non-recipients to bear the cost of the benefits. I 

62. Further, because most governmental revenues are not earned in individual, 

I E s 

voluntary, exchange transactions, no private market directly measures the value of 
output. Consequently, the value added tosociety’s well-being, by government 
programs cannot be gauged by conventional measures of net, income, nor is there 
much competitive market constraimon the quantity or quality of services provided. 
Instead,, decisions about the quantity, quality, and value of.public services are 
collective decisions made by the political ‘process. 

, 

6The Federal Reserve Board functions as a largely independent entity but is. of course, a government 
am created by congressional action. 

i’ 
XII 
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ASSETS .’ 

63. The government ,makes significant investments in assets. including public 
domain assets and large ~investments intend& to produce growth (educational 
programs and research and development, for example). 

64. ln government, as in the private sector, assets am expected to provide benefita 
that outweigh costs. In the private sector, the notion of benefita is’ relatively 
straightforward: benefits, are measured in terms of cash inflows. Assets are not 
acquired unless the value of expccted.cash fl~~s,exweda l oquisitjon costs. 

, 

’ 
65. .- 1, .In the ggwrnmen< thh &pl&does not.&ally exist. Expected benefita 
of@n arc not oash.inflows but rather are the s&ices provided by the asset. 
Sometiines those servi&s :arc pipyided 9 the. goynupqt itself (e.g., government 
office buildings or. motor pools). ,More often, the services arc provided to the public 
(e.g., education and research and development). 

: . 

RESPONhLITY TO iiE NEWS IyIEDi ’ 

66; The federal government is subj&d to, andshould encourage, scrutiny by the 
news media. Because of the lack of ixternal restraints and because the government’s 
power ultimately resides in the citizens. it has a special responsibility to citizens and 
taxpayers to disclose its activities. 

IMPORTANCE OF THE BUDGET > 

67. The. budget is the most widely recognized and used,financial report of the 
‘federal government. It is a ,principal surrogate for the missing external restraints 
discussed above. It is a vehicle for the politioal,,process to reach agreement on goals 
and to allocate resources among competing priorities. it provides a system for 
controlling expenditures. And it supplies information necessary for assessing the 
‘effect on the.economy..of the government’s fisca! policies. The role of budgeting in 
fmncial reporting isdiscussed further in Chapter 7 under “Relationship of Financial 
.Reporting to Budgeting” 

NEED FOR SPECIAL CONTROL MEcHANlsMs ’ 

I 

68. The lack of external restraints noted above creates a need for special control 
mechanisms. Some me&nisms exist ‘today. The moat important, of course, arc the 
political constraints and aqzountability imposedby regular elections and the separation 
of powers and the other constitutional constraints and accountabilities, such as the 
federal system and freedom of speech. 

69. Accounting and financial reporting also play a role. Budgetary obligation 
accounting is used to control activities, primarily at the budget account level. Audited 
financial reports can providc.uscrs with assurance that accounting systems arc 
providing consistent-and reliable data. 
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70.” However, the need for ‘kpvement~ ih fti@ai reporting is widely ;. : 
recog+ed; as,, is ,ae ,fa$ t+a! f-+1 infox+on alone often is inst$qient @r. 
decision-making. For example, financial infkmation on &stk oh&h must 1;;! ‘do,pbined 
with nonfinancial information on perfommnce to provide a basis for assessing ,the 
effhiency and effectiveness of government programs. 

/’ 

,, . 
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CHAPTER 3: ACCOUNTABILITY AND USERS’ INFQRMATION 
NEEDS-THE FOUNDATIO,N OF GOVERNMENTAL FINANCIAL 
REPORTING / i 3 

. 

71. It ‘may be said that “accountability** and its corollary, “decision usefulness,” 
comprise the two fundamental values of governmental accounting and financial 
reporting. They provide the foundation for the objectives of federal facial 
repotting. Because a democratic government should be accountable for its integrity, 
performance, and stewardship, it follows that the government must provide 
information useful to assess that accountability. Similarly, because a democratic 
government is accountable for operating economically, efficiently, and effectively, for 
the purposes intended by ‘citizens and their elected officials, certain other conclusions 
logically follow. .Specifically, those who formulate, select, and implement government 
policies and programs need information useful for planning, controlling. and 
conducting government functions: 

..< 
72.’ The assertion of accountability therefore leads to identifying. first, those to 
whom government is accountable and, second, the information needed to mauitam and 
demonstrate that accountability. Accordingly, this Chapter ftrst discusses the concept 
of accountability, then identifies the four groups of users of federal financial rrponr. 
It concludes by providing some examples of the information needs that may br 
addressed to some extent by federal financial repot% 

ACCCNNTABILITY 

73. Several different kinds of accountability can be distinguished, and a grven 
piece of information may be relevant in different ways to judgments about 
accountability. For example, one authority suggests that there are five levels or tvpes 
of public accountability: 

. Level 1 is policy accountability-selection of policies pursued and 
rejected (value). 
. Level 2 is program adcountability-establishment and achievement 
of goals (outcomes). 
. Level 3 is performance accountability-efficient operation (efficiency 
and economy). 
. Level 4 is process accountability-using adequate processes, 
procedures, or measures in performing the actions called for (planning, 
allocating, and managing). 
. Level 5 is probity and legality accountability-spending the funds in 
accordance with approved budget and/or approved items (compliance).’ 

74. In a democracy. appointed officials are accountable to their superiors, and 
elected offtcials are accountable to the citizens for each of these kinds of 

‘J. D. Stewart, “The Role of Information in public Accountability,” eds. Tony Hopwood and Cyril R. 
Tompkins, Issues in Public Sector Account (Oxford, Great Britain: Philip Allan, 1984), pp. 14-15, as &cd by 
the GASB in its r ’ ’ a’ V’ ws ’ S cc ents ReDorting (Dec. 1992). 
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* :’ accou&bility. A&mting and, financial reporting Fan. help. elected and appointed 

(0 

offtcials ,t& &it&tiand;to demonstrate. their accountability.. The last kind of 
,. accountability listed. for “probity and legality,” probably is the kind most often 

. . . _-A associated by the public with accounting. However, the accounting profession has 
long recognized that accounting can and should contribute to achieving and 
demonstrating several kinds of accountability, such as 

: :, : “, ,” 
-. -0. accountability for f~cial.r@urces; , I, 

~’ * . . li ticouittability for faithful compliance or adherence to legal 
‘- ‘q. : requirem;iiu -ind administrative policies; . . . I: : ,, 

9. . . ‘acc&mtability’ for effrcienoy. andxconomy in operations; and 
. ,. . . accountability for the results of government programs’and activities, 

-.. , ._i . . . %A., .as reflected in accompiishments, benefits, and effectiveness.8 ‘, : (I 8 .‘.. I .i. 
., : ‘, .,, 2 ._, ‘*‘: ““, 

USERS-OF FEDERAL, F&NCUL.REPORTS. 2 ‘. : j, ’ : 
I,,.. ‘.‘.c::‘.,:- ,*, * 

:, ::. I ‘, : ,.. ,, .,’ ,‘. ,v .;;; ‘i” ,, ! > ,’ ” :. ,,..,,) _,_ : “, .,,I,, .’ ..i ‘>“,. : ‘_ ‘: -‘. ,,,‘_,.. “_ 
75. .’ The Board believesthat users of.finaneial ,infomtation about the federal 
government can be classified in four major groups: citizens; Congress, cxecuttves, 

Y; c 

and program managers. 
‘ 

cltkcar ., i_ ‘_ 
.; ;.. 

76. This group includes individual citizens (without regard to whether they are 
taxpayers, voters, or service recipients). Citizens include the general news media and 
more specialized users. such as trade journals; public interest and other advocacy , 

1. groups; state and local legislators and executives; and analysts from corporations, 
academe, and elsewhere. ~ ‘.;. , : 

,. ,, ‘. ,, 
_, ’ 77.;’ ’ C~itizens are interested in many aspects,of the :federal govemmcnt. They are 

concerned about individual programs, ‘candidates for office, the services the 
government provides, and the fiscal responsibility of their elected and appointed 
representatives., Citizens receive and pay for go,vemment services and therefore are ,’ 
cbncemed with the outputs and oritcomes.of those servtces and the efficiency wth 
which ,rhey are ‘provided’ Citizens are concerned abotttthetr families and, in 
particular., tiith the .financial ,burden theirchilclr~n ,and .grandchildren will inherit. As 
individuals; citizens typically have limited. time and a.bility to analyze reports about 
their government; they ‘want and rely on assurances that the govctqment IS functioning 
economically, efficiently, and effectively. * As they are’ organized and represented, by 
analysts working for interegt ,groups and the news ,media, citizens want more 
information about the government’s activities. 

,’ .,’ ,,.. ” ..:, : 
78.’ Citizens express their interest in the, government by discussing issues, by 
voting. and by writing to their representattves-,about the quality and quanuty of the 
services they receive. Insome cases, .citizens may decide whether and when to use 
services and products provided by the’gove&ent. They may contribute to political 

__. .,., ,,. .^ ..- 

8 of the CQtggpttee on Concents of AccouatlIlO,BPbiicable to the Public Sector, American 
Accounling Association (1970-71). pp. 80-81, as cited by the GASB in Preliminarv Views on Service Efforts and 

Re~ott~lp (Dec. 1992). 
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congress 

campaigns, demonstrate support or opposition for individuals responsible for past and 
proposed government actions. and even run for offtoe. 

,... 

79. Thii group includes elected members of Congress aud their staffs, including 
staff of the Congressional Budget Offke (CBO) and the GAO. Congress is concerned 
with broad-policies.’ priorities, and the programs that implement those priorities. it 
decides what taxes to impose, what funds should he spent, and for what purpose. 
Thus, ~oagress ,is concerned both with how to finanoe progmm~ and with how they 
* executed. 

.- . 
80. Congress participates-along with the administrxtion-in the basic decisions 
&at &scribe the intent of govemat. Such decisions include passing laws in 
response to public demand, allocating resources among competing programs, and 
establishing policy that affects various aspects of the country’s economic and social 
life. These decisions often are influenced by assessing costs and benefits and by 
consideriug the effect of the government’s aggregate financial requirements on the. 
economy. 

81. Coagress also participates in monitoring government programs. It assesses 
the management performance of the executive branch hnd the efftciency and 
effectiveness of programs. 

82. This group includes the Presidept aad those acting as his agents, i.e., program 
agency heads and their deputy, under. and assistant agency heads; heads of bureaus, 
administrations, services, and agencies; and the central agency officials in OMB and 
the Depart&at of the Treasuty. 

83. Executives, like Congress, are concerned with the government’s goals, 
objectives, and policies. Executives focus on the strategic plans and programs that are 
intended to achieve presidential and congressional goals aad to implement their 
policies. In par&ular, they pay rtteution to budgets that, from the, perspective of each 
agency, are the source of the resources needed to achieve goals aad to implement 
policies. Executives are, of course, directly concerned about the management of 
programs, that is, with the actual delivery of services and with the efficiency aad 
effedveness of the delivery process. 

84. Executives develop legislative proposals, recommend the necessary level of 
program kiing, and formulate ftnancing and revenue-raising strategies. They help 
select the method for delivering services. They determine whether program managers 
have been accountable for the resources entrusted to them and whether programs are 
operetiag efftcie?tly and effectively. Executives also provide infomaatiop that will 
enable the President and Congress to monitor programs. 
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-. 

c-3 
Progmm mana+ “. ‘1’ ,,, ,, ,, ‘y ‘, ‘, : 

85. This group jn&&s individuals who manage goverdment prOpIllS. Their 
concerns include operating plans, program operations, and budget execution. 

; .’ 
861 Program’ma~gers’assist in the design of programsand organize. the method 
seleoted for delivering~seivices. They recommend.‘progratti budgets based on detailed 

.Y 
plans that set faith needs for money, staffing; fa{ilities. and inventory. ./ 

:: 
I,, ;. “- 8?., ,~ Program .managem establish operating procedures for their programs and 

amagi th!q witl& th6. l,irn& of the spending- authority granted by Congress. They 
select+tp@s& and.e.valirate~plnonriel.’ They al,so ,make sure that program inventory 
and fa&es are icquirrd’iowdinic~iiyr,inainfdi~~d’~~iiuitcly, and used efftciently. .‘, 
hgnm mmagers need to provide informatioti to’enable executives and Congress to 

.’ 

monitor, the programs. 
-; ,,. . . ,., 

THE NEh Oj USERS OF PEDEILriL’ FMANCIAi’ iiEPORTS ’ 

88. While the fmancial, information needs of these groups is more diverse than 
their memkrship, those needs can be categorized under four broad headings. 

.,. 

89. AI1 user groups need information about the budget. For citizens, Ltiormation 
about budget execution provides assurance that their elected and appointed ,.. 
representatives’ have fulfilled their ‘most basic fiduciary responsibility: to raise and 
spend money in accordance &th the law. 

90. For the President’s economic team and for congressional budget,committees. 
information is needed on budget aggregates (total budget authority, total receipts and 
coIlections, and total outlays) to establish fiscal policy, including governmental 
fmancing needs. These officials need’to know that prior-year ‘-‘actuals” have been 
accurately -reCorded in accordance with the same budgetary principles used to prepare 
estimates~ ,j.,’ ., 

91. To avoid violations of the Anti-D&oiency Act and the Impoundment Control 
Act, &am managers need information about obligations incurred on their programs. 
They need periodic information about the status of budgetary resources, that is, the 
extent to which the resources have been used or remamavailable. They also want to 
know whether budgetary resources are available to be used for other purposes through 
reprogramming. 

opcratillg Ptrform8nee 

92. Citizens want information about programs that affect ,them. Veterans. for 
example, want to know about new hospitals, and defense workers want information 
about contract awards (and cancellations). Retirees and people planning 
retirement-and their representatives in Congress-want to know that the Social 
Security Administration provides reliable services to the public. 
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93. Congress and executives want information about the oomparative costs of 
programs (such as the per student cost of the Job Corps program versus that of other 
job training programs). For comparisons to be valid, costs must be defmed and 
measured alike. . 

94. Of course, information on the effectiveness of prngtams is also needed to 
make valid comparisons ‘among programs. Information is needed about outputs (e.g.. 

, nutyber of students who graduated) and outcomes (e.g.. number of students who got 
and held jobs for which they were trained). 

9s.. ‘. Exeoutives and, program managers nesd.t+tow the cost .of performing work 
reimbursed by other, goveta&tt,‘enuties or by nonfederal customers. Costs, in this 
w, would measure the m+roei‘(peironnel, material. ipd equipment) used to 
accompiish the ‘work. : b 

96. Congress and executives often want cost’ inf&mation that would help to 
compare alternative courses of actiqn. How much mom or less would it cost if the 
Census Bureau used a, new approach to taking the census? How much would be, 
saved if an Army dbhion w& based’iq the United States rather than in Ei&pe? 

Pi. Rugram managers n&d ihfotmati?it 09 the assets aitd liabilities related to 
operations. Managers of loan programs need information on the quality of their loan 
portfolios. Managers of repair depots want infotmation on inventories. such as their 
value, quantity, location. age. and condition. Managers of government facilities need 
to know the facilities’ condition and an estimate of future outlays made necessary by 
d:ferring needed maintenance. 

98. Congress and executives need infonitation about the market value of assets 
that could be sold..such as precious metals or other commodities. 

Stewardship 

PP. Citizens, Congress. executives. and program managers need information to 
assess the effect of the government’s activities on its financial condition and ‘tit of 
‘the nation. information is needed about the financial outlook for both the short and 
the long term. 

.., 

100. Information is needed on the government’s exposure and risks associated with 
deposit insurance. pension ins&rice, and flood insurance. People need to know about 
likely future ,expenditures for cleaning up nuclear weapons sites and military bases. 
They want information that will help them assess the likelihood and amotmt of future 
claims that might eiiw from goveramea t- sponsored enterprises. 

101. All users need information on earmarked revenues recorded in trust tundr. 
They want to know, for example. whether the Social Security Trust funds are likely, 
in the foreseeable future, to need infusions of new taxes to pay ‘benefit+. Citizens 
need to know the implications of investing trust fund revenues in government 
securities. ) 

102. Users also need trend information on spending on investments in physical and 
human capital versus spendmg on consumption. 
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c L..J 103. Users at all levels need infbrmation on’ internal controls and the adequacy of 

. ftnanoial management systems. Citixins want ,as+rances that systems and controls are 
L- in place-to pfotect.,the reswrces they. sti~@y to, the ~?vemtneft t. They want to.know 

that~opcnting procedures-a+ processes pm+ rea+mal$e assurance that those 
rbstwces are used economically +d etfic&ly fir the purposes intended C&ess, 

. 
executives, and program managen need, to ~@onstrate, to +ose to whom they are 
l Ooountable thattheyhave, in f+t, p+c+d th&e ,resources and used them well. 
Users ,want -t6 know, for example,, .&at tgepcy heads have d&emitted that internal 

‘, controla are adequate, tl&b@ f-F@, sJ++?ents are .yu$itable, and that high-risk 
‘has ha*,, been identified .mj .awsscd .^ ‘8 ,. ,, 

104.. Tha :impli~atio.np qf !heq, fQv ,@oad categories of information needs for .the 
objectives.,of ,feder$l fwial .reportipg .UC discpsed ,@ more detail in the next 
chapter.-.. ” 1. ‘, 

: ‘, 

- 
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CHAPTER 4: OB JECl IVES OF FEDERAL FINANCIAL Rl$POiTmG 

105. The federal government derives its just powers from the consent of the 
governed It therefore has a special responsibility to report on its actions and the 
resultsof those actions. These reports must accurately reflect the distinctive nature of 
the f&e& 8OV~Wt and must provide .infOrrnatiOy useful to the PCOplC, their 
,ele&d represenutive~; and federal executives;. Provrding this information to the 
public, thk’news~inedia;‘and elected offtcials4s.an~esrentirlssemial ‘part of accountability in 
8OVklIC~t Providing ‘this infonna+n to progmmalaM(prs, executives, and 
members of Congress’ is essential’ to piannirlg and~conducting the government’s 
functions economically, efficiently, and.effectively for. the byefit of society. 

106. Finaitcirl-report&g is not the only ,source’.of information to support 
decision-making and accountability; ” Neither ,can &an@ repOr@, by itself, ensure 
that the government operates as it should. Financial reporting can, however, make a 
useful contribution toward those objectives. 

107. The objectives discussed below apply both to internal and to external 
financial report. To some degree, they also apply both to special purpose and to 
general purpose reports. Users of general purpose ftnanoial reports may have 
difftculty obtaining relevant information to hold the federal government accountable~ if 
the government operates without appropriate reporting objectives and accounting 
standards. The Board also intends that these objectives and the ensuing standards will 
prove widely useful for other purposes, though they may not apply to every special 
report or every item in the accounting system. The objectives are intended to improve 
the relevance, consistency, and quality of accounting and other data available for a 
wide variety of applications. /” \ 

. 
108. The Board expects, that its recommendations will be applied to improve 
information for program management and executive and legislative branch 
decision-making. The Department of the Treasury, OMB. and the GAO expect that, 
to the extent possible, their reporting requirements, will be aligned with the Board’s 
objectives and standards. 

109. Four major objectives are proposed, around which accounting standards 
should be organized These objectives are designed to help ensure the adcountability 
of the federal government and to better inform decisions influenced by financial 
information about the 8ovemment. Each objective reflects the federal environment 
and meets many of the,needs expressed by current and potential users of federal 
fmancial information. Together, they provide a framework for assessing the exist@ , 
accountability and fmancial reporting systems of the federal government and for 
cons&ing how new accounting standards might be able to enhance those systems in... 
a cost-effective manner. 

110. Current and potential users of federal fiaancial information want information 
to help them assess how well the government is doing by answering questions 
re@ing topics like those below: 

. Budgetary Integrity: What legal authority was provided for 
ftaancing government activities and for spending the monies? Were the 
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financing and spending in accordance with these authorities7 How much was 
left? ‘, ..“! 

. Operating Performance: How much do various programs cost, and -. 
how were they f-&d? What outputs and outcomes were achieved? What 
and where are the important assets, and how effectively are they managed? 
What liabilities arose from operating the program, and how will they be 
provided for or liquidated? 

:.i .,: /, .‘, g;‘: .’ 
r.., Stewardship: Did the government’s financial condition improve or /, .(( ;. Liorate? 1 What provision was made;for the future? 
ff .r’ I ,;y,< ‘.,, ii , ..!: ;, ,. :: .* :. ’ ‘;. 

Syrtems and C&rol: Does the govanmeafhavl cost-effective 
&ems and controls to safeguard its assets? Is it able to detect likely L,, 
problems?’ Is it ~correctingdeficienoies when detected? 

;.,.. .“. ;;, , 
111. Concerns like the&%fme the objectives of federal fiMncia1 reporting. In the 
following text, objectives and subobjectives are stated in bold italic type. Each of the 
objectives and subobjectives is followed by a commenuuy that explains some of the 
implications of the objective. 

1 
BUDGETARY INTEGRITY , i(l \ I 

‘OBJECTIVE 1 
I 

112. Federal financial reporting should assist in fulfilling the government’s 
v: duty to be publicly accountable for’monies riised through taxer and other means 

(;d 

’ ‘\ 
and for their expenditure in accordance with the appropriationi” Iawa th8t 
establiib the gcivemabetit’s budget for ‘a ,particular fiscal iear and related laws 
and regulations. 

,^ 
113. This objective arises generally from the responsibility of representative 
governments to b&accountable for the monies that are raised and spent and for 
compliance with law. More specifically it a&s from the requirement in Article I, 
Section 9 of the Constitution of the United States that “No Money. shall be drawn 
from the Treasury, but in Consequence of Appropriations made by Law; and a regular 
Statement and Account of the Receipts and Expenditures of all public Money shall be 
published.from time to time.” Its focus is the,Budi‘t of the United Stateg 
$+OvertmWl, the President’s annual budget submission to theCongress, which is the 
goVemment’s principal fmncial report, and the lawsenacting budget authority for a 
given fiscal year. The Budnet of the United States Govw is the initial frame of 
reference within which Congress and the President .enact the laws that require the 
payment ‘of taxes and provide the authority to. obligate and spend money. 

114. The focus of this objective is retrospective. That is, the focus is on recording . 
actual data from budget execution against appropriations made by Congress using 
existing budgetary standards. Thus, it would validate the “bctual” column shown in 
*e it, of the-.united,.States G;ovl . rnment It would also~provide dam that could be 
shown ‘iit other reports as a statement ofbudget execution or; i statement of the status 
of budgetaty resources. The data also-could be displayed in analytical tables showing, 
for example, the historical patternof receipts and outlays. 
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. 
115. Certain subobjeoti*.%s arise from the basic objective of budgetary integrity, as 
discussed below. 

‘s /): 
pdtml f&n&l rmortinn should brovidt information that h&s the tcadtr tQ 
determine: 

116. IA. How budgetary rtsourtts have btta obtained and ustd and whether 
their acquisition and use were in accordance with the Ieg8l authorization. 

117. Considering this objtctivt in conjunction with the specific information needs 
identified by the Board suggests some examples of information that might help meet 
w objective: . .:. 

-11 
:govexnamkreceipts and offseuing~colleoiions reported in total and 

&.compositio*; .,, 

. obligations according to the &ure of sew&es or items procured; 
.;a I 

. information about the extent of coqpliance with the budget and laws, 
and whether money was expended as intended by the federal government and 
its grantees; and 

:_ 

. valid data on budget author@, obligations; and outlays by program 
and for all appropriation and fund accounts (summarized appropriatejy to fit 
the intended audience). 

118. 1B. The status of budgetary rtsoomr 

Examples of information that could help meet this objective include 

. . information about the sufficiency of budget authority for covering 
c~mmitmtnts and the SUPS of obligated and unobligated balances of 
budgetary resources and 

. assurances that funds authorized for a given purpose were actually 
ipent for that.purpose. 

. . 
119. lc. How iIlfO~8tiOn on the ust of budgetary rcsourcts rthtts to 
illfOrlU8tiOll on thtt~sta of pro~~moptl'8tiOns and Whtthtr infOrlU8tiOll on the 
statat of budgetary resources isconsistent.with othtr8ccountinginform8tion on 
asatb.tad lit~Uitks. 

120. This subobjective arises from the fact that accxual-basis mehsure~ df the cost 
of government programs, functions, and activities may differ from the amounts used in 
the budget’ for 8 variety of valid reasons. d 

c 121. Reports primarily intended to address objective 1 and its fint two 
subobjectives would use budgetary ine” asurerngk @@objective 1C would use both 
budgetrry and accrual measures because recon&ation of the two is implied. The 
basic r&~&@&g unit for this objective would be the @dgtt account, although 
accounts are often,aggregated for some d purposes. 
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3 
OPE+TINGPERFORMANCE 

f 
i '. ,,: 
‘\../ OBJEcTng 2 , ,. . 

122. Federal financial npoking’should assist repoti oaen in evaluat&g the 
aenica efforts, &r&and l ccompliihmcntr of the reportlag eat@; the manoer ln 

u: 
nhkh th&e efforts and accompllshakts have b&en &aced; aad ,the 
managtment of the tntlty’s as+r and liabll~+. 

‘. .T,: . ..I. ,’ ‘, : ‘I ,l /, 

123. This objective arises from a demo&c’governkeSs duty to be accaunuble 

: : $i . to its citizerrJ!fp;$ managing resources an4 providing .services economically and 

;. .. ‘if&i&ly ‘&~d fbr ifieciiire&ss iii ~Ui+$$‘~lkkd eo$a’. Also, the eovenrment 
slioul( be akot+jbi& for &is&g kkces efficiently; 

.* -., “...- I .,“..,; .: I,. 
‘. 

13% ‘;: “‘&&&&emm~ni &vi&s tie’ iht &ally protided in exchange for 
~ol&&$~i;llynie& or‘fees;-expensei ctidtWki&bed s@inst revenue to measun 
“earnings” or “net income” as would be done in business l ccounti$g. Moreover. 
directly measuring the value add&d to “&i&‘s welfare by government actions is 
d&&k tkketheiess, expenses cdn’be ‘matched agiinst the provision of services year 
%y yeai. The rkulting coit Cai then k:Snalyzed’ in’~latiODship to a vatiety of 
measures of the achievement of resuk -II _.. .; __ 

I,< 
125. -‘- ,: . Certain s&objective& arise frdm the basic objeotive of reponing on &rating 

i” performaneej ‘as diskksed below. 

, Fedctil financial rcaoitine should nrovide Information that heias the 
reader to de&mine: : 

126. 2A. The costs of providing specific programs and actlvlticr and the 
xomposition of, and changer in, the= costs. 

127. Examples of financial information that can hilp to address this objective 
include 

. informauon on the costs of programs and activities; 

. cost comparisons with estimates, with similar functions, with targets,9 
and over time; and 

. relevant analyses of the composition and behavior of costs, such as 
full and incremental costs, fixed and variable costs, direct and indirect costs, 
and reimbursable and other costs, when appropriate. ’ 

128. 2B. The effort8 and accompllshmentr associated with federal programr 
aad the changes over time and ia relation to costs. 

OffkiAls. 
‘“Performance targets” specify the level of performance that is set as a goal by policy’ and program 

TA.QCtS miry be Skt in terms of outputs. outcomes. klpACtS, COSt per unit Of-Output, CtC. 
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/ 
I 129. Examples of information that can help to address this objective include 
/ I 

. financial aad nonfinanoial indicators of senke inputs, outputs, and T‘) 
outcomes, including comparisons with goals; ‘. ,., 
. indicators of program efftciency and effectiveness; 
. work load measures and unit costs; and 

total andmarginal costs and benefits. the relationship of these to 
i*et reque+, aad when thk benefits will he realixed. 

130. 2C. Tbc cflkiency cad cffcetiveaess of the government% management of 
lb uaolr end IirbiUtbs. 

131. ~ This &objective implies cqacern with the management of all federal assets 
and liabilities used by q under the control of agencies. ., Users of fmial reports 
foeus oa the use of these resow&s in program operations, not solely oa their fmmcial 
value. Reports intended to address*this objective would pvide information to help 
users assets .th~, efficiency and effectiveness with whiqh 

:’ 
. cashisused; 
. loan, loan guarantee, and other receivables programs are conducted. 
. inventories of supplies, materials, and similar items are maintained; 
and 
. forfeited and other tangible assets are handled. 

132. Other examples of informatioa relevant to this objective might iniAude 

. the service life.and replacement cost of major systems and 
equipment; 
. backlogs (and budgetary impact) of delayedmaintenance. 
rehabilitation cost or replacement value of assets; i 

the marlret value of forfeited and other assets, particularly those held 
ior sale; 
. the extent of unpaid expenses; aad 
. estimates (and ranges of estimates) of other known liabilities (such as 

I leases or deposit aad other insurance liabilities) aad other exposures to loss. 

133. Further .discussioa of performance measurement and how financial reporting 
CM contribute to reporting on performance is provided in Chapter 8. 

STEWARDSHIP 
3 

oBJEcTIvE3 

134. Federal fin8acLI reporting should assist report users in uwuiag the 
impect on the country of the goverameat’s operations and bwestawats for the 
jeriod sod how, u 8 result, the govemm&t’r and the natioa’s finaaCtl condltioo 
hu changed ead may cheap in the lb~ture.‘~ 

“The concepts of “f-4 position” and “ftnancial condition” are discussed in Chapter 7. 

L-J 

,,-\ . 
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135. This objective is based on the federal 
gen@ welfare of the nation ‘in perpetuity. 

gohamen A responsibility for the 
It focuses not on the provision of specific 

se&&s but on thk riquirement that the govemmeat report: the broad outcomes of its 
actions. Certain subobjectives arise from the basic objective of stcwardship,,as 
discussed below. 

‘>? 

Federal financial rebortine should nrovldc information that helbs the 
reader to d&nninq : 

,.1 
136. 3A. Whither the~pvemmeat’s flnaacial porition improved or 
deteriorated over the pgiod. ” 

), ) ^,,, 
r<; _, ” Examples of infotrn&ion relevent to this objective ~include 
i .L .., .a 

.’ the emount of assets, liabihties, and ngt assets (or net position); 

. “:an analysis of government debt, its ,grokth, and debt setice 
requirements; 
. &anger in theemount and ,$&ice potential of capital assets; and 

the emotmt of -contingent liabiiitics and unrecognized obligations 
;such as the probable cost of deposit insurance). 

. . 
137. Assess@ whether the 80 vernment’s fwial position improved or 
deteriorated over the period is important not only because it has finanoial implications 
but also because it has social hnd political implications. This is because analysis of 

g. -&y finanoial position improved or deteriorated helps to explain whether frrrancial 
burdens were passed on .by current-year taxpayers to t%ure-year taxpayers without 
related benefits. The latter notion is sometimes referred,& as “interperiod equity.“” 

,.i, 138. Viewed in this broader context, providing information to meet objective 3 and 
its subobjectives ,will help to satisfy the needsexpressed by financial report users. 
It will also help to explain the issuance of‘new debt in’relation to expenditures for 
activities with current benefits versus expenditures for investment-type activities that 
vield future benefits. . 

139. 3R Whether future budgetary resources will likely be ruMcient to 
sustain .publk services and to mot obligatiois as they cow due. 

140. Infotmation.about the results of past government operations is useful in 
assessing the stewardship exercised by the government. Users of financial reporu also 
want help in assessing the likelihood that the government will continue to provide the 
current level of,benefits and services to constituent groups, such as fatmers, retirees, 

“In paragrttph 61 ‘of its fust conceptual statement, Obfcctivcs ofFinunciuf Reporting. the GASB noted: 
YJ’he Board believes that interperiod equity is a significant part of accountability and is tklamental to public 
adain@ration. It therefore needs to be considered when establishing financial reporting objectives [for state arid 
locel governmental entities]. In short, financial reporting should help users assess whether current-year revenues 
are sufficient to pay for the services provided that year and whether future taxpayers will be required to assume 
burdens for services previously provided.” GASB’s Statement 11, Maaauremrnt Focw and Basis of Accounting- 
-Gavemntental Fund Operating Statements, adds ‘Conversely, [a merkure of interperiod equity] would show 
whether current-year revenues not only were suffcient to pay for current-year services, but also increked 
rcoumuiated net resources.” 
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and the poor. 

141. Information relevant to this objective may includedisclosures of financial q 
risks that.are likely or reasonably possible from sources such as government-sponsored ’ .,’ 
enterprises, deposit insurance, and disaster relief programs. Tit could also include 
information such as 

. . 

. the long-term financial implications of the budgetary process, 

. the status of trust funds, and 
. backlogs of: deferred maintenance. 

> 
142. Providing information of this kind may require the’use of reporting 
mechanisms other than tmd$ional financial statements. For ‘example, special reports 
may have to be developed to demonstrate whether the level of a particular year’s 
maintenance and rehabilitation expenditures resulted in an improvement or a 
deterioration of capital assets and infrastructure. 

143; 3C.. Whether government operations have contributed to the notion’s 
eurrcnt and IMure well-being. 

144. Objective 3, in general, and subobjective 3C. in particular, imply a concern 
with “financial ‘condition,” as well as “financial position.” Financial condition is a 
broader and more forward-looking. concept than that of financial position. Reporting 
on f-cial condition requires financial.and nonfinancial information about the 
national economy and society, as well as about the government itself. For example, 
reports intended to help meet this objective might address users’ needs for information 
about 

. . :investments in (or expenditures for) research and development, 
military readiness, aad education; 
. changes. in the service potential of infrastructure assets; 
. . spending for consumption relative to investments; 
. opportunities for growth-stimulating activities; and 
. the likelihood of future’inflatioa. 

: 
145. 
point 

Indicators of financial positiog measured on an accrual basis, are the starting 
for reporting oa financial condition but must be supplemented in a variety of 

ways. For example, subobjective 3B might imply reporting, among’other things, a 
ctureat.law budget projection under a range of alternative assumptions. Reports 
intended to achieve subobjective 3C might disclose. among other things, the 
contribution that the government jr making to national wealth by financing assets that 
are not federally owned, such as research and development, education and training, 
and stateowned infrastructure. information on treads in total national wealth and.. +. :.. 
income is also important. 
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SYSTEMSAND CONTROL ” ” 

, c---l oBJEcTrvE4 

146. 
whether 

@~III fman+ nportkg ThouId artirt report uwr~ in undentanding 
finu~c~l man+&emW &ystem~ &ad i&rail accounting and 

l dminir!rative controti are adequate to entire that ” 7. ..,I,,, 

‘-I ., . i&nsacti&~ .re ~recuted in accord~ce ,with budgetary and 
fia~+l &ws and other ~&kments, eoniia+k with the purpoaea 
au+or&ed, in~‘are re+r+ed in a&rdsn& with federal accoqnting 
smdinlr;’ :..’ ,; ,., ,. 

,.: I. ,- 
k ._. ;i; :- 

.;, . . 

hd 
qssets a~.propcrly safeguarded to deter fraud, wute, and abuse; 

.’ /, ‘, ’ * 
.,,^ 

1. , ,I ,,‘. ), .” ,, .,,.I .’ ;, ., 
. ,.p&Winaacc’k~e~~~~~ot hifckktioi is adequately, rupportod. 

.’ .:,. ,, 1 “” 
: I I ,. ,. ,. : ‘. .I,j. i I 

147.‘ ‘l’h$ objictke ariei frbti the three prcc&dg& objectives, in conjunction vlth 
tl$ f&iwt acco&ng suppOr& b&h effediive m&ui&ent ‘and control of 
drganizaiions and 6, procel of rep&~ ‘&tiil, iiW&tion. Indeed, accounting 

. process&s are ah iliiegrdl p&t of th+, mahagbment contiol~system. 
Y. 
6, 148. T)e ability to prepare financial reports that report all transactions, clasufud 
* . . . ., in appropriate ways ~that’faithfully represent thi underlying events, is itself an 

indicktion tl$ c&Lain essential bdntrols are in piaCC and operating effectively. Th 
‘pnPrr+on of ‘kliatile fiaancial reports als&‘he$s to ensure that reporting entitles have 
early warning sykteti to indicati ‘potential problims and, take actions to correct :: I 
material wedknesses or problems. i 

i i 

149. * Sound controls over internal processes are essential both to safeguard assets 
and to ensure ccqnouty, efficiency, atid effectiveness in many govemmental programs. 

150; Infkmation relevant to thij objectiye he!ps financial report users to determine 
whether the entity has established reasonable, cos~&fective’programs to safeguard 
assets, p&exit arid detect waste hhd abuse,. and red&e error’ rates. An example of 
information that would address this objective is management’s issertion about the 
effectiveness of the intemal~accounting ‘and operational control system. 
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CHAPTER 5: BALANCING COSTS AND BENEFITSIN 
RECOMMENDING STANDARDS 

in 
151. Use+ information needs define financial reporting. Even so, the process of 
articuiating frnrnoial reporting objectives and then recommending accounting standa& 
is not a simple progression from canvassing users of federal financial information to 

.recomptding stand@% This is,pady beyse such users, when asked about their 
information needs, may give aymveis ,$at ari limited by their past needs and 
ex*emes. Mom fundame+aiIy, it is bcc&sa aiti~uiating objwtiver and 
recommending accounting standards ncccey ‘involve judgmentsabout the costs and 
benefits of producing more @formation or of repo&ig it differently. 

152. The‘staadardtsetthg pr&ess is further complicated by the fact that any given 
accounting standard can have many different kinds of effects that must be considered. 
For e,xampie, ,accounting standards can, influence the activities of agency accountants 
and the auditors who review reports prepared by those accountants, as well as the 
decisions of those who read the financial statements. Thus, a standard may influence 
which physioal assets are under accounting control and the extent of work the auditor’ 
does to provide assurance about those assets. Jhe accountants’ and auditors’ reports, 
in turn, may influence various decisionmakers in different ways as they select policies 
regarding the assets and the systems used to control them, decide how to implement 
the policies, and evaluate the results. 

:’ 
153. he standard setter must, to some extent, be aware of these potential effects 
when dons&ring the costs and benefits of any given accounting alternative. As an 
added complication, rhr some piece of informorion may be used in different ways for 
different deo@ons. In other words, there am different kinds of “use.” In some cases, 
the information may be consciously used in welldefmed ways; in other cases, it may 
subtly influence the way people see the ‘world, understand their options, and assess 
their priorities. 

154. For example, the size of the deficit may have a very specific meaning with 
quite explicit implications (e.g.. sequestration) under certain rules for scoring the 
budget. The deficit may also influence the economy because it affects aggregate 
+and and the go&unen~s financing requirements in a variety of ways that 
economists can only partially explain and quantify. Finally, the deficit may influence 
people’s perceptions of their own well-being or of the nation’s furaacial condition in 
more subjective or qmbolio ways that OF affect both private and collective behavior 
(e.g., willingness to undertake various new commitments, to pay more in taxes, or to 
accept reductions in program benefits). 

155. Finally, as noted earlier, accounting and financial reporting cannot satisfy 
every need for information and accountability. For many purposes, other information 
sources and other techniques to maintain and demonstrate accountability are either 
essential or more costcffective. This constraint pervades any discussion of the 
objectives of federal fraanoial reporting. 
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CHAPTER ‘6’:. QUALITATIVE CHARACTERISTICS OF 
INFORMATION IN FINANCIAL REPO.RTS 

156. Financial repotting is the means of communicating with those who use 
fm&ial information. For this communication to be effective, information in finanoial 
reports must have these basic characteristics: understandability, reliability, relevance, .* 

‘,., timeliness, consistency, and comparability.!’ 
2 , .(;, ,, 

UNI)ERSTANDABILITY ., ,. .) 
;. 

c 

.‘.., ‘( . . ,,._,, ‘.., ,‘. 
157. Special purpi~sereports are prepared to meet thetneeds of specified users. 
Understandability .is rarely a problem in such cases because mutual understanding of _ 

what information is needed can generally be assumed between. report preparer and 
report user. Information in general purpose financial reports, however, should be 
expressed as simply as possible. Users of general purpose financial reports, including 
internal users, ‘tend to have different levels of knowledge and sophistication about 
government operations, accounting, and finance. 

158. To be publicly accountable, the federal government and its component entities 
should issue, general purpose’ financial reports that can be understood by those who 
may not have a detailed knowledge of accounting prindiples., Those reports should 
include explanations and mterpretations to help report users understand the 
information in the proper context. However;general purpose financial reports should 
not exclude essential information merely because it is difficult to understand or 
.because some report users choose not to use it. 

159. For reports to be understandable to different audiences, different reports may 
be necessary to provide infotmation relevant to the needs of the expected report users, 
with suitable amounts of detail, explanation, and related narrative. To be fully 
intelligible, tinancial information in general purpose reports may need to be presented 
in relation to the goals, service efforts, and accomplishments of the reponing entity. 

RELIABILFY 

160. Financial .reporting should be reliable; that is, the information presented 
should be verifiable and free from bias and should faithfully represent what it purports 
to represent. To be reliable,.financial reporting needs to be comprehensive. Nothing 
material should be omitted from the information necessary to represent faithfully the 
underlying events and conditions, nor should anything be included that would likely 
cause the information to be misleading to the intended report user. Reliability does 
not imply precision or certainty, but reliability is affected by the degree of estimation 
in the measurement process and by -uncertainties inherent in what is being measured. 

12For the most part, these characteristics are similar to those described by the FASB and the GASB. 
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RELEVANCE 

TIMELINESS 

CONSISTENCY 

COMPARABILITY 

Financial reporting nky neqd to include narratiye explanations about the underlying 
assumptions and uncertainties inherent in this process. Under certain ~~~~IM~MCCS. a 
properly explained estimate provides more meaningful information than no estimate at 
all. 

161. Relevance encompasses many of the other ~oharacteristics. For example, if the 
information provided in a financial report is not timely or reliable, it is not relevant. 
Information can, however, meet all other characteristics and still not be relevant. To 
be relevant, a logical relationship must exist between the information provided and the 
purpose for which it is needed. Information is relevant if it is capable of making a 
difference in a user’s assessment of a problem, condition, or event. Relevance 
depends ori’the~~per .of ,financial. infotmation needed by the<various users to make 
decisions and to assess accountability. 

162. In some circu&anoes, the mere knowledge that d report eventually will,@ 
made public can influence behavior in desirable ways, just as the, knowledge that one’s 
.tax returr.might eventually.be audited can influence the behavior of people when they 
report their income. In other circumstances, however. if financial reports are to be 
useful, they must be issued soon enough to affect decisions. Timeliness alone does 
not make information useful, but the, passage of time usually diminishes the usefulness 
that the information otherwise would have had. In some instances, timeliness may be 
so essential .that it -requires sacrificing .a certain amount of precision or detail; B timely 
estimate may then be more useful than precise information that takes longer to 
produce. 

163. Financial reports should be consistent over ‘time; that is, once an accounting 
principle or reporting method is adopted, it should be used for all similar transactions 
and events unless there is good cause to change. The concept of consistency in 
financial reporting extends to many areas, such as valuation methods, basis of 
accounting, and determination of the ftnancial reporting entity. If accounting 
principles have changed or if the financial reporting entity has changed, the nature and 
reason for the change, as well as the effect of the change, should be disclosed. 

164. Financial reporting should help report users make relevant comparisons 
among similar federal reporting units, such as comparisons of the costs of specific 
functions or activities. Comparability implies that differences among finanoial reports 
should be caused by substantive differences. in the underlying transactions or 
organizations rather than by the mere selection of different alternatives in accounting 
procedures or practices. 
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CHAPTERS: HOWKCOIJNTING-SUPPORTSFEDERAL 

n 
FINANCIAL..J@@R~iNG ';".,;.r"' 

c 
.;" '; ,,,, 1 ',I.' ,_ ';' ; 

_. _ / __. _.'( ', ,_, .:- 
: : ,, / 

> 
: 

.’ 

165. ‘. This Chapter ‘explairis the fobus of the gASjEt’s con+n by showing how, 
aqqo,unting supports financial reporting,, and thus how ac,cou+ing stand&& ‘.- 

“.F. ,noommended by the,FASAB can intluen& federal financ&l qorting. This Chapter 
t: ;- 
; 

shows how the,FAgAB’s recommendations can.,jnf&enqe a;,wjc+ , ya+ty of fmancial 
re@nte.” ‘Additionally, it lays a foundation for-the discussion jin Chapter g) of,how I 

‘:‘“,-. .-iws, finanoial, mj5orting’iii general, and cost ‘information in particular; dontribute tm 
,‘,. (! ..* i .bjlSi&nanci mportitig;~ ‘In ‘effeci, Chapter 7 ouilines parW0f.a. c&eptual framework ,: 
.’ for fed$al ~a&ouniing but’& limited to those ideas, ,such.as:cfinano~l,*poaition” and J ,:..a 

,, 
‘%nan~ial”condition,” ihiit GilI ‘help readers understand’the ,-Board’s proposedatatement 

” 1 L: :-I;‘. i : .:,.I* ’ of &j&k& ‘for federal fina@ reporting. :’ 
/ ; ./ .. ,,, ,.‘. : 

. . ..I ,. 

. . . 
166. The accounting processbegins with recording information about transactions 
between the gove.Fent (or one of its component entities) and other entities, that is, 

t 
id&$ &id Lbutfjo&;J,df‘ ~ew~ee~~o~ ‘$&isej to provid6 them. fiese Ay. s+divg; 

i,, flows of economic goods, cash, or promises. These comprise the “core” data of the 
,::*m il accounting diiipline. : This initial step in the accounting process is depicted at the 

bottom of figure 1, in ,the box numbered 1. To enhance the usefulness of this core set 
\-a) .: of data about transactions. with other entities, accountants make various accruals, 

/\ .’ I> classifications, interpretations, etc. 

,, 

.’ 

:  
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Figure 1 
Hok Accounting Contributes to Infokmation Used by 

(lit&ens. Ccmeress. Federal Executives. and Program Mjrnagers ---------, ------ ---= - - --~ ~~~ c---J 
.,/’ 

Information used to assess accountability and performance, to make planning and 

Filiaacial Information Nonfinancial Information 

specti-purpose reportJ ‘. Gencnl-purpose’ report8 specl8l-purpose 

Various special- e;g.. agency budget e.g., fmancial e.g., special-purpose 

purpose , budget execution information : yonfinancial nonfmancial 
frnanoial reports requests, the =pofts requir+ by the infokation information 
from ,committees -Budget of the (. CFO Act ,. .requk@~’ from agencies, 
of congress, United States .the CFO news media. 
agencies, GAO, Govemmm( Act etc., e.g., 
news media, etc. Fe&ml 

Managers’ 
Financial 
Integrity Act 
reports 

-- 
* 

I 

I 

-- I 

I 
3. Reporting Useful information 

t 
I 

/ 

2. Environmental Data 
(e.g.. changes in msdca value or smite potential conlingcfbl grinr 4% l0uer. pr0lpun rcsultr) 

T 
-. 

1 
I I 1 
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: .  /’ j ‘,, 

: .  167. Many ‘accountin8 entries recorded in the adcoimtant’s general ledger data base 

^ 

are such rearrangements of data about previously rec’orded transactions with other 
entities rather than aew transactions involving flows of resources or promises between 
‘eatitiei.” 

I, 
.I 

- 1’68. In, the branch of accounting called, financial a~oountin8, the most noteworthy 
int&retatio~’ or classifications &e-thosi iLx~ut which data Pertain to ‘the past and 
which pertain to the B&r& In other ‘words, financial ~accounting is largely concerned 

‘~ with assigning the value of past transactions to appropriate time periods. 
” ,,‘, ., _. :. ,,,<.,’ ‘, (I i ,i 

169. Transaction data assigned to a period that has elapsed are said to be 
“recogaizcd” in the statemeat of opemtjons (Or income statement), e.g.. as an expense 

I?, or a revenue of that period. Transaction data pertaining to ihe future ‘& &n&d in 
the statement of frnahoial position (or balance sheet) as assets and liabilities. ’ 

,~ : ‘.‘“~ ., : ,:;, ,, ,“z;,.; i!.i$.r,. ‘., ;-. :.,!‘,:, . ‘,.‘-,;, , ? ’ / , 
,. 170. ” To8ether with the statement of cash flows, t% income statement (or statement 

of 6pemti$th or a&vities) and& balance sheet comprise the three “basic” general I ” purpose fecial statements for,@vately o&d entities. Other statements, such as a 
oomparison’of a&ua! ‘results with the budget; may be regarded as part of the basic 

r 

statements for 8overnmental entities. I 

171. At the initial stage of the accountin process, the” infonnatioa about atyo 
and liabilities is merely the result of assigning all, or part of the value of ceNcP 
transactions to the future. “Assets” and “liabilities” at this’stage are nor.statements 
about future benefits or sacrifices ‘that can be proven or disproven. They are 
a+cations of the cost of past traasactions based on assumptions about future benefit 
and ,sacrifibe. 

1. 

172. This has been a common source of confusion when accountants commumcate 
with aonaccountants, ,for whom the word “asset” typically implies something of value 
that can be sold or used. Much of the evolution of accountin under the FASB and 
the GASB has been to reduce this confusion, to improve co,mmunication, and to make 
finsncitil reports more faithfully represent ,economic reality interms meaningjful to 
report users. This evolution has involved adding increasing amounts of infonnation to 
the core set of transaction data. That protiess is discussed later. 

> .’ I’ 
173. In other words, the amount of “equity” or “net assets” based on the core data 
in a bookkqer’s trial balanbe is abtsa d&t meusure of either the market value or 
the aervioe~p&ential of the entity. In some circumstances, however, net assets can be 

I 

. i 

.: 
‘“8ee~ William J. S&r&r, Robert E. Maloom; and John J:, Willingham; ?A Partitioned Events View of 

Financial Reportln&” Accounting Horizons (Dec. 1988), p 10-20. For a more academic exploration of the i&as 
involved, See Yuji Ijiri:“Theory of Accounting Measuremea~” &dies in Accounfing Remwch # 10, ~American 
Accounting Association 0975). 

;f- 

( !J 
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a meanhgful indicator of that’value or &e&al. me word “indicator” is used 
deliberately to avoid tho implication of precision that may k associated with the word 
“tlleasure.“)” 

174. Accounting data m&be further a&i@ed, allocated’ or associated with units 
of activity or production, segments of organizations, etc., within the sawm time pertad. 
These kinds of inwopmiud allocations are devoloped most extensively in the branch of 
accounting called cost or managerial accounting. Neither the FASB nor the GASB 
hasdevoted much attention,to this braqoh of accounting, but the, FASAB, beoause of 
its unique mission, 911 need to do ,so. Gnoreason, for performing cost accounting is 
to assist in performance moasuremont. 

.‘_ 

NONFlNAkCui CORE BATA 
: ‘: 

,. L 

175. : 
, : ./, 

Traditionally. finanoial accountants reoord and describe transactions in terms 
of money. A$,+e most dotailod level, howover, their records usually include 
information about tbo associated,physioal inputa and outputs of goods, labor, etc. This 
non!++ information is an, &&ant .part ,of the data available for reporting and, 

_ evaluating the economy and efficiency of the organixation’s performance. 

BUDGETARYCOREDATA 

i76. In govemmont the data on transactions with other entities include information 
on &budget authority. obligations, outlays, receipts. and offsetting collections for the 
transactions. This information is ,maintained in what are called budgetary accounts to 
distinguish them from the “proprietary” accounts that &cord other information on: 
transactions. The,budgetary and proprietary accounts at this lovelare said to be 
“integrated;” In effect, they maintain information about different stages of a 
transaction. 

FINANCUL ENYIRONMENTA~~~ATAANDTHECONCEPTO~ FINANCIAL POSITION 

177. ‘$0 core set of aocoun&ng data is expanded with a variety of what n~y be 
called “environmental” data to distinguish them from tho data that arise from 
transactions .(floys of roscuroes or promises) with other entitios. Box 2 in figure 1 
depicts this step of the accounting and reporting process. Many events within the 
environment of a reporting entity may have economic consequences for the entity. 
Examples of environmental data that,may be relevant to financial reporting for somo 
purposes in&de cumnt market prices, not ealixablo values, changes in discount 
(interest) rates, and impairment of assets (either in terms of market value or in terms 
of service potential). Judgments about what environmental data should be added are 
mado by considering the specific information needed for specific purposes. 

“The term “measure” is commonly used in accounting literature regarding cost and in other literature 
(inoluding the GASBs) regarding performance. This document follows that practice. In a conceptual 
disoussion, however, it is important to note that “cost,’ “perfotmance.’ and “financial condition” are all 
multidimensional concepts., It may be monprecise to think in terms of multiple indicators that provide 
information about these concepts instead of a single-valued “measure” of any of thorn. 
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178. At this level of the a&&ing and financial reporting process, the 
information repotted in the balance sheet transcend bookkeeping. It can now 
represent more of what is knoti about ‘future economic benefits and sacrifices. To 
the extent that this is acoom~lished,‘the balance sheet may be said to represent the 
“financial position” of the reporting entity. The concept of financial position is that of 
a point-in-time snapshot of an entity’s economic resources and the claims on those 
resources. 

NONFINANCIAL ENVIRONMENTAL INFOR+$TICjN 
. ‘, I ,. -. 

‘, 179. 
., 

,.~onflnancial: i&+&on about brogram efforts; accomplishments. and 
,. 1/ qt~,o.mes:~may., be ,~pllect~,~~,~~~,~s~cia~d with the’ f&&l environmental data. ,c’f*,? .;..‘; ,; This 

i : information ij putidularly trnl@trirq for ,,govermnents b&ruse there is no direct 
,, analogue iti’~%et m$onie” or “eakings”~‘t0 gauge the’&nomy, effioiency, and 

effectiveness or’net value ‘of gove+mentil aetiifitj;.‘ “. I” ,, x ,‘_ . ‘,,. c, ; ., 
/’ : T _: *’ ,t ,.,i I:,‘. I 

THE CONCEPT OF, FINANC.@ ,COeJTION 

ISO. 
.,. 

A&ore’ &i&mentdl data ,&added to the core data, a concept that is 
broader and ‘more forkard-looking than ?inancial position” emerges.. That concept is 
“financial condition.” F’or the US.’ government, then additional data could include 
financial and nonfiicial infotr&tion -about current conditions and reasonable 

: expeotations regarding the national and even the global society. For example, the 
expkted impltcatioris of enviion&ntd degradation, the relative competitiveness and 
productivity of the U.S. economy; or expected changes in the population’s composition 

I * in terrk of age, gender~‘longe\;ity. education, health, and indome all might affect 
judgments about the goveiament’s financial condition.” 

181. Infotnnttion about financial condition can .be conveyed ,in a variety of 
schedulep, notes, projections, and narrative disclokres. Among the most important of 
these is management’s “discussion and analysis” of known trends, demands, ,I. ., ._ 
commitments, events. and uncertainties. For’ federal reporting entities, management’s 
discussion and analysis might address such tolkk ‘as ” .\ : 

i budgetary compiianee; 
. &hl bont&l $@&; 
. ’ capital resources ‘and investments; 
. se&e efforts, accomplishments;‘and results of operation% and 
. the reasonably possible future imp&t of known trends, risks, 
demands, doinmitments, events, or unceiiainties that may affect future 
operationds 

182. Increasingly, managers and investors in the private sector are attending to 
other factors that may sometimes be useful indicators of an entity’s financial condition, 
including such intangible factors as the quality of the entity’s 

,, 
I. 

’ “%uch a dis&sion and&al&s is m&ed’in federal ~fiia&ial reports prepared pursuant to the CFO 
Act of 1990. In these reports, the discussion and analysis is referred to as the “overview” section. OMB Bulletin 
92-03 provides guidance on preparing the overview section. 

Volume I, Version 1.0 
28, 1997 



Si”F’AC NO. 1 

. information and analysis capabilities. 

. strategic plaBBiBg, 

. human resource development and management, and 

. COBStitWtt mtiSfaCtiOB. 

similar factors may be relevant for Bt8By federal reporting entities. 

RINDS OF FINANCIAL INFORMATION NEEDED AND PROVIDED. 

183. The inform&on .pkduced by these accounting processes supports the overall 
reporting process. Traditionblly, the itee of infornration included in fiaanoirl , 
strtem~tq are classified in various ~~elements” of frnrnoial reporting, such as “assets,” 
%~bilitic&” urevenues,” oi%t$k~~.” I$, future p$&si’the FASAR may consider 
the dcfia$ion of elements of federal fiBa&ial reporting. For the purposes of this 
Statement of Concepts, however,‘it is not necessary to do so. It is sufficient to note 
that needed fmanciai information identified by some current and potential users of 
fedeml financial reports can be classified under six broad headings: 

. information on the sources and uses of budgetary resources, 

. infotrnation about opemtions and the related resources, 

. information about the government’s assets; 

. iafonn~~tio~ about the government’s liabilities and financial 
responsibilities, 
. informatio~thataddmsesconcetnswiththe futumand 
. Infotmation that discloses the levels of financial controls: 

184. Examples and further discussion of such information needs am provided m 
appendix B. 

HOW THIS INFORMATION FLOWS INTO FINANCIAL REPORTS 

185. The core and environnrental financial infotition, often supplemented with 
inforntation from other sources, is the basis for a variety of general purpose and 
special purpose reports. For this reason, figure 1 culminates with the preparation of 
useful reports. A direct relationship exists between the accounting and reporting 
processes both for general purpose f-n&al reports and for budgar rxecurion reports. 
The dotted line in figure 1 leading to other hinds of reports emphasizes that other 
hinds of information are oftenmore heavily involved in producing them. Accounting 
contributes to these reports but has less influence over the nature. scope, and content 
of them. (Appendix C lists ‘selected federal repotts that are regularly prepared.) 

RELATIONSHIP OF FINANCIAL REPORTING TO BUDGETING 

186. “The budget” is a broad term that nuty include, among other things, a 
projection of spending authorities and means of finanoing them for a future period and 
a report of the actual spending and associated finanqing for a past period. The 
FASAR’s recommendations may influence the reporting of actual budgetary data. 
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187.’ The tit of the United States ‘&ovemmg& is ti most widely s&ogt&ed 
and used financial report of the federal governtxqt. The budget .prooess is the ’ b’, “., 
governme& principal mechanism for reaching agr~etnent on goals, for allocating 
resources among competing uses, and for assessing the government’s fiscal effects on 
economic stability and growth. Most attention is paid to these future-oriented roles of economic stability and growth. Most attention is paid to these future-oriented roles of 
the budget. ” .‘, the budget. ” .‘, 

188. 188. Budget exqcu~on is designed to control and’track tax receipts and the use of Budget exqcu~on is designed to control and’track tax receipts and the use of 
r&u&ces according to the purposes for which budget authority was approved. Actual r&u&ces according to the purposes for which budget authority was approved. Actual -. -. 
receipts, obligations, and outlays arc recorded by account, as is the status of budgetary receipts, obligations, and outlays arc recorded by account, as is the status of budgetary 

., . 
(_ .,.. ,’ 

resot&cs at the end of each fiscal year. 
- - 

189. :‘. 
‘. Q 

&@&aty .mea&em& is designed ‘to assist ;m tl& Control and alloCation of 
*,, .’ :. ’ .:,: re~~ej bj;..~~o~g ,~‘,cri outla~~‘,i~~lieiab) Earth ~~ib~on when *e decision is 
,o. __, . midi ‘, b die cases, ‘the budget now ‘also includes’dcrtta~s for costs in advance of 

tbe‘&@ired+sh outlay., Budgetary concepts are ur&r.~cominual review. They may 
” be.cj&tged by la& ‘or,‘aftir coirs&ition with the ‘&&ssj ‘6 the annual revision of 

O@ Ci&u A-1 1, “&j&p~~&~d Subrriij&& & &git, Estimates;” 
‘. 

190. The’Board’s at&o+ d&i ‘not extend to recominending budgetary standards 
or budgetary concepts, but the Board is committedto providing reliable accounting 
information that supports budget planning and formulation. The Board also supports 
efforts to ensure the ‘a&racy and reliability of nport.+g on the budget, 

191. The Board’s, own focus is. on developing generally. acceptld accounting 
standards for np&ting’on the,‘f=cial operations, financial position, and financial 

‘condition of the federal goveriri&nt and its component entities and other useful 
financial information. This implies a variety of measures ‘of costs and other. 
information that ‘iomplements the information availabli in ‘the budget. Together with 
budgetary reports. these reportswill @ro\;idc a ‘more domprehensive and insightful 
understanding of the government’s f&ncial position, results of operations, and. 
ftnancial condition than either set of reports alone. 

.’ 
I ,  

, .  _ ,  *_,, 
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CHAPTER 8: HOW FINANCIAL REPORTING SUPPORTS 
REPORTING ON OPERATING PERFORMANCE * 

/1 / 
192. The second objective and its subobjectives concern reporting on performance. 
References to measuring cost pervade this objective and its supporting narrative. The 

I 

topics of cost and performance measurement are related because it is by associating 
cost with activities or “cost objectives” that accounting can make much of its 
contribution ,to reporting on performanoe. 

’ 193. Setting performance &g& is a function of management, not of accountanta. 
That ,is, ,elected ad appointed ofllcials, in+ding both program and policy offtcials, 
deeid+ what the government will do, how much .the g?yeFent will do, and how it 
will be done. These off@ls consider. the relevant constraints and other factors when 
establishing the performance targets. 
me&id part of management. 

+feasuring I&umance. against those goals is an 
On the other hand, measuring cost is an important part 

of meaawing performance, and measuring cost and repotting the results is a function 
of accounting and the financial rep&&g system. Financial reporting standards deal 
with what information is reported and how it is reponed. not with the target levels of 

194. This Chapter fint discusses cost measurement in general terms, then outlines 
a framework for reporting on performance to show how cost information can assist in 
that endeavor. Both cost measurement and performance measurement are complex 
subjects. DifE&tlt problems arise during attempts to implement the ideas involved. 
For example, meaningful interpretation may require disaggregation of information, or 
adjustrneni of ,targets for differences in client characteristics, for local conditions, and 
for other factors beyond the government’s control. Such problems are beyond the 
scope of this.con~eptual document. This Statement does not purport to present a 
comprehensive discussion of .how to measure cost or performance. Neither does this 
Statement address the problems of implementation: it merely shows the relationship 
between financial reporting and performance reporting in conceptual terms. 

COST MEASUREMENT 

195. As used in this Statement of Concepts, “cost” is the monetary value of the . 
resources used. Thus far, the FASAB has considered the recognition and 
measurement of certain assets and, liabilities that could influence the amount of cost 
recognized in a given period by a federal reporting entity.. For example, the Board’s 
Statement on Accounring for Direcr Lwns and Loan Guuronrec~ imfilements accrual 
accounting for these programs, similar to the accrual budgeting mandated for them by 
the Credit Reform Act of 1990. 

1%. A “cost objective” is a program, a function, an activity, an organizational 
subdivision, a contract, or another work unit for which cost data are desired and for 
which provision is made to accumulate and measure the cost of processes, producta, 
jobs, capital projects, etc. The basic premise of cost accounting has been described 
by saying that the measurement, assignment, and allocation of costs to cost objectives 
should be based on the beneficial or causal relationship between those costs and the 

_: ../ 

cost objectives. In defining the proper measurement, assignment, and allocation of 
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cost for a given purpose, selecting the appropriate accounting method and whether to 
” use ful! costing should be carefully ‘~oniidemd. 

,, ,. .’ 

Method ef i4&+ng , 

197. The accrual basis of accounting generally provides a better matching of costs 
to the production of goods and’kices, but its u&and application for any given 
purpose must be carefully evaluated. 

‘, I ,_ . , ,  

19di ’ ‘Full’dhigtktent of all costs ofi period, including general and administrative &. ,.. ‘.&&&a& ail ~~~i;~~;;,i’cosfs,‘:ii~n ,iin~~rii basis”for meas&g oost of 
. . . ‘s&i& ‘Ho&ever, full #ok is ‘not ne&sat@y ‘the. r&ant cost for making all 

de&& For example, iir&menid~‘&t i&ri& .appropriate for many kinds of 
decisions, while opportunity cost is more appropriate ,for others. Similarly, cost that is 
controllable at a givenmanagement level is more appropriate for most evaluations of 
the performance of those: managers. Accordmgly, accounting systems should ‘permit’ 
the calculation of’the relevant costs needed for a range of decisions, as determined by 
the '$&cifk situation, and findndial’repkkts should, reflect costs ,iuiteble to the purpose 
hiteA&& ‘, 
‘, ,. 

. I  PERFORMkNCE~M$ASURkMENT “I 2; _ ‘/, .’ : ., 
i:, 199. Perfo&nce reporting ,is broader thar. ftincial reporting, but .good financial 

‘:>‘I 

-I!!2 

reporting is essential to support, perfoiriraiice reporting. The GASB has identified 
6 

“/ ,‘. .., three broad categories’ of measures for r@&ting on performance of state and local ‘/ 

.I. 

governmental entities: those that measure service efforts, those, that measure service 
accomplishments, and ‘th& that relate &forts to. accomplishments. Although some 
performance measures may not be clearly assignable to one of these categories, the 
categories are ‘helpful forkndersianding how and Where financial reporting can 
conhibure to performance repotiing by providing relevant financial information. il “ _^ 

200. To clarify’this relationship, the FASAB may wish to change or expand parts 
of ‘the following, discussion in future ,projic& At this time, however, the FASAB 
b&w this basic frameWork is appropriate for the limited purpose of explaining how 
financia! reporting can contribute to perfotmance reporting.” 

, I_ ,, 
Measurer of Efforts I, 

.,,’ 201. Efforts are ‘the amount of fdncial and nonfiincial resources (in terms of 
money, material, and so forth)’ that are put ‘into a program’ or a process. Measures of 
service efforts also i&h& ratios that compare ftincialresour~es with other measures 
that may i&ate potential ,demand for services, such as the number of potential 
service recipients. 

: ,, ., .” -, /,,“. ,. .“.. 

‘Yhe followings discussion is based largely on the GASB’s Prelimi.nary Views on Service Efforts and 
Accompiidmrnts Reporting, December, 1992. 
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202. Ffnanctal information includes financial measures of resources used. They 
include the cost of salaries, employee benetits,,materials and supplies, contract 
services, equipment, etc., used in providing a service. The FASAB’s exposumdraft 
(ED) on Accounting for Inventory and Related Properry is an example of how the 
FASAB’s recommendations could affect information reported on resources used. 

203. Nonfinancial information includes the following: 

. Number of persormel: Because personnel are a major resource for 
many. federal agencies and programs, indicators that measure the nuatbat of 
full-time equivalent .employees or employee-hours used in providing a service 
often provide a significant measura of resources used. 
. ,. Other measures: These may include the amount of equipment (such 
as number of veh&les) or. other, capital assets used, m providing a service. 
Because some,< federal ,prograt@ use large amounts .of capital assets. measures 
of the ,use of such ,ass& can be important indicators ‘of resources used. 

.’ 

Measures of Accomplishmcnt~ 

204. Meast&.of accomplishments report what was provided and achieved with 
the resources used. There are two types of measures of accomplishments-outnu 
and m. &puts measure the quantity of &ices provided. Outcomes measure 
the results of providing those outputs. For some kinds of programs, financial 
information can provide measures of accomplishments. For example, for some 
government business-type activities, just as for protit-seeking businesses, the revenue 
earned can be used as an indicator of accomplishments. In most government 
programs, however, the important indicators of accomplishments are based on 
nonfinanoial information, as .discussed below. 

,205. Outputs, which can be measured in these ways: 

. Quant$y of service provided: These indicators measure the physical 
quantity of a service provided. 
. Quantity of a service provided that meets a cortain quality 
requirement: ‘These indicators measure..the physical quantity of a service 
provided that meets a specified criterion or a set of criteria. (Quality 
requirements can also ,be defined and measured reguding inputs.) 

206. Outcomes, for which indicators measure accomplishments or results that 
occur (at least partially) because of the service. efforts. Some authorities use terms 
like “impac&” “effect,’ or “results” to distinguish the change in outcomes specifically 
caused by the governmental activity from the total change in outcomes that can be 
caused by many factors. Though it is not always feasible, in theory performance 
evaluation should focus on results or effects in the sense of impacts, i.e., on the 
differences between program outcomes and the outcomes that would have occurred in 
the absence of the program. Results also include measures of public perceptions of 
outcomes. 

207. Outcome measures are particularly useful when .presented as comparisons 
with previous years, established targets, goals and objectives, generally accepted 
norms and standards (in the sense of “targets”), other parts of the entity, or other 
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comparable entities.: ,. ,‘, , ‘, 

20s. Sometimes, the secondary and/or unintended effects of a seti~e on the 
service recipients, community, or nation can be identified and may warrant reporting.. : 

.’ 
Meuoms That Relate ERo& to &ckmplishmeota 

2qi. ‘$ For, pr+seekiug en&s .#nd for some business-type government programs, 
the a&&t of net i&o&e cia be ihought Oi as a single i&i&tor that relates 

..%., 
.,. orgaqiptiona~ ,efforta,to a&omp&shrnents. For most government activities, however, 

Two iy j r&ti$g ,&orts *th~,a&o+$nirrnts m a,meafingful manner is more complex. 
$l?+f.y& indi$t?yy .y h=+d bh. ., -’ ., .,,;’ .- ‘, ., ‘,...(. ‘, I’. ‘:; ‘. .:;’ . _- ,., (. 

i r\ . : EffcienFy mayures thatrelate efforts to outputs of services: These 

,’ 
ir#cators tr$$ur$ ,the financial re:cs”t)r&es ,used or. the cost (in dollars, 

.‘, :, employ&hour& ‘or ~equipmentj per ,unit of .outpuL” They provide information 
a’&$& p&&i&on of iia output’at a giv& level- of resource use aad 
de~~~~ie ~an’~~~s mlatiire efficiency’ ‘Thea doinpared with previous 

I  

rest+, established goals and objectives, generally ;. iisd&‘i~h;;+ed by h.hi edtitiei., accepted norms or targets, _’ “, 

Effectiveness or cost-outcome measures that relate efforts to the 
Lcomes ,or results of services: vesa measures report the cost per unit, of 
outcome or result. They relate costs ‘and results to help manage& executives. 

.:., 
i I. 

Congress; and citixens assess the value of the se&es provided by an entity. 

‘,\, I, ,.. .., .’ I, ‘, 
p . ; 2io. 

;A’ 
As is evident, financial or cost information ‘is an important component of both 

types of measures that attempt to relate efforts to ac&mplishments. , ., 

Limihtionr of Pekfokuauee M~aurembot 

; “, 

20. P;erfoiiaance meai~meat ‘is an essential part of good management, and 
performance reporting is ‘an’ essential part ‘of government ap&ntability . Important 
limitations ‘&I diffiiuhies ashated with performance ‘measurement and reponing 
should be noted, although they cannot be fuily.e,xplored in a brief outline of the 
s&j&such as this. For example, perform&ce,usually cannot be fully described by a 
single measure, indicators of service effotts aad accomplishments do not, by 
themselves, indicate why performance is at the leve! reported, and reporting 
quantifiable indicators can ,sometimes have unintended consequences. 

212. For these and other rehjogs;the three categories of ,perfonnance measures 
generally need to be ac&ompknied by kritab~e explatiatkuy @formation. Indeed, 

, narrative, infotition is an essential part of re~rtihg’ on performance. Explanatory 
‘information includes both quaatkative and narrative information to help report users 
understand reported measures,~assess the rkpor&g entity’s performance, and evaluate 
the sig&cance of underlying factors tit may have affected ‘the reported performance. 
(Asaoted, the reporting entity may be‘the fedemi govei%Gnt as a whole or any of its 
component reporting entities.) Explanatory information caninclude, for exainple, 
inforrnatioa about factors substantially outside the entity’s control, as well as 
infoknatioa about factors over which the entity ‘has significant control. 
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APPENDIX A: BASIS FOR CONCLUSIONS 

INTRODUCTION .” 

213. This appendix summarixes some of the considerations that were deemed 
significant by members of the Board in reacti the conclusions in this Statement. It 
includes reasons for accepting certain approaches and for rejecting others. Individual 
Board members gave’ greater ,weight to some factors ,than to others. 

2 i4. w Board ‘ised w&al m$lqdi to arrive .rt the knowledge base and’ 
conclusions that shape’thisSt&ment. It.s+ff Conducted focus group discussions~ 
interviewed users and pre@ors of’fiicial information, and performed other research. 

.( 
215. Bas&l,,on this ~0% the Board published an exposure draft on January 8. 
1993, as galled ‘for by the Board’s iulea’of prooedu& Forty-six letters were received 
in response., &,Boah also held a,,publio hearing on the exposure drag on April 2 I- 
22, 1993. it &hick it received valuable ‘cbkhents. 

216. The ‘Board wishes, to thanh everyone who participated in the process. .’ 

RELATIONSHIi’ BETWEEN FINANCIAL REPORTING AND THE BUDGET 

217. The Board considered whether it should modify the exposure draft’s 
discussion of the relationship between furancial reporting and the budget. Severai 
respondents commented on this subject, but often in different ways. Some alluded to 
budgetary and proprietary” (or “aconial” or “f~ncial”) accounting in a context I&I _- 
implied each.should be on a different basis but reported in an integrated fashion :d t 
Others suggested that using the same !&8 for reporting and for budgeting was 
essential to achieve the objectives stated for federal facial reporting. 

218. Many recommendations have been made over the years that informauon on 
expenditures be arranged to permit better,perception of the relationship between the 
expenditures and national policy objectives. Some of.those recommendations have 
related to the budget. Some have called for an “accrual~besis” budget. Those who 
would like tti change ihe organization and/or the basis of the budget, e.g., to more of a 
“program” organ&don or to more of kn “accrual” basis, m&t regard financial 
reporting from’s program perspective and/or on an accrual basis as a valuable first 
step before considering restnhring the budget. 

219. Others may have fundamentally different views. For example, some believe 
there is merit in maintaining a distinkuon between accrual accounting and budgeting, 
except to the extent that those involved in preparing and approving the budget elect to 

- use an accrual donventioa as in the Credit Reform Act ,of 1990. These persons 
believe that,the budgetary basis of measurement should, in principle, sometimes be 
different from ihe accrual basis. The infer this from the different purposes of 
budgeting and f-4 report+ ^ ._,, _ “:-” 

220. The Board ooncluded that then was no reason to change the discussion of 
this topic in this Statement, because the Board has no jurisdiction regarding the 
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budget. 

STATE AND LOCAL GOVERNMEhTSAND OTHER NONFEDERAL ENTITIES 
,,_ 

221. -.- Some respondents expressed concern about the potential impact of federal 
a&outtting st&idards~~on state,.~and local governmental accounting. These respondents 
would like to minimize the cost of compliance with federal requirements. ‘To the 
extent possiblei they $vottld, like .to avoid the .need to report cm a basis different from 
that 4pe&ed l@the .GASB. ,Presumably their comments dealt with general purpose 
reporiiiig~.becaW grantees must. now prepare various special purpose reports pursuant 
to therequiktiientsof granting agencies, OMB, the Single Audit Act, et% 4 ,i ,.:6.,. ..‘.‘,., .;,,:. ‘- ; :. ‘, . .../. ” I ,2. 
222. The FASAB has no intent to .moommend standards for general purpose 
external financial reporting by nonfedeml entities. The FASAB’s missiottis to 
~considk and:&xmktend accounting principles for the federal government The 

._ ._ FASAB’s~wor&theiefo~, vvill have no,:direit.effect:o~-qqnfediml entities. It is truer 
however, th&the:FASAB’s recommendations could eventually result in increased 
demands fdr,infonnatiw-from’lrrcipienti.0~ federal, funds. This could happen when 
such infotinationwar neoessciry:for -federal ‘report&entities-to achieve the stated 
objectives of federal financial reporting. Such requirements would be “special 
purpose” reporting requirements, from the~perspeotive of grant and contract recipients. 

,. “. r :,>’ _ ,, . * 
223. These requirements most likely would be imposed< by program offtcials in 
contmetcand grant agreements with the recipients of the. federal funds. The Board 
acknowledges ‘that the federal government has ‘a responsibility to .co&kr the cost 
imposed50tt nonfederal entities. when making decisions to impose such requirements. 
At the,same time, benefitsto all entities and to a11 citizens .involved also must be 

/’ -\ considered. 

i 
: 

P 
,’ ,,. 

REPORTING ON PERFORMANCE AiD USING NONFINANCIAL INFORMATION 

224. .Most respondents who addressed reporting on ,perfotmance supported the 
exposure draft, but some. thought the language was too encompassing. The Board 
concluded that their concern was stimulated. in part by the wording of the first three 
objectives in the exposure draft. Each began with the phrase “federal financial 
reporting should assist . . . ” However, each of these objectives subsequently 
included a ,phrase “Fe&ml financial reporting should enable the reader to determine . . 
.” that perhaps implied more than the Board intended. 

I 
. 225. Accordingly, the Board substituted the phrase “provide information that helps 

the reader . ; .” for “enable . . .” The Board also made certain other changes 
recommended by some respondents. In particular, the Statement now uses the phrase 
“perfotmance target” to refer to desired levels of perfotmanoe defmed by elected and 
appointed offtioials. This term is used instead of “performance standard” to avoid 
possible confusion with “financial reporting standards;” which deal with what 
information is to be ‘reported in designated reports and with how it is reported. 

: 
:. ,226.. The Statement.alsomakes it clear-that .performance targets should be set by 

program and policy offtcials working together. .Financial officials have a role to play 
in this process, especially where financial data are involved. ,That role is based on 
their expertise in cost measurement and their responsibility to ensure the integrity of 
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‘. 

the data. 

227. Gne authority on public administration has explained the relationship in this 
way: 

! 
3 \ 

- . _; 
Govermnent accountants are responsible in. part for ‘Apurring. 
reporting, and analyzing actual fqqial information important for 
both policy making and management. Policy analysts and budget 
professionals &al primarily with what,ghOuld occut and accountants 
deal. primarily with capturing and recording what &d ocou~ In 

,.addition, govermnent accountants have aud$ors reviewing their work 
professionally to, further ensure the integrity of the accounting 
prtxwss.” ‘, .,.:; .” 

., ,a , .,, .. ;’ 
228. ,: The Board ,believes that accounting supports fvcial reporting and that, in 
the “government, fmncial ,repotting goes, hand in hand with -accountability and 
performance evaluation. Financial accounting and. frnanoial reporting have a special 
role in assuriug compliance with f-e-related requirementd for transactions. This is 
most directly relevant to objectives 1 and 4. 

‘., 

22% Financial reporting, however, also provides useful information about costs, 
assets, and liabilities. This information is especially relevant to objectives 2 and 3. 
Routine reporting of outputs.. ou~omes, and their costs is an important part of a 
performance monitoring system.- Assessments of,impacts (also referred to as effects, 
or results) specifically caused by governmental action. are more likely to be performed 
in less-frequent program evaluations and special studies. Those studies draw upon the 
output, outcome. and cost infotmation that is (or should be) more frequently 
published. 

/ .. 

230. Federal accounting and financial reporting exist within the context of various b!! ) 
~lawsintended to foster accountability and perfotmance evaluation. Neither the 
FASAR nor federal financial reporting can independently accomplish the objectives of 
evaluating performance or assuring accountability, but they can contribute to achieving 
them. Furthetmore,to make their essential contribution’to these ends, accountants, 
auditors, and financial managers must understand the oven11 framework for achieving 
these objectives. 

231. 1 For nongovernmental entities, competitive markets for goods, services, and 
capital provide an independent assessment of the economy, efftciency, and 
effectiveness with which those entities use resources to meet their customers’ needs. 
There is no similar proofof value for federal output independent of the political 
process. To report on the results of opemtions of a governmental entity, nonfhrancial 
information is essential, in conjuuction with financial information. 

232. In concept, this fact could imply that a complete financial report of a federal 
reporting entity sho@d include‘indicators of economy, efficiency, and cost 
effectiveness if the report is to fairly present the entity’s financial position and results 
of operations. Paragraph 164 notes that financial or. cost information is an important 
component of both types of measums that attempt to relate efforts to accomplishments. _’ 

“Thomas D. Lynch, “President’s Column.’ ASPA Tw vol. 16, No. 6 (June 1.1993). p. 5. 
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In practice, the extent to which it is feasible’and cost effective to present such 
information can 6e decided only after careful study of the specific circumstances. 

I 
233. While specific decisions will require tinther study,-the Board notes its belief 
tit aity attempt to’demortstrate accountability beyond probity (level 5) and process 
(level 4) requires, perforrrpnce measures. : ‘s The Board’s user needs study, its public 

~ h&u@; and &r&r sources of information suggest a widespread belief that the 
federal government needs to make a more systematic. attempt to measure and report 

c outputs, outcomes (including impacts), and the costs of producing them. To do this. 
.> the Board believes, accounting and financial reporting play ah-essential part 

.‘. ., throughout the cycle of planning, budgeting, fiaancial ~mimagement, and evaluation of 1. federal activities. : ; I,” 
.,v ., .: 

‘.. ._ ,’ ,, ., 1.. ‘, 
sTEwAkiMHlP :-., , 

, ,’ I ,, ‘. ,- 
234. A few respondents said that the stewardship objeotiva described in the 
expbaure draft was too broad. They felt that infotmation on the effects on the nation 

I. of poliOy decisions was outside the.,+opeof federal, ftnanoial reporting. The Board 
concluded that ~this~concern~like the, preceding one regardtitg reporting on 
performance-stemmed in part from the wording and structure of the first three 
bbjeotives in the exposure draft. : 

:, 1. .,. 235. Accordingly, the Board substituted ‘the phrase “provide information that helps 
. ‘,Ty ” for “enable . . . . . . ” As ,noted earlier, ,fedeml financial reporting cannot by itself 

‘: accomplish the objectives of evaluating or assuring stewardship; it can only contribute 
to those goals. 

236. The Board notes that the federal government has two levels of stewardship. 
One is for its own assets and habilities and its ongoing ability to operate. The other 
is its constitutional responsibility for the nation’s wealth and well-being. It is unique 
in this respect. If the nation’s wealth and well-being are deteriorating, the 
government’s financial condition is, or soon will be. deteriorating also-and vice versa. 
The financial ,condition of a sovereign national government and .&at of the nation 
itself are inextricably intertwined. Some information about the overall context must 
be provided, therefore, when reporting on the,government as a whole, and perhaps 
when reporting on selected programs.. As explained in Chapter 1, the FASAB does 
not recommend standards for economic reporting, but it may consider whether. such 
information should’be included in certain financial reports. 

SYSTEMS AND CONTROL i. 

237. Most respondents who addressed the fourth objective, originally titled 
“Deterring Fraud Waste and Abuse,” supported the exposure draft, though some 
suggested that it could be phrased in a more positive fashion. Several emphasized the 
need for this objective and for standards to achieve it, but a few thought that internal 
control should not be regarded as an element of financial reporting. Others suggested 
that a separate objective on this topic was not necessary because it could be infetred’ . ., 

“Levels of accountability are discussed in ‘Chapter 3. 

Volume I, Version 1.0 
February 28. 1997 



56 
SFFACNO.1’. ’ 

from the other objective+. 

238. The Board agreed that the objective should bestated in more positive tem~. 
Accordingly, it replaced “Deterring Fraud, Waste, and Abuse” with the new heading ; ‘) 
‘Systems and Control” and made other changes in wording the objective. With regard ’ 
to the fundamental point, however, the Board continues to believe that systems and 
control are topics of sufkient importance and relevance to ‘warrant addressing in ,their 
own right. 

, 
239. The Board’s user needs study, public hearings, .end other sources of 
information make abuadantly 01e~ that IIM~ want ,a.*~ that reported id~~~~tion 

is credible, and reliable. They also want to know. that%masonable controls are in place 

to deter fraud, waste, and abuse. Independent audit can’help provide this assumnce, 
but whether information is audited or not, effective systctns and controls are essential 
to providing such assurance in a cost-effective way. Futthennotc, cff&i~~ vctcmr 
and controls are essential to achieving the other objectives. 

240. Perhaps the unique contribution of accounting-based reports for objectives 1 
and 4 is the,%ore” accounting data base on.transactions, especially on controlled 
transactions subject to finance-related restrktions. Systems of accounting control are 
integral parts of this special role for financial~reporting. Similarly, regarding 
objective 2 and, to some extent, objective 3, systems and controls are important 
because direct observation of outcomes and impacts is often infeasible or expensive. 
In these cases, reliance on accounting and administrative controls to ensure 
compliance with good practices and processes is often a cost-effective surrogate for, 
trying to measure the value added by governmental activities. 

241. Finally, the fundamental notion of accountability pervades the entire set of 
objectives. Effective systems and controls are essential prerequisites to accountable 
government. Thus, the Board regards systems and controls as an integral part of 
accounting, accountability, and financial reporting. 

DUAL FOCUSONINTERNAL ANDEXTERNALUSERS 

242. Several respondents mentioned users, but no consensus about a change to the 
exposure draft was evident. For example, some respondents urged greater emphasis 
on the information needs of external users or on objectives of general purpose. 
external fmancial reporting. Others urged greater emphasis on information needs of 
lower-level program managers and employees. These comment’s are not necessarily 
contradictory, nor are the competing perspectives necessarily mutually exclusive. The 
Board continues to believe that it must consider both external and internal users. ‘fhe 
Board itself is the agent of off&Is who, in turn, are agents of the public. This 
organixational fact contributes to the dual focus. 

243. Also, as noted in Chapter 1, the distinction between internal and external 
users is not clear for the federal government. Except in degree of detail, virtually all 
federal financial information is of interest to at least some segnients of the public. 

244. The Board acknowledges tliat this dual focus will often create the need to 
balance various considerations to arrive at an optimal result. For example, as one 
respondent properly noted, there could be a danger of emphasizing what he termed 
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“comparable 6onsistency” for uniform reporting to users who want comphrabli ’ 
information across -agencies. He was’ concerned ‘that this might interfere with ~“TC!CVUU 
customization” of information systems to meet the unique needs of agencies in ” 
response to their’specific environments. It is understood that .“comparable 
consistency” of information is needed for some purposes and, “relevant customixation” 
forothers. ‘,, : 

‘, 
245: 

: ,. 
The Boa&is primarily conoemed Cith the former class of uses and reports, 

: _: i.e., with ensuring the provision of comparable d#a.where it is relevant and cost- 
.: effective to do so. Individual preparers often are not in a good position to judge the 
,.: ,. cost-benefit ratio ,of such information governmentwide. They are aware of the costs 
I, they incur to produce information, but they often. tue not a&are of the ~tential benefit 

.,. of producing that information: -‘Neither are they in a $osition to establish standards 
that :.would produce such ,information. 
246. i .I,, ” :. ,.,% “‘1 :L, \ ,.. *@&&& . . . ,., 

Qn .the other ,hand,, there should be &&eed for outsiders .lik&the &n&o?Z’!~$; ..:z- ., /., .- .,: :.I: ‘i”’ . 
its sponsors to mandate relevant c,ustomixation wi,thm age&i? &esumably each 
preparer can3andiwil! take,:areof @r&provided that resources are available to do so 
and that there are no bureaucratic ,+npediments., 

247. lnconcepr. therefore, there, need be no conflict between “comparable 
consistency” and “relevant customization.” Furthermom? in theory, properly designed 

,:>’ accounting systems should facilitate both internal and external reporting. In prucricc, 
.I. ,I however, because administrative resources for information processing systems are 
,i: ‘: limited and because new. systems take time to install, externally-imposed requirements 

for comparable consistency could competg~ with addressing internally perceived need; 
.:: for relevant customization. The Board acknowledges this trade-off. This is just one 
P.‘.? ..,,. of many cost-benefit factorsmat the Board will need to consider as it addresses each 
! specific issue in subsequent projects. ~ i 

, 

OBJECTIVES FOR COVEtiMENTWlDE AND COMPONENT ENTrTY R&PORTS 
. 

248. Some respondents suggested there should be separate sets of objectives for 
govenrmentwide and component entjty reports. Similarly, it might also be possible to 
distinguish objectives for reporting by ornanizational unit components from those for 
functional or protzram components. Alternatively, one might imagine separate sets of 
objectives for reports to .different audienbes. The Board concluded that different 
reports are Jikely .to emphasize different objectives but that there is no need to prepare 
separate statements of objectives. The Board will give due consideration to variations 
in emphasis among the objectives for different types of reportJ in subsequent 
statements and projects.. 
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I, 

APPENDIX B: USERS’ INFORMATION NEEDS ADDRESSED BY 
FEDERAL FINANCIAL REPORTING 

1 249. This appendix is consistent with Chapter 3’s discu8aion of usera’ needs for 
financial information. It represents an intermediate step in the Board’s consideration 
of the frasncial reporting objectives implied by those needa. The appendix is included 
to aid the reader in understanding the reporting objectives by providing another 
perspective on thi issues. 

250. The finsncial information needs of the four user groups can be classified into 
six categories: 

. . . 
1. Information on the sources and uses of budgetary resources 
2. Inforination about operations and the related resources 
3. Information about the government’s assets 
4. Information about the government’s liabilitiei and ftnancial responsibilities 
5. Woknation that addresses concerns with the future 
6. Information that discloses the levels of financial controls 

251. hi some cases, the specific nature of the information would be basically the 
same for all four group& of usen; only the level of detail would vary. For example, 
the amount of unobligated budgetary authority available to be obligated would be of 
interest to program managers wanting to avoid violations of the Anti-Deficiency Act 
and to executives wanting to know the availability of budgetary resources that can be 
reprogrammed for other purposes.” : 

252. In other cases, the specific nature of the information would vary, depending 
on the reporting entity, the repoti user and the use to which the information was put. 
For example, “etror rates” could refer to errors in determining the monthly payment an 
individual was entitled to receive from the government or errors in calculating fees 
that a company was required to pay the government. 

INFORMATION ON THE SOURCES AND USES OF BUDGETARY RESOURCES 

253. The budget is the starting point for the government’s finances. All users want 
to know the makeup of the budget, i.e., the budget authority, the obligations, the 
outlays, the receipts and offsetting collections, etc. They want to know how the I 
budget was executed and particularly whether it was executed in accordance with the . appropriation statutes and other laws affecting the entity’i fmanoes. They want to 
know the status of the budgetary resources, including the extent of obligated and 
unobligated budget authority, Finally, they want to know the sufficiency of the 
budget authority for covering.future commitments. 

lg”Obligations” has a meaning in federal accounting similar to that of “encumbrances” in state and 
local governmental accounting; that is, it reflects a reservation of appropriated spending authority that will be 
used to pay for a specific contract, a purchase or&r, or another item. 

,/ --. 
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~ORbiATION ABOUT OPERATIONS ANIi ?I-IE :RkLATED RESOmCES 

0 r 254; ’ Accomwing the ncecl for information ab&t budgetary resources is 8 need 
L.. for information’ about the operations of the government’s ,programs. This includes 

information’about the costs of the ‘program%; 6lassifled inways that provide fbrther 
understanding, such as by program or activity, direct or indirect, fixed and variable, in 
comparison to estimates; or by object (t:g., p&sonnel).~ Information that discloses 

.,;, .- unit, total, and marginal costs and changes in costs is also useful 
.,’ _, 

‘I 
-i’,..L’::.’ j, . j ‘, 2% :. Cost iiiformation r&Iects the inputs for governmentsetices. Equally useful 

_I , 
: >,T.S’ ii informaiibn l boui:the outputs~ outcomes, efficiency, 8nd effectiveness of 

1 ‘2 go&Gent s&oes;~by themselves or in relation’to’ a-budget or goals, and any 
I Ohange~. ,This woiild includ+an ideiM6ation ofthe~pCriod& which the 

.; :. accomplishments would be realized. Such information helps form a basis for voting, 

( -fund@, and managemeni deizisions. .’ .F:‘,. ,‘i. ‘, ‘( ; .,’ I ,, ,. z’s: 

INFORlWATION ABOUT THE COVERNMENT*S ASSETS 
“--, ,. .. 

256. Financial ~it&&.it users want considerable information about the 
government’s assets. They want to know whether the balances in the tntsi and 
revolving funds will be sirfflcient for fulfilling the fund’s purposes. They want to 

‘kitbw the nature arid’ ~ountsXWreciivables otied the government and whether the 
receivables wiI1 he @aid. They, are interested in the size and condition of the 
inventoiies ad whether they -b&be iued as intended or. if not, how much would be 
nheived for their disposition. There is mtich~thi ‘users want to know about the 
government’s physical asset& .tIieir value:their expetited’iervice life, the replacement 
costs, and the impact of the maintenance that has been deferred. 

: ” ., i i., 
257. The ~goverrimeiit also’ holds assets asa custodian or only until the assets can 
be sold. EXITS are seized or forfeited assets. Information about these assets helps 
to establish accountability for them and to make decisions about the best time and 
method for their disposal. 

INFORMATION ABOUT THE GOVERNMENT’S LIABILITIES AND FLNANCIAL 
RESPONSIBILITIES 

258. Users want to know what the government oties and whether the amounts are 
shori term and precisely definable, long term and only an estimate, or just a 
contingency related to an enterprise or activity that is not a direct and current 
government responsibility, e.g., govemment+onsored enterprises. This information 
helps the reader assess the government’s ability to continue to operate at its current 
levels over a period of time and/or whether a tax increase is likely. 

259. The changes in the amounts owed from year to year are also imporumt. The 
user often is willing to settle for (or may actually prefer) ranges mther titan point 
estimates and/or net present values rather than nominal (undiscounted) amounts. 

Volume I, Version 1.0 
February 28, 1997 



60 
SFFAC NO, 1 - 

INFORMATION THAT ADDRESSES CONCERNS WlTIi THE FUTURE 

260. The federal government is responsible. for the country’s well-being. Its 
f’cial actions affect that well-being, both cumntiy aad, h the fuhue. Thus, users j 3 
1-k not jm for infomtion to evalttstt the ~onditioa’ of the trust funds upott which 
they rely for ,future wOurity. Tlpy also want iafotmatioa to assess the likelihood of 
tax increases, service ,mductions. sad changes in the inflation rate. 

261. They therefore want information about possible sources of ad&ioaal finuroial 
-urcM. 2hey want to see the amokmts of rcsol$rces expcadcd on coasumptioa 
aotivities in compnrisoa to, iavestmortt +ivitier, such as +cuch aad developmeat. 

: They want iafotmation on dhq growth4timulatiag activities. On the other hand, they 
stillamt to be able to assess where spending w be mduc$d sigaiflcaatly. 

, ‘, 
262. ” %mally, they want to kaow th&~gaitude of fhe probable future deficits, the 
cost bttrdea this will place on taxpayers. and the potential e&U that this burdea might 
bave on thi quality of life. 

INFORMATIOR THAT DISCLOSES THE LEVELS OF FINANCIAL CONTROLS 

263. Beoause the goveramcat spends such lkge amounts of monies, taxpayers and 
other ,citixcas .are naturally concerned that the resoumea th&y supply arc being ’ 
protected from fraud, waste, and abuse and that the errors are minimal. They want to 
kaow tlut coatr&,arc in place kid operating effectively and thst problks arc being 
quickly identified~and ccmoted. ,JTtey are particularly ooacctned that identified high 
risksare addressed snd that adequate ftmds arc devoted to elimiastiag the risk. 

. 
This con& is not just with the’monies expended directly by the 

_,_ i. 
264. 

kiiii. 
i’ 

govemmcat. It also extends to the monies expended by the ‘individuals and f 
orgaaixations tbat reocive government contracts or grants. 
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APPENDIX C: SELECTED FEDERAL REPORTS ” I’ ‘. ‘... .’ a 
-, 

? c, 
PREPARED ON A R&C@$Rhfi,G .g.ASIS i ;.; : .,. : 

., 
265. 

: ‘.,. i : ., , ‘. ‘. .; .:/ 
. This appendix~&ssiftes~some ~$1~known m&s according to the categories 

set forth in figure 1 in Chapter 7. Reports arc classified according to whether they -arc 
primarily financial or nonfinancial and whether they have primarily a special or a 
general purpose. The classification iS somewhat subjeptive. ‘It is based on ,the~general ’ 

$ nature or emphasis of the reports. Many reports combine ‘information and functions 
from ditferept cwp~cs. ., ,: ( 1: i. 

266. All these reports contribute to meeting the Board’s reporting objectives for 
some users. However, many of the specific reports listed-economic reports deal@ 
with the nation as a whole, for example-will be influenced only indimqtly, if at all, 
by the.Board’s standan4s.. Indeed, because they deal with transactors other than the 
government (such as private citizens and corporations, states and local governments, 
and not-for-profit entities); economic reports fit within the context of figure 1 only to 
the extent that they may’provide information to assess the governme& operating 
pcrfotmance and stewardship. 

FINANCIAL INFORMATION-SPECIAL PUIiPOSE 0 

_. , . I  

i., 

Budget of the U.S. Government 
Analysis of the President’s Budget Proposals (CBO) 
Etionomic and .Budget Outlook ‘Report (CBO) 
Economic and Budget Outlook Report Update (CBO) 
Midsession Review of the Budget 
Budget Enforcement Act Reports: Preview, Update, and Final Sequestration 
Request for Apportionment (SF 132) 
Repon on Budget Execution (SF 133) 
Economic Report of the President 
Federal Reserve Bulletin 
OPM Forms 1351 A-D: Work years and personnel costs reports 
Prompt Payment Report 

FiNAIWcuL INFORMATION-GENERAL PURPOSE 

Annual financial statement (principal financial statements, including footnotes and 
combining financial statements if applicable) required by the CFO Act on revolving 

-  -J . ..- -1  v 0”. VU .r.-v.. - - - -  

funds, trust hut&, substantial commercial functions, and pilot federal agencies and oilot federal ancnqies 
Annual financial reporting by agencies required by Treasury (SF 220 series) 
Prototype Consolidated Financial Statements of the U.S. 

‘) ‘. .- --..-.I 
r-s. --I--Y- “* Y,l V.Y. 

The U.S Government Annual Report and Appendix (Treasury) Rewrt and Aaacndix fTreac~~ry) 
Monthly Treasury Statement of Receipts and Outlays of the U.S. . “. I.- U.S. 
Monthly Statement of Public Debt 
Daily Treasury Statement (on cash and debt) 

, ,_ 7,. 
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NONFINANCIAL INFORMATION-CENERALPUTWOSE 

Annual departmental reports to the President and Congress 
Nonfiicial information required by the CFO Act in the overview, supplemental 
infomation. and other portions of the reportv 

NONFMANCULINFORMATION--SPECULPURPOSE 

/ 
i., 3’ ,, 

Reports required by the,Federal Managers’fhancial Integrity Act of 1982 
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SFFAS No. 7, the designated material in’ paragraphs 
90-102 added to SFFAC No. 2. 

., .’ ‘., _” _, 
SUMMARY /> 

., ,. ,. 
,nis concepts statement describes the basis for definihg 

. L 
a iiporti$.intity for the 

general purp~sqfiqancial reporting performed by.. the -F.edqral :govemment5.and/or en&es 
/- 

/ 
:i 

thereof. F$r r&y entity: to ,be .a reporting- entity ,it should meet $1 of *q, follqwiqg criteria: 
,. ’ ‘k.., (, ..~ 

-There is, a mana&em& r&o&ibie for, coqtro&di..a&$ de&y& resources; “’ 
producing OtitpUts and outcomes, execu&ng the budget or a portion thereof (assuming 
that the eqtity is included in the budget), and held accountable, for the entity’s 
peiformance. 
--The entity’s’ scope’ is such that its financial statements would provide a meaningful 
representation of operations and financial conditiori. 
--There are likely to be users of the financial statements who are interested in and 
could use the information in the statements to help them make resource allocation and 
other decisions and hold the entity accountable ‘for its deployment and use of 
resources, 

Criteria for including components in ,a reporting entity are also provided A 
conclusive criterion establishes that any organization, program, or budget account (including 
off-budget accounts and government corporations) appearing in the Federal budget section 
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8. 
currently titled “Federal Programs .by Agency and Account” should be considered part of thy 
Federal Government as well as part of’the organization with which it appears. ) Indicative 
criteria are presented that should be considered when an organization is, not listed in the 
“Federal Programs by Agency and Accounts yet the .generalpurpose financial statements 

i r, ,’ 
might be misleading or incomplete if the organization where not included therein. 

This concepts statement also describes the items that should be included in Federal 
financial reports and presents illustrative statements depicting desirable displays of financial 
tiormation. The items include: 

m management discussion and analysis; 
a balance sheet; 
w statement of net costs; 
m statement of changes in net position; 
e statement of ‘custodial activities, when appropriate; 
m statement of budgetary resources;. 
M statement of program performance measures; 
w accompanying footnotes; 
B required supplemental information pertaining to physical, human, and research 

and development capital and selected claims on future resources, when 
appropriate; and ), 

w other supplemental financial and management information, when appropriate. 

SPFAS No. 7, Acco’unting’$or Revenue,akd ‘Other Financing Sources, amends the 
above list to, include’ %tatement of ‘financing.” SFFAS No. 7 ‘also ,presents an illustrative 
statement of financing to amend the, displays shown in Appendix A of SFFAC No. 2.. 
Sections of SFFAC No. 2 that are amended are marked \ivit)r ‘&uble uerscoreg. ’ 
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INTRODUCTION , 
I 

1. A basic postulate of accounting is that accounting information pertains to ’ 
entities, i.e.. circumscribed legal. administrative, fiduciary, or other organization8l 
structures. Another bask postulate is that entities use facial reports to communicate I 

financial and related information about the entity to persons concctned with the entity. , 

2. The +rpose of this statements of acoqunting concepts is to provide guidance 
as to what would be encompassed by a Federal Gov ernment entit$s frnanoial report. 
‘The stntemeni specifies the types of entities for whikh.there ought, tobe fmial 
reports (hereinafter called reporting entities), establishes guidelines for df* the 
makeup ‘of each type of reporting entity. identifies types of f-&l, reports’ fa, : 
conununicating the informstion for each type of rep&t@@ entity, and~kg@sts the 
types of information each type of.report would conyy. . 

,A 

3. A statement of f&&al accounting concepts is intended to g&e the 
members of the Federal Accounting Standards ‘Advisory Bert@ (FAS?) as they 
deliberate and recommend accounting standards for the Fedekl Government. It also 
would be useful to the Offke of Management and Budget (OMB), when it carries ‘out 
its statutory responsibilities for specifying who should prepare finanoial statements and 
the form.and content of those statements;! and as broad guide&e for prep&m. 
auditors, and users of fmancial statements of Federal agendies. A statement of 
finsncial accounting concepts does not, in and of itself, represent st$dar& that ‘Gould 
be considered generally accepted’accounting principles for Federri ‘dgencies to be 
followed for the preparation of financial statements. 

4. This statement does not try to define which reporting entities must prepare 
and issue financial statements. That authority and responsibility resides with the 
Congress, OMB, and other oversight organizations and resource providers: 

5. The specification of repotiing entities intends to be suitable for all 
organizations within the Executive branch of the Federal Government. including the 
Departments, independent agencies,’ commissions, and corporations. FASAB does not 
propose to recommend accounting concepts and standards for the Legislative and 
Judicial branches. However, the concepts recommended in this statement would be 
appropriate for those branches. 

‘OMB specifics the form and content of agency and govemmentwide financial statements, pursuant to 
authority assigned.in the Chief Financial Offtcers Act of 1990, as amended (title 31, U.S. Code, section 3515(d) 
and section 33 1 (e)( 1)) through periodic issuance of OMB Bulletins. OMB intends to base the form and content 
on the concepts contained in this statement. 

‘“Independent agencies” is a term used to distinguish agencies that are independent of a Cabinet depnrtment 
from the agencies ,that are part of the Cabinet departments. Independent agencies report directly to the President 
and nre.pnrr of the U.S. Government. 
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..’ general purpose financial reporting performed by Federal entities. This is the financial 
~nporting that thig entities yoiid uidiit&~ tci ,help meet the-objectives ‘defmed in 
Stiteiirent of Federal @Gncial’A~&riting Concepts (SFFAC)’ No. 1, “Objectives of 
fk@al knancial kportiitg.’ Theii objectives are as follows: ,) ” _. .;.,. 

. . ButgebG itt&ri~. &leralf~i$al reporting should assist in 
fulfiiling the go&merit’s duty io ‘be publidy accountable for monies raised 
through taxes and other means and for-their ex@diture in accordance with 
thq qprqp@i~ts +w, tlyt establish the government’s budget for a particular fuoil Lti ~.mla~:~*aw ind re#*ti& 

.,, ” ..,: 
. 

“.’ ‘,.., .O~~+III~ paiformamo. Federal feial reporting should assist 
report rt& ‘i+&iatiug ‘Jie &rice efforts;’ costs, and accomplishments of 

” ‘L’, ; ,’ ..!. th+pmlgiii , ,~ ,,,: ]tityi tWmaririer,,in‘whi&these efforts and accomplishments 
. . have, been fm and*the ‘manag&nent of the entity’s assets and liabilities. 

; i.’ :‘i ‘. j, iq!..;‘, . . .: 

‘. ’ ““&&,&&~ip;~~~~ ftrianci;l *de jhodd assist report tin h 

assessing the impact on the country of thegovernment’s operations and 
hn&t~&ti for ‘the $&idd ‘&l ,hoki as a, nsult, the governkent’s and the 
nation’s fycial &nditiooj ‘have &an&d and may change in the future. ‘I ,, _, : 

‘,, 
. ,Spteats aria eentreLFedem1 fkcial reporting should assist report 
users in ‘understanding ivhether f&Gal management systems and internal. 
acooiukng &I ad&ist&ive controliaii-adequate to ensure proper 
exe&i& ‘of trathktiotui; -daleguard assets, and support performance 
measurement. 

7. The concepts are also intended, as FASAB’s mission ,statement requires, to 
help in meeting the financial and budgetary information needs of executive agencies 
and Congressional oversight groups, and to strengthen the conceptual basis and 
consistency of Federal accounting data. 

8. The entity and display concepts presented in this statement do not preclude 
the specification of ad hoc or temporary reporting entities to meet special reporting 
needs of users of Federal agencies’ financial information. Nor do they preclude a 
reporting entity from preparing special pu+ose financial reports to meet the specific 
needs ‘of persons in the reporting entity or in response to requests from persons 
outside the entity for certain financial information; or from preparing a so-called 
‘po~&r report,” which provides a simplified, highly readable. easily understandable 
description of a reporting entity’s futances. These statements would not necessarily 
purport to be presented in accordance with generally accepted accounting principles. 
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9.. The most basic .reasott for having an explicit understanding of what the 
reporting entity entails is to ensure that the users of the entity’s financial reports are 

p 
1 

provided with all the information that is relevant to the reporting entity, subject to cost 
and time constraints. Clearly definiag the boundaries of the reporting entity provides 
the users with a clear understanding of w&t the reporting entity encompasses. It helps 
to establish what information is relevant to the fticial statements and what 
information is not. 

68 
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REASONS FOR DEFINING REPORTING ENTITIES 

10. Other reasons for having an explicit, ttndemtanding of what the reporting 
entity entails are to: 

. eruyre that for. the aggregation of information at each reporting level, 
no entity is omitted, and to provide for .oonsoli&tions and/or ‘combinations of 
information’ from reporting unitsat the same level, as appropriate; 
. assist in malting comparisons among comparable reporting entities by 
reducing the possibility of unintended or arbitrary exclusions or inclusions of 
entities; 
. assist in making con&isons among alternative ways to provide 
similar services or products; 
. be able to distribute costs properly and fully and to properly attribute 
the responsibility for assets and liabilities; and 
. facilitate .eval&ing performance, responsibility, and control, 
especially where one agency is the provider or recipient of services 
attributable to or financed by another agency. 

Volume I, Version 1.0 
February 28,1997 



69 
. SPPAC NO. 2. 

STkUCTUIiE OF THE FEDERAL; GOVERNMENT . 

i 3 

.’ “.,.. ..,, 

‘:,, 1% ‘fhe ,Fedeml ‘Government is an e&m& compl& organization composed of 
-.. many different components. For accounting’and re$orting,~pur@es, it may be viewed 

from at least three perspectives. However. the nature of each type of component and 
the relationships among the components and perspectives are not always consistent. 

.: 
:.,’ 

ORGANIZiTIOiYPERSk’ECTIVE ’ .’ ,, 
‘. >: ‘, ,.: ,, .5.: 

_’ 
12. ’ The fti’type of p&spktive is the oigattik@on perspective. The Federal 
Government is composed of organizations that manage~resoiuces and are responsible 

..“.,. :. 
,&r tye~tjons, i.e., dehvering services. These include the major Depkments and 

,/ independent agencids, whibh ire generally~~divided into suborga&ations, i.e., smaller 

‘. orgj&ation&,units ‘with a’ wide variety of titles,%&d&j bureaus. administrations, 
ag~~~ie~,:,~~~cct;,~~~ ~or@ations’; ‘Many of the& iir&[f@her divided into even ,.‘!. 

., .i ,&ii& n;bb%anr@hti Gn;the”other ljand, there ark‘!11 agencies for which 
di+ion into sniallerunits is~geiierally not ooitsklertd app&*te. 1’ .I . . ., .1 ! (’ : ,, (; 

: , I. :’ 
BUDGET PERSPECTIVE 

13. ’ From anothei~plrs+ctive, the~govemrkent is composed of accounts presented 
., , 

..,,,’ 
‘in the budget; hereinafter referred’ to as budgeC:&ouati. ,Budget accounts are 

” composed of i$xndituk(appibpriatio~ or fund) hcdot+s and receipt (including 
I . . 

’ 
offsetting receipt) atkounts. The size and scoti of,these accounts varies according to 
Congressional p@ference. They ‘can vary from very small, accounts, which are useful 

., .for con&raniiitg’ma~gement, to ve’ry large adcotints, khioh can be used to f&nce 
many activities. 1 i. .., 

’ 1 ‘,. .’ ; ‘.. 

14; Budget accounts ‘are not the same as Treasury ,a&ounts. The latter are 
accounts established in the Treasury to, among ‘other purposes, record the 
appropriations and other budgetary resources provided by statutes and the transactions 
affecting those adcounts. For’ the most pari. budget.accounts are aggregations of 
Treasury accounts. Also, ‘Treasury ‘accounts incltide~depos~t accounts as well as budget 

‘acobunts. ” ‘, ,. :; ., ,‘, 
'< I 

IS. Nor are budget accounts the same as the uniform ledger accounts established 
by the U.S., Government Standard General Ledger (SGL). SOL accounts record 
specific homogeneoustypes of transactions and balances that aggregate to spkific . classificauons on the fmncial statements. They have been established so that agencies 
can~establishoontrol over their ftincial transactions and balances, meet the basic 
financial reponingrequirements;~and integrate, budgetaiy and financial accounting in 

.the same general ledger. ,’ 

/---“ 
s) 

16. A budget account may coincide with’an organization or one or more of its 

i 
,suborganizations. Other times, several budget accounts need to be aggregated to 

, 

constitute an organization or sub-organkation; .’ .;’ :, i’ ( _.. . i .:_ : :-;., .‘I ;; .‘-, ./. ‘. 

17. ” 
. : , i i :* . ..- .,. ). :, 

Budget accounts are classified as. federal funds or trust funds. Any account 
that is designated by the -laws goveming the federal budget as being a tntst fund is so 
classified. Federal funds comprise the larger group and include all transactions not 
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\, 
classified by law as trust funds. Three components make up federal funds: the general 
fund, special funds, and revolving funds. The definition of each of these categories 
can be found in the OMB circular A-l 1 and the GAO w of Tw Used m t& 
Federal Budnet Proccs+ 

18. CuemurtbetrLenindets~,.~eaanwofalltnut~&~d~eir 
relationship to the entity responsible for them. A few trust ftutds ate truly fiduciary in 

’ nature. Most trust funds included in, the budget are not of a fiduciary nature and are 
used in federal finanoing in a way that differs f&n the eommott underatattding of trust 
funds outside the federal government. In many ways, there trust funds ti be &iI& 
to revolving~or special funds in that their spending is financed, by eanmuked 
colbctiona. ‘, 

j 

I ,  

19. 
i,: ,/ ” ‘“. c”’ ” ; 9 

1E &&nary usage, the term %&t fund’ referaio’money belonging to one 
party: held,% 4: by anotherparty operating asa fidue~. The money in a trust 
fund must be used in, accordance wih, the tqut’s terp4 yhikh the tnutee cannot 
.unilatemlly modify, and iri maintained: separately and not oommingled with the 

: trustee’s oti funds. This is not the apse forhost federal trust funds that are included 
in the budget-the fidu&y relationship usually does not exist. The beneficiaries do 
not own the funds and the temts in the law that created the trust fund can k: 
unilaterally altered by Congress. 

20.1 Special .funds and trust funds, except trust revolving funds, are aggregates of 
budget accounts. They normally. consist of one or more receipt accounts and one or 
more, expenditure accounts. Among, the trust funds, social ’ msurance programs (such as 
sooial security .and unemployment compensation) have the largest amount of funds and 
federal employee .programs (such ,as &ement and health benefits) the second largest. 
Together they make up about 90 percent of all. trust fund receipts. Other tmat funds 
include excise tax financed programs for highway oons+otioa, airports and airway 
operations, and other public works. Like other budget accounts, trust funds are usually 
the responsibility of a single organization, although sometimes they are the 
responsibility of more than one organizatioa. 

21. Budget accounts are also categotjxed, as mandated by law and defined by 
OMB, into functions and subftnotions that represent national needs of continuing 
national importance and substantial expenditures of resources. Examples ,of functions 
are national defense and health. 

PROGRAM PERSPECTIVE 

22. From a thitd perspective, the government is composed of programs and 
utivitiea,i.e..-the. services the organixations provide and the specific lines of work 
they perform. Each program and activity is responsible for producing certain outputs 
in order to achieve desired outcomes. 

23. Then is no firm deftition for the term ‘program;” it varies in the eye of the 
beholder. For example, the Highway program could relate to the entire Federal 
highway progmrn, the program to build interstate highways (in contrast to city streets, 
secondary ma&, etc.), dr a .grogram to build a highway between two specific pointa. 
Moreover, in accordanoe with the sequester provisions of the Balanced Budget and 
Emergency Deficit Control Aat of 1985. as amended, the House and Senate 
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Appropriations Subcommittees annually defmei in the Committee Reports; the 
meaning of “Programs, Projects, and Activities” as they relate to eachof the 
Appropriations Acts. 

24. The term “program” is also often used interchangeably with the terms 
Yuuc~~o~~ and %ub&mction” (see paragraph 21). Generally, however, the term 
gftmction” ivould be used only for the functions defmed in the budget. Gtherwise, the 
tern- “progmm” would be used. ‘. 

.-,-.i. 
p ): . . ). I 

l.NTERTiVINJNC OF THE PERSPECkS I ,, .’ ., .’ 
The pii@& ak &niaistcrcd ,by the organizations and finanoecl by the 

,_. &&Icc~~~,.. ( . In l ,‘feui’ instances,‘then’ is a one-to-one relationship among the three 
‘. 

,,,‘. 
+,++jes. 9, $i@le‘ bud t ge account faces a single program and organization. 
Th&,‘ihe progmm ‘3 o&cd out only. by the single organization and the organixation 

., :$&* odf:oirc piogiam., 9 
,, .: ,‘I’ ,.(. ;. ,,I. ‘( ,, ,, ; 

26. However, most ~piosnmr are finanoed by more than one budget account. 
some of which might not be under the control of the organizational unit administenng 
the prbgrim.~,Somi &r&s am eved~administered by more than one organization. 
Liketise, a single ,orgaiiiktion or budget account could be responsible for sevml 
programs. .In some instances, a program could also be considered an organixatioarl 
tinit, e&t.. the Center for Disease Control and Prevention. 

!: I, ,. 
..\ ., 27 Furthermore, some -of ,the support necessaty to’ perform a program is 
p: frequently provided by other organizations an&or financed by other budget accounrs 
Li,.. Examples are the computer support for a program that is obtained from a central ulut 
‘+i., withinthe departmen~~or~retirement health costs for a program’s current and forma 

employees. ” ,. 
. . ..,” 

,2g. :. ” This komplex situation’ is the result of the evolution of Federal organizauona, 
programs, and budgetary structures over many years. As Federal missions and 
programs have expanded and changed, new departments have been created, new 
organizations have been ad&d to existing departments, ‘and new duties have been 
,asji@ed to existing organizations on the basis of various considerations. Similarly, the 
budget structure has evolved in response tothe needs of the Congress; its committees 
and’subcorntnittees; and various initiatives by the President, program managers, and 
interest groups. 

. 
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IDENTIFYING THE REPORTING ENTITIES FOR 
GENERAL. PURPOSE FINANCIAL REPORTING 

29: . .As stated reporting entities are entities that issue general purpose financial 
statements to communicate finanoial and related information about the entity. For any 
entity to be a’ reporting entity, as defined by this Stat&rent of Federal Financial 
Accounting Concepts, it would need to meet all of the following criteria. 

. There is a management responsible for controliing and deploying 
resources, producing outputs and outcomes,.,axe+uing the budget or a potion 
thereof (assuming that the’enti~ is included m the b&et). and held “’ 
accountable for the..entity’s performaqoe. j 
l .The entity’s scope is s&h ,&it, 6s fvcial, statements would provide 

.,a.,me~gful’,representa,tion-of operations and :fF$al condition. 
. ;‘lhere are likely to be users ,of the financial statements who are 
interested in snd could use the information in the statements to help them 
make resource allocation and other decisions and hold the entity accountable 
for its deployment and use of resources. I : 

,,. . . 
30. Budget accounts, in and of themselves, do not meet the criteria in the 
preceding paragraph and, therefore, would not be considered a reporting entity for the 
purposes.of issuing general,purpose financial statements. Also, the size and scope of 
the budget accounts ,across all government agencies lack sufficient consistency for 
them to be universally considered as the reporting entity. Similarly. programs 
generally do not meet the criteria. in paragraph.29 and, therefore, would not be a 
considered a reporting entity that prepares general ,purpose finanoi@ statements. 

(.,. 
31. On the-other hand, organizations,. and particularly’ larger organizations, meet 
the criteria in paragraph 29. While the occasional overlap of programs and budget 
accounts among more than one organizational unit could complicate financial 
~reporting, the association of data with the responsibility centers, revenue centers, profit 
centers, cost centers, etc. which managers typically use for organizing and operating 
permit the .following: 

I_ ‘I/., 
. aggregating. information for not only the organization (and 
s&organizations), but also for one or more of the programs performed ,by the 
organization. and one or more of the budget accounts for which the 
organization’ is responsible, and 
. the subsequent arraying of the information not only by organization. 
but also by sub-organization, program, and/or budget accounts. 

32. This approach to defining the appropriate reponing entities in the Federal 
Government supports establishment of accountability in the organizations (and 
suborganizations) while still enabling them to provide information pertaining to their 
programs. 

33. Although a reporting entity might not control all the budget accounts used to 
finance one or more of the programs it administers, any revenues attributable, to or 
costs incurred on behalf of the programs it administers should be associated with that, 
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. . ‘, 
,’ reporting entity This notion’ holds uue regardless of whether the reporting entity 

‘, maintains persq~el bn‘a payroll. ’ ’ ,,; ,... .(, < ,,” 
.’ ” 

“,, .’ _ _,,‘/ i. 

,i. - 

,.: 

3’ 

34. The~‘department$ and&jor~ independent age&es are organizational units’and 
I therefore .would be the primary reponing exitities. However, in many instances, 

financial statements that present aggregations of information into suborganization 
entities, i.e., bureaus, administrations, or agencies, may be more useful than statements 
that present only aggregations into organizational entities. The former can provide a 
better understanding of the financial results and status of the many individual 
suborganizations and programs constituting a department ,or major independent agency. 
They can reveal instances where programs are carried out by several s&organizations 
within the department or major independent agency. 

35. Similar to other budget accounts, trust funds, special funds, and revolving 
funds are ,usually administered by a Single organization. For financial reporting’ 
purposes, the organization would be the reporting entity; the trust fund or revolving 
fund wouldbe a component of the organization that administers the fund in the same 
mamier that a suborganiuition~or other type of budget account is a component of the 

- ,,organizatior& This would not preclude separate reporting’ for the trust fund, sp&ial 
fund, or revolving fund by the ma,naging.organization. nor would’it preclude 
disclosure of trust fund, special fund, or revolving fund information within the 
organization’s report when there is sufficient interest.’ ,’ 

36. Likewise, some programs are coterminous, i.e., share the same boundaries, 
with an organization or sub-organization, w.hile other programs--such as student loan 
programs--are the component for which resources are deployed, are responsible for 
achieving objectives, and/or are of great interest to outsiders. In both instances, the 
financial operations and results of the program might warrant highlighting or even 
separate reporting by the organization or +organitation which manages the program. 

. 

37. Financial statements for organizationally-based reporting entities may be ~ 
audited and issued to external parties,’ unaudited and used for internal management 
purposes, or, perhaps to be more relevant and meaningful, combined with financial 
statements from other organizationally-based reporting entities. 

38. The ultimate aggregation of entities is into the entire Federal Government 
which, in reality, is the only independent economic entity--although some would say 
the entire country is the ultimate economic entity. The Federal Government entity 
would encompass all of the resources and responsibilities existing within the 
component entities, whether they are part of the Executive, Legislative, or Judicial 
branches (although, as noted in paragraph 5, FASAB’s .recommendations pertain only 
to the Executive Branch). The aggregation would include organizations for which the 

‘For some trust funds, the collection of the revenues is performed by an organizational entity acting in a 
custodial capacity that differs from the organizational entity that administers the trust fund. In those instances, 
the organizational entity that collects the revenues would be responsible for reporting only the collection and 
,subsequent dis@osition of the funds. The organizational entity responsible for carrying out the program(s) 
financed by a trust fund, or in the case of multiple responsible entities, the entity with the preponderance of 
fund activity, will report all assets, liabilities, revenues, and expense of the fund, notwithstanding the fact that 
another entity has custodial responsibility for the assets. 
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! 8 
I Fe&ml Coven 

the nature and 
merit is fiaancially accguntable as well as other organizations for which 
significance of the@ ieiatkship with the government, (see paragraphs 

.I are such that their exclusion would cause the Fe&ml Government’s 
financialstatent&ts to be misleading or incomplete. 

. 

Volume I. version 1.0 
Febnmy 28, 1997 



~RITEF~AFOR,~CUJDINGC~MP~NENT~ 
INA REPOIiTING Egm'.', " ;,_ ', .,. 

', /,. 
39. R@rd+s of whether a reporting ‘entity is the U.S. Federal Government, or 
aa oipization, suborganization;‘ot”~~,‘~e~ cim tie ticertainty as to what 
should be included’and iaooitsisteticy ds to &hat ‘is inchided in the reporting entity. 
The i&,nt@cation and application of specified criteria can reduce _&is uncertainty and. 
itt&llsistellcy. ; ‘.’ ‘. / 

,- :...:, ,’ I” 
\.. 

40. 
The Go ‘..‘G. 

vetnmen~l Acc&mting Standards Board (GASB) has established 

, 
: criteria for what would be mcluded m a state or local government reporting entity. n&gv~ v-jag 3 financial:,a~co~~b~~i~, whidh inoltis appointmcmt of a 

yi@g’&lo_iif ‘$ ihe otganihtiodi goki$ngSi* together with imposition of .,l< ,’ a 
,, \billy;*;f*~lk f ne: lt t6 or burden on a primary government. These criteria, while 

m,,$art relevant, m*,pi tailored &the FedkalGovetiunent environment. First, there 

,‘I ,are n&‘ak many different tyg&of en&es in theFederal Government as there are in 
‘ete $iid lo&l ‘gover@ents~ ‘Sebond,the Congress,‘and others with oversight authority 
frequently establish explioit’rules for what to in&de as part of a Federal reporting 

” eittity.“Fi&l~y; as indicated: with the exception ,of the Fe&ml Government as a whole, 
all the yepOrting units are com~kds’of a larger entity, namely the Federal 
Coveida&< rathtr than h+uiint economi$ entities. ,_, ‘, 

1, 

CONkLUSIVE CRFI%RIQN 

41. / There are two types of criteria that should be considered when deciding what 
to include as jkof a financial reporting entity. The first is a conclusive criterion, 
i.e.; an inherent conclusion that for finanCia1 reporting purpose& any organization 
meeting thii criterion is part of a specified larger entity. 

42. Atp&nce’in the Federal budget section currently entitled “Federal Programs 
by ‘Ag+ncy ad A ccount” is a conclusive criterion. Any organization. program, or 
budget account, including’ off-budget accouW and government corporations, included 
in that 3ecrion should be considemd’gart of ‘the U.S. Federal Government, as well as 
@art of ‘the organkation ‘with which it appears. This does not mean, however, thaw an 
appropriation that ‘finances a subsidy to a non-Fe&ml entity would, by itself. require 
the redip&t to be inbluded in the ‘f&&al ‘statements of the organization or program 
that expe@s the appropriation. 

INDICATIVE CRITERIA 
: 

: ,’ d. 
43. There are instancei when, for political or other reasons, an organization 
(in$ding a government corporation), prcigramib account is not listed in the “Federal 
Programk by Agency and Acook,” yet the general purpose financial statements 
would be misleading or incomplete-in regard‘to the objectives for Federal finanoial 
ri$o?ti+4f ,the~organixation. program; ty ,accoinit were, not included therein. These 
organizations, programs, or accounts would normally ,be considered to be operating at 
the “margm” of what would be considered a governmental function in contrast to 
pkviding a more basic governmental .function. Thus, in addition to the conclusive 
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criterion, there are several indfcetive critert that should.be bonsidered in the 
aggregate for defining a financial reporting entity in the Fcdeni Oov&nment. NO 
single indicative criterion is a conclusive criterion in the manner that appearance in 
the “Federal Programs by Agency and Account” section of the budget is. Nor can 
weights be assigned to the indicative criterie. Thus, while the indicative criteria are 
presented in descending order of importance, judgment must ba based on a , 
consideration of all of the indicative criteria. 

7-J r .-- -. 

44. .’ The indicativeStetia ior determining whether k orgenizetion not listed in 
the “Fed&l FYograms by Agency and Accoud section of the budget is nevertheless 
put of a @a&al reporting entity are as follofl: 

. It exercisy iiiy myereign pow+r of the govemmcnt to terry out 
F&ml functions. Evidence of sovereign pow& Ue the power to collect 
com&ory payments, e.&Xa*es; fme~,‘;++her cdmpulsory assessments; use 

45. 

// police @wers; conduct negotiations i&$$ig the’ i&rests of the United 
states yith ptbr nati&; or ‘bpmiti fun& for Gtive+nent use. 
l Ii, is o&e! by the,+dcnl, ~ovci&&, particularly if the ownership 
is of the .organization.and not just t+e -per&: Ov&rship is also established 
,by oons@eri~ who is at risk if the organize&on fails, or identifying for 
whom the or&xation’s et&loyees work. 
. It is subject ti ihi direct or &tinuing administrative control of the 
reporting,entity, as revealed by such feat&s as (1) the ability to select or 
remove the governing authority or the ability to designate management. 
particularly if there is to be ‘a significant continuing relationship with the 
govemtig authority or management with respect tb carrying out important 
public functions (in contrast to selections and designations in which there is 
little continuing .communication .with, or accountability to, the appointing 
offCal); (2) authority to ,review and modify. or approve budget requests, 

,p 

budgetary ddjuatments, or amcndme&s or rate or fee changes; (3) ability to hii2 
-- 

! 
veto. ‘overrule, or modify governing body decisions or otherwise significantly 
idhence normal opemtions; (4) authority to sign contracts as the contracting 
authority; (5) approval of hiring,,reassignment, and removal of key personnel; 
(6) title to, ability to tiansfer title to, and/or exercise control over facilities 
and property; and (7) right t,o require audits that do more than just support 
,*e granting of contracts. (While many of.$ese criteria exist in a client- 
contractor relationship, it is not necessarily intended that an entity’s co&actor 
bs considered as part of the reporting entity.) 
. It carries out Federal missions and objectives. 
. It determines the &come or disposition of matters affecting the 
recipients of services that the Federal Government provides. 
. It has a fiduciary relationship with a reporting entity, as indicatedby 
such factors & the ability of a reporting entity to commit the other entity 
finanoially or control ,the oollcolion and disbursement of funb; and other 
manifestations of fiaMoia1 interdependency, such as a reporting entity’s 
responsibility for finanoing deficits, entitlement to surpluses (although not 
necessarily the assets acquired from failed .&its). or the guarantee of or 
“moral responsibility” for debt or other obligations. . 

The entity Or any of the above criteria ‘be likely to remain in existence for a 
time,,i.e., the interest in the entity and its governmental &aracteristics is more than 
fleeting. 

Volume I, Version 1.0 
Febmary 28, 1997 

I 
d ) _. 



46. In applying the indicative criteria, the ‘materiaiity of the em&&s aud their 
relationship with one another should be colLided. Matuiality should not be 
measured solely in,dollars. Potential embarrassment to any of the entities’ stakeholders 
should also .be considered. Thus, a bias toward expansiveness and comprehensiveness 
would be justified, particularly if it could contribute to maintenance of ‘fiscal control.’ 

FEDERAL RESERVE SYSTEM ‘. ‘_ 

. . 4. 47. _ .I; establishing and monitoring mot&y ,poliCy, the Federal Reserve System, 
k. i.e., &Boardof Governors of,,the Federal Reserve System and the Federal Re&e 

. @an&a, could +,,+sidepd as funcuotiiug consistent with the indicative criteria 
prosened in paragraph 44:‘Bowever;in’ theUnited Statel,’ the organization and 

A*‘, ‘,. functions pettaining to monetarv policy are traditionally separated from and ‘) ‘?.“., j ,, .:c , .._.., $, ,../l, ;?,,T.,:.,, *,.‘) $‘; 
: independent of the other central government orga&atio&and functions in order to i achieve more effective monetaj; ‘and &al policies and economic results. Therefore, 

the Fedeml Reserve System would not be considered part of the government-wide 
reporting entity. Payments made to,or collections received from the Federal Reserve 
System would be reported in the finan&ai statements of the Federal Governmen+. 
,Certain other disclosures might also be appropriate in the financial statement for the 
entire government. 

GOVERNMENT SPONSORED ENTERPRISES 

48. There are also several Federally chartered but privately owned and operated 
financial institutions that have been established as financial intermediaries to facilitate 
the flow of investment funds to specific segmentsof the private sector. These entities 
are called government sponsored enterprises (GSE). Examples are the Federal National 
Mortgage Association. the, Farm Credit Banks. and the Federal Home Loan Banks. By 
law, each of these GSEs is subject to ‘oversight from a specific Federal agency. 
However, they are not included in the Federal budget section entitled “Federal 
Programs by Agency and Account.” Nor, as currently constituted.,do they function in 
a matmer consistent with the indicative criteria presented in paragraph 44. Thus they 
would not be constdered port of the government-wide reporting entity nor the 
reporting entity to which they have been assigned for oversight. 

49. On the other hand, there are “political expectations” associated with the 
GSEs. the most significant of which is an expectation that legislation would’be 
enacted to support a GSE experiencing severe financial diffi&lties. (Political 
expectations are different than “moral obligations” established by’ many states. There is 
no statutory authority that defines whether and how a political expectation would be 
met. With a moral obligation, the manner in which it may be met is usually explicitly 
defmed in statute.) Therefore, agencies assigned oversight responsibility for a GSE(s) 
would need to consider making disclosures of the government’s relationship with the 

‘Any uncertainty as to what to consider as a reporting entity would be resolved by OMB in consultation 
with the appropriate Congreuional committees. 
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G%(s) ard other infonaatiod that would provide au uuderstanding of the possibility 
of a contingent liability? 

BAUOUT ENTITIES 

50. The Federal Government occasionally bails out, i.e., gusqntees or pays debt, 
for a privately owed entity whose failure could have an adverse impact on the 
nrtion’s economy, coaunercc, national security, etc. As a condition of the bail out, the 
Federal Govekent frequently obtains rights similar tothe authorities l ssooiated with 
+e indicative criteria presented in. paragraph 44.7’he existence of these rights does not 
mahe the bailed out en&y part of the Federel Govenuuent reporting entity or auy of 
the other reporting entities that are patt of the Federal Govenuuent. Ditilosure of the 
r$8tionship(s) w$) the bailed out eutity(ies) and any ibtiml or potential tnatetirl costs 
or liabilities would be appropriate. 

L------- c-7 /’ 

‘The term goverument spoked enterprise is also sometimes used in a broader manner to encotqass other 
entities established by the Federal Government to further a public pohcy and that are also not included in the 
budget section “Federal Programs by Agency and AccounL~ Examples are the Financiug Corporation. Resolution 
Funding Corporation. Amtrak and even, on occasion, the American National Red Cross. These entities have 
varied ch&ctetistics and different types of relatiouships to the Federal Gov emmen& and therefore, ill mme 
cases, may be included with the above mentioned GSEs in sections or tables of Federal budget docuatmts. 
These entities need to be judged iudividually with respect to the indicative critetia presented in puagtuph 39 iu 
order to determine whether they should be considered pat% of a Fedeml reporting entity. 

voltme I, version 1.0 
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OTHERASPE~XSCONCERNINGTHE _’ ‘, _,-. ‘.(” , ,, 
COMPLETENESS OF THE ENTITY 

.“’ ,’ :, 
Zd .~ 51. ‘, The r$phation of spe&ed criteria to delineate the reporting entity’ is ona 

,&pect of ens&gthat the users of a rep&ing%nity’s .financial reports are provided 
with all the information relevant to the ‘reporting~entity;~ However, because the only 
independent economic entity is the entire Federal Govetnnteat, f%uin~ial resources or 

.’ f& kvke~ UC’ oft&i pfidled from ,orte component in the government to another 
&+&itt h+ldtt it Ii$tid :pro’ qud.‘For exadpk, ‘a portion of the, retirement costs of 9% WL. ‘, F&ml ,&h$by&i ‘is reported by the Office of Personuel-‘Mnagemettt rather than the 

,.- o+ixatior$ entitiesemploying the persons. Thus, within the parameters explained 
?.i -.: ,“,._ ;, “: ,~‘~~~~52 ye ‘53, ‘it ih bloat’ ~ ,enriiic: tht:the,;rrporti*g entity’s f-~irl 

reports include amounts that are attributable to the &potting entiry’s activities, even 
though thev are,mcorded elsewhere. This is particularly important for costs associated 

,%‘@i& & ‘&e oi’ j&an &uic+: ,+onnel setvicii”are stih a. major part of most 
g&himent ~ictivik; It is ‘al& important for’ the Lo+ *of services provided by other 
reporting entities, sjdh as cottip& services proviLdby,:another unit. 

“. i ,, : ” 1: ,. i , .‘,’ :’ 1 : ., ,‘, ::., 

52, ,,’ 
,A ‘+& ih whi& ,* e reporting en&y -is ,billed ‘and pays for the amounts 

attributable ‘ib its activities, is normally the‘ most desirable ,approaoh for recording and 
reporting these amounts. However, when this type of d&t debiting or crediting is not 
done.‘the decision as to whether to capture and report attributable amounts would be 
based on &h ciiterih ‘as the magnitude’ of the attributable amounts, the decision 
u&fulness~of4he information to ‘its likely usen,:the costsof capturing the data, 
‘whether a decision would be made differently as a reiult of ,having the information. 
and whether the ‘information would have a ‘policy ‘impact.‘ 

n 
53. It might be appropriate to “consider ,the ‘interest expense inherent in devoting a 
sum of cap&l to an organization or ‘program as, part of the total costs incurred in 
operating the organization or performing the program. This, principle has already been 
adopted. for the accounting for loans and loan guarantees; ,ivhereby a loan program is 
charged, for me cost ‘of capital provided .by the, U.S.’ Treasury.’ 

‘. 

,. 

?he Board is developing a Statement of Managerial Cost Accounting Concepts and Standards. This 
document, when fmalized, will address recognition,of these amounts. 

* 
‘The Board has decided to undertake a project addressing the types of capital for whioh it might be 

appropriate for i reporting entity to disclose the costs. the reasous thereof, and the manner m which to determine 
and report these costs. A determination of the appropriateness of considering interest expense as part of the costs 
incurred by an organixation or program will be made by that project. 
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54. Financial infotmation is typically provided by or for a reporting entity _, 
through financial statements. Financial statements represent the principal means of 
commuttioating accounting information about an entity’s resources, obligations, 
revenues, costs, etc. to those outside the entity. However, financial statements. and 
particularly those prepared for governmental and other not-for-profit organiirtions, 1 
may ,also contain information from sources other than accounting records. Also, 
management may ,.commtmicate infotmation to those outside the entity by means of 
facial reporting other than ~financial statements, ciih? because the information is 
nquirecl to be disclosed by statute. regulation, or custom; ,or because management 
believes the infotmation would be useful to those outside the entity and discloses it 
voluntarily.~ , ‘. 

‘_ 
55. To’mhance confid&e in the reliability of information presented in fulanctal 
statements, the statements are often, but not‘alvvays, audited by Inspectors General, 
independent accounting firms. or the General, Accot@ng,dffke. Some financul 
reporting by management. both within and outside the financial statements. is audmd. 
or is reviewed but not audited; and some information is presented by management 
without audit or review by persons independent of those who prepared the statements 
or infotmation. 

56. In the Federal Government. there are several types .of reporting entitles 
(organixations, suborganizations, programs, and the government as a whole) and 
several financial reporting objectives (budgetary .integtity, operating performance. 
stewardshi@, and systems and control)t Each of the reporting objectives can be met to 
a certain degree by the statements prepared by or for one type of reporting enlrn and 
to l l greater or lesser.degree by .the statements prepared by or for the other types of 
reporting entities. For example, the objective of budgetary integrity can k best met 
with the program and financing schedules prepared for individual budget accounts 
The objective of operating perfotmance can be best met with financial statements from 
organizations/suborganizations and programs (although financial statements at thtr 
level can also help readers evaluate the repotting entity’s budgetary integrity). The 
objective of stewardship can be best met with a financial statement for the enttre 
government. Meeting the financial reporting objectives in their totality requires . 
linanciol itatements from all of the types of reporting entities. . 

STOCK STATEMENT’S 

57. 
financial 

The financial reporting objectives are also met with different types of 
statements. A financial statement that presents financial information for an 

entity as of a particular point in time, however the information is measured, i.e., 
budgetary, cash, or accrual, is often characterized as a stock statement. An example of 
a stock statement is a balutee sheet. It presents the total balances of assets, liabilities, 
and net position of an organization as of a specific time. 
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FLOW STATEMATS ” I’ ,,:” ..,. ‘. 
T---h 

58. Another type of f&ancial statement provides information on an entity’s flows 
ofrevenues, receipts; expenditures, expanses, gains, losses, and/or other changes of the 
ent@!s net resources during a.period. however they are measured, i.!., budgetary, 
cash, or. accrual. This type of financial statementis fmquently characterized as a flow 
statemenL,.,The traditional now statement is a statement of operations and changes in 
net position issued by I&ate sector, profit ie&ing orga@tiorts. it presents the 

.1,” . . resuiu of an entity’s operations for a reporting period, including the changes in the 
.- i &thy’s net position from the end of the prior riporting:p&iod. This type of statement \ 
‘s, . . is particularly useful for private sector, profit seeking organ@@+ a.&te ,their ,, 
._ objective is to generate earnings and returns on investment. The statement of 

;’ : operations~and ,changes in net ,,R+tion ,pres@r ,$e revenues the entity receives, the 
.-.expenses incurr&~~ generate the @wenues,.the pniount left for the entity’s owners, ‘. .’ 
and the resulting effect on the owners’,equtty. ,, k’ ,& 

. : ,’ ,. $9.; ,., .,, ,,The +kra! @yrrgertJ and most of the other re+ting entities ‘in the 
Fedem Government are ‘spinding entities whose objective is to provide services, some 
.of $ii9h,are financed by revenues,received from the recipients of the s&vice. and 
sot&of. which if not,ailor, most ,of .$iich. are tinanced by taxes and other unearned _, :+M.’ ._ 

*. revenues.! Thus, the most, useful ~ir$otmation a flow, statement could present is the 
total and net ‘costs of the services, i.e., how much of the services provided by, the 
e,ntity ,~was financed, .by. the taxpayers.. This type of statement, which would be a 

: ; statement ef net ebrts, would support the, achievement of Federal financial reporting I 
G’. objective,t& Gbjective.24 ~tates,that,,“~e,deral financial reporting should provide 
,I ..* info@ation: that. helps &~ye&r to detetrnme~ the cos&;of providing specific programs 

,.’ 4. andaotivities,and the oornpo&ion of,,@ changes, in, these costs.” I/ 4 _,--.. u ar..., ,, ar..., ,, ‘&:.’ ‘&:.’ ), ), 

60. 60. ~@x&ated, revenues provided ,k exA+tge. for the services, i.e.; eorned ~@x&ated, revenues provided ,k exA+tge. for the services, i.e.; eorned 
revenues, are not the only manner in which a Federal Government entity finances the revenues, are not the only manner in which a Federal Government entity finances the 
setvices it .provides. Other sources of. financing .are, the ,appropriations received from setvices it .provides. Other sources of. financing .are, the ,appropriations received from 
the Congr,ess,,and such various non+xohange revenues as fines, donations, and the Congnss,,and such various non+xohange revenues as fines, donations, and 
transfers fromother agencies. Therefore. another useful flow statement would be a transfers fromother agencies. Therefore. another useful flow statement would be a 
?tabmcht of,c,haqer in net .pq!$tion that .pr&ents t&manner tn which the entity’s ?tabmcht of,c,haqer in net .pq!$tion that .pr&ents t&manner tn which the entity’s ,. ,. 
net,costs were flnanced’and the resulting effqct on the entity’s net position. This also net,costs were flnanced’and the resulting effqct on the entity’s net position. This also 
would be consistent with Federal fhumctal reporting objective 2: “Federal financial would be consistent with Federal fhumctal reporting objective 2: “Federal financial 
reporting should.assist report users in evaluating,. .,the’ttmner in which these effom repor&tg should.assist report users in evaluating,. .,the’tnenner in which these efforu 
and accomplishments have been fmanoed....“’ and accomplishments have been fmanoed....“’ 

61. The collection of the major sources of funds for the appropriations, e.g., 
taxes, royalty paymenu. and ftnes, is the responsibility of just a few reporting entities, 
especially the Internal Revenue Service, the Customs .Setvice. and the Minerals 
Management Service. .These entities are functioning in a custodial capacity and are 
required to tutn the taxes or other monies they collect over to the Treasury or other 

I organixations. The results of these entities’ custodial activities could be reported in a 
flow statement that provides an understanding of from whom the taxes or other 

: ,’ “’ ” ,’ I .,....... ,.._,, .., i,_ ., ,. . I. 
..: ., _ r ,., . . ., ,, . 

@The Board is currently developing an Exposure Draft entitled “Rowwe and 0th Fin&ing Sound 
tihich addresses more ,fully the types of revenues~ (i.e., exchange versus non-exchange and eatned,versus 
unearned revenues) discussed here. 
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monies were collected and to whom They were distributed. This would be called a 
statement of curtodial activities. 

62. For many reporting entities, and particularly those.engaged in reimbursable 
r ;-- 

activities, it is useful to have an understanding of the sources and amounts of cash 
provided to the entity for operating. investing, and financing purposes and the major 
purposes for which, the cash was used. This type .of information can be displayed with 
a statement of cash flows. in accompanying footnotes, or as supplemental financial 
ad management infOIxl8tiOn. 

BUDGETSTATEMENT 

-. 
3 

63. Meeting the first objective of SFFAC Go.- 4,~“Objeotives of Federal Financial 
R+ort& namely the ,budgetaty integrity objective,‘necessitats that the read& 
receive assurance that ,’ 

. . the amouqtk obligated or spent did not exceed the available budget 
authority, 
. obligations and outlays were for the @rposes intended in the 

appropriations and authorizing legislation, 
. other legal requirements pertaining to the ‘account have been met, 
and 
. the amounts are properly classified and accurately repotted. 

64. This information is’ provided in other reports, but there needs to ba auditor 
involvement to provide assurance ‘as to the reliability of the information. The 
assurance as to reliability of theinformation could be accomplished by including a 
statement of budgeury resources in the reporting entity’s financial statemenu. 
recognizing that the statement will likely be subjict to audit. The presentation of data I* 
could be for the reporting entity as a whole, for the major suborganization units 
(assuming there is congnrity among the major suborganization units and the budget 
accounts), or for the aggregations’ of the major budget accounts, rather than for the 
individual budget accounti of the entity or other types of entities. Violations of 
budgetary integrity at the account level occurring during the current year could be 
disclosed on an exwpiion basis. (Many vi&itions cif budgetary integrity would also be 
violations of the Attti-Dcficienci Act. Disclosure in the financial statements 
notwithstanding. these violatio& would also have to ba reported as required by the 
Act.) 

[The heading above and the text below were added to SFFAC No. 2 through 
amendment by SFEAS No. 7. Text from SmAS N& 7 is inbrted to assist readers - 
in most cases amendments are noted in the status page and amended test is marked 
but not modli/ird in the original statemmts.J 
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., ,_’ .: ., ,_’ .: ,, ,, .f. .: ,’ .y .f. .: ,’ .y ,,:;. ,,:;. us:‘,;,‘,;: ‘i’., ‘. 1.;‘, “,( ,: ,. :c’ ;: :,:: ‘: us:‘,;,‘,;: ‘i’., ‘. 1.;‘, “,( ,: ,. :c’ ;: :,:: ‘: .I,. .I,. 4, ,;‘: ,. : 4, ,;‘: ,. : % . % . 
,‘I ,, ,‘I ,, li ., li ., ., ., 45: ., ., 45: -iTh$c second:bbjective ,of ped@.~.finqncial reporting, ,states. in part, tbat Federal -iThe second:bbjective ,of ped@.~.finqncial repoting, ,states. in part, tbat Federal 

.: .: : j : j fhrancial reporting~should provide infotmation that .helps.;r&ders of the tinanqial fhrancial reporting~should provide infotmation that .helps.;r&ders of the tinanqial 
* ..: ! * ..: ! reports detemme the efforts and ~acootnplisbmenu ,ass&iated with Federal programs’ reports detemme the efforts and ~acootnplisbmenu ,ass&iated with Federal programs’ 

and the changes over time and in relation to costs. This suggests,that a statemht of and the changes over time and in relation to costs. This suggests,that a statemht of 
pmgmu pcr6o+nce murum,’ i.e.; one or more statements presenting service pmgmu per6o+nce murum,’ i.e.; one or more statements presenting service 
efforts.and~ac~~~pli~~u’measurcs foreach of a reporting entity’s significant efforts.and,ac~oli~~u’measurcs foreach of a reporting entity’s significant 
programs; is~necessary.,~ programs; is~necessaty.,~ ” ^ ” ^ 

.< .< ,’ ,’ ‘,‘. :. : ‘,‘. :. : I ),, I ),, ‘- ‘- 
66. 66. The F+ieral. Government ,is increasmg its interestinmeasuring and reporting The Federal. Government ,is increasmg its interestinmeasuring and reporting 

I I 
program performance,:as evidence&by the enactment of the Government Performance program performance,:as evidence&by the enactment of the Government Performance 

..I ..I 
and Resulti ,+ot ,atid ~increasing emphasis :during ~budget~reviews’ on pq.-am and Resulti ,+ot ,atid ~increasing emphasis :during ~budget~reviews’ on pq.-am 

,‘- 

u 

performance. Moreover, the ability to seek and obtain maximum return from, performance. Moreover, the ability to seek and obtain maximum return from, i i ..1 ..1 increasingly limited resources can be ,enhanced by an understanding of the results of increasingly limited resources can be ,edianced by an understanding of the results of 
! the programs for which budget resources have been expended. Iri the final analysis. the programs for which budget resources have been expended. Iri the &al analysis. 

the objective of the Federa~,Government .is.to.provide services, in contrast to the the obj$ctive of the Federa~,Government .is.to.provide services, in contrast to the 
‘objective of private sector organizations, which,is to, earn profits and enhance, the ‘objective of private sector organizations, which,is to, earn profits and enhance, the . 

,‘- u ! 

. . . . 

return on investment+ bothbf ,which are monetary‘objectives. All of these factors return on investment+ bothbf ,which are monetary‘objectives. All of these factors 
suggest .that. the statement. of ,program performance measures ‘is not only an appropriate suggest .that. the statement. of ,program performance measures ‘is not only an appropriate 
statement, but. likely to be ,the most, important statement for those persons interested statement, but. likely to be ,the most, important statement for those persons interested 
in boy a ,.Federal entity. is using us resources. . . in boy a ,.Federal entity. is using us resources. . . 

.f .,,‘. ;. ‘, .f .,,‘. ;. ‘, $,.’ $,.’ 
67. 67. For a statement of program performance measures prepared by an For a statement of program performance measures prepared by an 
organization-level reporting entity. the outputs and outcomes would be related to the organization-level reporting entity. the outputs and outcomes would be related to the 
performance of the entity itself and its own programs. e.g., clients vaccinated, illnesses performance of the entity itself and its own programs. e.g., clients vaccinated, illnesses 
prevented. For the government-wide report, broader measures of outcomes and impacts prevented. For the government-wide report, broader measures of outcomes and impacts 
that depended on, the joint efforts of several reporting entities would be appropriate. that depended on, the joint efforts of several reporting entities woulci be appropriate, 
e.g., state of the,economy, national security, cnvironment.~personal health. social e.g., state of the,economy, national security, cnvironment:personal health. social 

,,welfare. althqugh some E’cpwer outcome measures might also be included. ,,welfare. although some natrower outcome measures might also bi included. : : 

* * 

f- 3, f- 
3, 
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OTHER INFORMATION . . 

68. Finakial infort&o&also oonveyed,Mth qeeempauyiug foo(noter, which 
arc an integral part of the financial statements. Footnotes typically provide additional -J _ -.-~ 

.,l 

. 

disclosures that are necessary to make the fmial statements more informative and 
not misleading. ” 

;I 
.I 

,. 
69. It is also: neoeylty to convey more, general information about the reporting 

, .entiQ. This could entaik,rwh~tnattemas a. brief .de&ipuon of the reporting entity; its 
missions. -goala, andobjeotiver; the prognms it providerand the major recipienta for 
the .prow; its. major sow of liuyl&; the manner rt .yhioh the reporting entity is 
organized, its personnel resourcea; hQbhghta of .the ~sptity’~. aqoomplishmenta during 
the reporting’ period, selected ,peasures of prOpam perfomance abstracted from the 
statement of program performance; ‘problems encountered or targets missed and the 
reasons why ;..finurcial ., highlights and tre expected ‘problemmad ‘dbalki&&, fuiuri 
targets the entity .is setting for itself; and any other information the agency head .or 
CFO considers necessary to fully and fairly, provide an tmderstandiug of the entity’s 
finrncibl affaira. This type of iufortnation is typically presented ‘in what has come to 
be known a? ? mmiapmint iliscuuion wd analysir or overview of the repotting 
entity. .’ :. 

70. The thud objeeuve of Federal fiaanoial reporting is that it “should assist 
report users in assessing the impact on the c~uutty of ,the govetnment’s operations and 
investments for the period and how. as a result, the government’s and the nation’s 
f-ial conditioti have changed.and may change in the future.“‘o This objective 
requires a reporting of information oo&hag investments in education, training, 
research. and development- and certain types of properry, plant, and equipment that can 
affect the nation’s future wealth, and to the claims on future budnetarv resources , 
resulting from prior deciriona:and actions; 

I  I  

$id \ f 
71. The information pertaining to the aforementioned investments. certain types ’ 
of property. plant, and equipment,“ and claims on future budgetary resources is 
maintained in part in the entities’ general ledgers and, in part. external to ‘the general 
ledgers. Some of the informatiotris recorded in units other than dollars, e.g., acres, 
milliotn:of square feet. Finally. some of the information is not subject to the types of 
controls present in a system of double entry recordkeeping; Accordingly, a mote 
suitable way to fulfill the thud reporting objective would he to display the appropriate 

“A complete discussion of the third objective for Fe&ml financial reporting, which is called the ’ 
“stewardship objective.” is contained in paragraphs 134 to 145 of Statement of Federal Financial Accounting 
Concepts No. I, “Objectives of Federal Financial Reporting. ” 

“The Board is currently considering accounting standards for Federally-owned property. plank aud 
equipment. These standards will address placement of information related to various types of PP+E. The Boatd 
is considering placing information about some types of PP&E in footnotes with information about other types in 
requtred supplemental infotmation. The Board’s proposals will ‘be presented iu an exposure draft on stewardship 
repoittng. 
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f-3 

information as requikd ruppleme~tal information rather than attempting to include ,I 
it m financial statements.” :’ 

I. 

v / 
72. ” Fmally, ‘&me reporting c&es desire or need to report information to support 
information in the overview or to enhance the tmderstanding of the entity’s operations 
or financial condition. That additional information would not always be appropriate for 
the ovetview or the f-c&l statements or accotnpanying footnotes. Examples are 

1151: 
.&livery times, tqrtt~ver. and wastage of inventor& condition, maintenance. and 

i 1 ei@eoted re&emeiit of physical capital; ttnd~dtlinquency, aging, and default rates for ..~ 
/- 

” loan portfolios. This,infonnation is typically reported as rupplementi flnu~cial and 

,y.. ‘. tnut+&e$ infqrmation. ‘rt can be reportid in the form of schedules, charm, tables, 
%I, ‘,, ador narrative’text. 0, ,. , ,. ) ‘_ 
). 

‘7j. ‘$ Tiii fourth ‘Obj&i&. j&ms~and~oontrolr, is fuifille~ in m by the act of 
‘:. prep+ng” the f&tancta~ statementa. Ot&r~~avs.,the fourth objective could be fulfilled 

through the audited financial &ortmg’ prt$&3s’by a management assertion that 

. ?’ 
” > 

would ‘hrn@iuty the f&&i statements and/or ah auditor’s attestation on the 
finartoial’ statements. ,$ie mtutttgem&tt assertion, would bean .acknowledgment of its 
r+pon&lity for ‘the’ acct&y’of the’ information in the financial statements. the 
comRleteness and fairness of the’pkentation’of the i~@&tkion. the accuracy of the 
information in all material respects, and the ‘iepi&g ‘of the information in a matter 
desined to fakiy‘ presetit’ fvncial position and results of operations. The assertion 
cbuld ako include a statement regarding the adequacy of the entity’s systems and 
controls, accompanied by the auditor’s conc~endi with the assertion, 

FINAPkXAL REPORTING’FOR AiU ORGANIZATIONAL ENTITi ‘Y 
i 
J- 

GJ 74. Meeting the four objectives of Federal financial reporting in the most efftcient _. manner suggests that reporting entities issue a financial report that would i@ude u 
followlpp; ” ; . 

. management discusston and analysis; 

. balanci’sheet; ,. ., 

. state&t of net costs: 
‘9 sktient of changes in net position; 
. statement of custodial activities. when appropriate; ,.~ . statement of budgetary resources; 
. 
. statement of program performance measures;” 
. accompanying footnotes; 

; ,.‘i ; ,, 

‘*Required supplemental information is information that would’be reported outside the principal financial 
statements that the Federal Accounting Standards Advisory Board considers an essential part of a reporting 
entity’s financial reporting, and therefore recommends authoritative guidelines for the measurement and 
presentation of the information. It ‘is analogous to the required supplementary information discussed in Statement 
on Auditing Stand@s~AU Se+on 5.58..06, which addressks pronouncements of the Fitiatncial Accounting 
Stan+& Boaid and the Govetkenml Accounting Standards Board; .’ ‘.’ ., . 

“The statemellt of program pe rfonnatke measures is not a basic frnanoial statement. Nevertheless. it is an 
important component of the financial reports. 
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. requirad supplemental information pertaining to pi-ysical, human. and 
r&arch and dklopment capital and selekted claims on future resources. 
when appropriate; and :/r . other supplemental f-ial and management information, when \ 
appropriate. ‘. 

.- 

/iXq bullet jtem bnd t&t a&w were added 3 SFFAC No. 2 thmugh 
omeidment by SOFAS No. 7. T&i/km SOFAS No. 7 is inserted to assist 
readers - in most cases amendwks ak noted ‘in the atatw page and 
amfnded text ts marked but not mod#$ed in rhr or&ha1 statements.] 

75. With s&e o&ttiz&jOps~~ a& even ‘subo+tixations. the ~aotivities’ of oile or 
mqe programt’or other com*nentp are as iinpor+t 6. ‘the readers of the fmttcial 
statements as are the a@ties,,of ,+e entiy es, a who!“. This would be particularly true 1 .:, 
for, a Department composed of’inatiy bureaus, admui$tations, agenciesi services. ‘etc.. 
and pa&larly if th&$rograms are .&similar. rd those instances, consideration 
should be given’ to the prefembihty of .&king the aida. liabilities, revenues, 
expenses, etc. of’both the significant components individually and of the entity in ita 
entirety. ‘Hence, larger organizations, and patticttkly those composed of many 
bureaus, ~adm&tr’ations. age&es, em., womd prep&e not only consolidated financial 
statements for the organkationai entity, but also provide information pertaining to 
their individual significant components.” The information for the individual 
components could.be provided with separate columns in consolidating ftnancial 
statements” (with the mformation for the ‘less significant component& and possibly the 
entity!s management component, ,agpgatcd into .a single separate column), in separate 
financial statements for each significant component, or in the accompanying footnotes. f 
The significant components can be suborganizations or programs. If they are 
suborganizations, information regarding programs’should be provided in some manner. 

76. Furthetmore. there are frequently instances when one or more of the 
suborganizations conduct a very ‘visible or critical activity and there is a high level of 
public interest, e.g.,.Inte,mal Revenue Service tax collectton activity; maintains 
complex accounts with .Jarge fund’ flows, e.g., Defense Business Operations Fund; has 
major responsibilities for the appropriate use of eatmarked taxes, e.g., Health Care 
Financing Administration; or its finaacial viability is of,special concern to the 
Execuuve Branch or the Congress; e.g., deposit insurance funds. In those situations, it 

“Such components are similar to responsibility segments as referred to .in FASAB Exposure Drat& , 
“Man+geriaf Cost Accounting for the Federal Governme+” (see pages 26-30). Responsibility segments are used 
to’ac&nttiate costs and outputs for major lines of activity.. 

. 
“A consolidated fmaaciai statement presents the transac~ons and balances for a reporting ,entity’s 

componenls in a single column. h arriving at the consolidated amounts. the- transactions and balances among the 
entitiej ue’ ilimi66ied.‘-A conroiide~~l ‘-~~Ciil ,iikm~~ pre~u ‘~, informrtion for ‘~ ‘~pbrtirig enti~i 

components as well as the consolidated amounts in individual columns. The eliktination of’the inter-et& 
transactions and balances needed to artive at the consolidated amounts might or might not be prc~tcd in a 
separate column. 
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may be desirable .for the~subarganization to. prepare‘,and issue ‘a ‘separate fticial I 

c--l 
-.-- 
c 

statement that is consistent with the concepts presented in this concepts ~tatement.‘~ In 
doing so, it would,need,to identify the,parent entity and describe thb sub- 
organization’s relationship to the parent; _ ‘. 

‘% 1, 1 : ; I, ; .’ 
77. The components of any reporting entity arc likely to conduct transactions 
with other components in the.reporting entity, other Federal entities. and persons and 
organizations outside the Federal ,Govemment. .Likewise, they ati likely to have assets 

I. ii.. .a. due from and liabilities due to other ,Eedcral components and entities and to non- 
Federal ~~,:ad,or~tions.,.In,m~rting the transactions and balances of a 

; Fe&ml reporting entity iniq:entirety. it is conceptually desirable, although not always 
,’ ” I, ,pnc~~ble,.to;eliminr~:the~intrsrcntity transactions and balances. Factors to consider 

‘ii. ,, ,am ;tbc utility of&e ,information~~for ,the. entity in, its entircq if the intracntity balances ,’ 
.-, ,. >’ arenot eliminates thdittisutidcrs@ndingthat might result if the balances are not 

eliminated, and the cost-benefit of making the diminations.” 

^ ‘/ ‘78. ,’ Some ofa rc~rting entity’s .oorriponents are likely : to be required by law or 
poliy,. to pregare andis+,, financial. statcmtntsin accordance with actzounting 
.standards .othcrr than those; reoorirmended. by FASAB at&issued by GME and GAG, 
e.g., accounting standards issued, by the Financial Accounting. Standards Board or 

,,. 

,’ aowunting standards .&tiblishad by a regulatory agency. Those components should 
’ continue to ,issue the required reports. The reporting entities of which the components 

are a partcan issue .&xtsolidated, consolidating, or combining statements that include 
the componen,+inancial .infotmation prepared in accordance with the other 

,’ .,, ac~untingstandard+ ,They need, to bl sensitive, however.- to differences resulting 
’ from applying differcnt~acoounting standards that could be material to the users of the 

repotting entity’s financial statements. If ,tlrese .differences are material, the standards 
.’ 
.- 4 

recommended by FASAB and issued by OMB and GAO should be applied. The 
components would need to provide any additional disclosures r~oommended by 
FASABand included, in the .OMB-issued standards that would not-be required by the 
other and&s; 

‘%tb-organizations req uired by statute to prepare and issue a separate tinancial statement would, by 
defetion. also need to do so. 

‘:A reporting entity that eliminates none of the intra-entity transactions or balances and still desires to 
preaeitt the information for its individual components in seiarate columns could do so by preparing and issuing 
a combining financial statement. If the individual columns are ad&d to a total column without elimination of 
the intra*ntity transactions or balances. the total coltmm would have to be labeled “Memorandum Only” to 
signify that it is not net of eliminations. 

Rtco8nizing that the U.S.’ Standard General Ledger does not presently provide accounts for identifyin 
intra-entity transactions. the decision as to when the information for a reporting entity other than the Federal 
Govemmcnt as a whole should be presented in a consolidating financial statement rather than a combining 
financial statement would be specified by OMB in a Form and Content Bulletin. 
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FINANCIAL REPORTING FOR THE ENTIRE GOVERNMENT 
‘, 

79. Reeders of the financial statements for the entire government are likely to be 
concerned primarily with whether the~govemmettt has been a proper steward. This can 13 

: 
.,I 

best be achieved with the preparation and issuance’of the following: 

. management discussion and analysis; 

. balance sheet; : 
. statementof ~operations or ,net, costs; 
. statement of programperformance measures; 
. a0cogpnyin#f00tn0tes;' 

-. required supplemental information pertaining to physical, human, and 
research and dev@opment~crpital .and selected claims on future resources; and 
. ,other supplemental finaDoia1 and management in.fotmatiott, when 
appropriate “. 

so. The readers should be ma+ aware of whether the ,fmncial statements for the 
entire government exclude atty signtficant entities that are included in the budget or 
inch& sigttificant ‘entities that are not inch&d in the budget. 

: 
. 81. Readers of the financial statements for the entire ‘government are also likely 

to be concerned with the results yf the budget process. This interest can be fulfilled by 
providing a comparison of budge&d and actual use of resources. presented on the 
same basis as the budget is accounted for. and,a recdnciliation of accrual-based 
operating results to the budget-based operating results.~ The budget would be the 
amounts included in the President’s <Budget or ‘the Mid-session Review of the budget, 
whicheverisappropriate. 

I. 

82. The~fmancial~ statements forithe entire government could also be used to 
provide information on Residential initiatives or crosscutting programs that is not 
available in financial statements for individual organizations or programs. 

83. Because the government is a complete and integral economic entity. in 
contrast to the departments and major agencies whose components frequently have 
nothing in common other than belonging to the same department. it would be 
appropriate that the financial statement for the entire government be a consolidated 
financial statement. However, it might also be appropriate to display selected 
information for the components, funds, etc., either within the consolidated financial 
statement, in accompanying footnotes, a&or as supplemental information. , 

Volttme I, Version 1.0 
February 28, 1997 



- RECOMMENDElj CdNTktiTS FOR THE’ “’ .‘, 

.” 

BALANCE SHEET :. 

r  
,‘,’ 

84. The elements ‘most hkely, to,,bepresented in the balance sheet of a Federal 
,,,. 3 . suborgr&auon/or8a&at~on, pro8ramv or the entire government would be as follows: 

‘.f,. : : : ’ 1 ,:. ‘, ..,,., .,; ., ._ 
.‘. :Fund Ralancc.wifh,Tre~u’ry. This:represents the amount in the 
entity’s accounts with .the Treasury that is available only for the purposes for 

: ;il ,.‘- ,’ ‘which the~funds were appropriated,It would also include balances held by the 
.: ‘. ., entity in&e .capaoityof q,banker::or agent ,.for others. (This classification 

,. would not& included in the. financial statements of the U.S. Government.) 
I,’ ,, : :, : -.j_ ,;, ,... ,:j*. .,‘,, ‘Z, I ,_, <. c . . .,:, _ ,,,i,?‘; ,.., *,,, ., ..:. *,, !.” . 

..’ . : ,Chsb &id &her L,pone,tary .a.s.s&“Gash consists of coins, paper 
currency and rcad$y; negotiable ~jt$~e,nts,.such as money orders, checks, 
and bank drafts ,on ,hand or in, tr&tt. for..deposit, amoutits on demand deposit 

r -: with banks or other, dnancial,~i3s!~?utions, cash held .in imprest funds. and 
.’ fonign curm&s. ., :’ ,.: .: 

!, 

” 

_ ‘-> .’ ‘, ., ,:, ‘.’ : “. 
. Invesimcnts. While Federal agencies have the authority to invest. 
they ‘are typically hmited to rinvesung in securities issued by the Department 
ofthe. Treasury. or other Fedemjentities, There could be instances, however, 

L whenan ,agency ,owns: property-or, securities issued by state or local 
,; governments. ,priva,te .corpomtions. or 8o.venment sponsored enterprises, 

primarily for the ~ptupose.of:obtainin8 a monetary return. i’ 
;.: ., ‘., ._ : I, ‘b 

. . .‘. _,I R+vables: These.are t&amounts that the entity claims for 
payment from ‘others. Receivables can result from,such activities as the sales 
of poods or services, the non-payment of taxes: the making ‘of loans or loans 
assumed from defaults on previously made loan guarantees, the earning of 
interest. the advance or prepayment of monie&etc. ,.,’ 

‘.. Inventwies:@pd ~r&tcd..propcrtits. jnventories consist of tangible 
_. personal-property held,,forsaie, in the process of .production for sale. or to be 

consumed in .the.production of goods for &or in the provision of services 
for a fee. Related properties that could be owned by a Federal program. 
&orSanixauon or organixauon. or the entire ,govemment incl,ude .operating 
materials-and,supplies.. stockpile mateeals, s+ed property. forfeited property, 
and goods held under price support and stabilixation,prog. 

” ,, 
. Property, plant, ani equipment. P&r&; plant. and equipment 
(PP&E) have ‘been defined in the Fed&al Government as tangible items 

: 

owned by the Federal Government and havine an expected useful life of. 
greater than two years. Some PP&E are held by the Federal Government but 
,not used to provide a service. They arc in themselves a set%+ Rxamples are .,.. 
heritage asseu.such as monuments and museiuncolledtions;the service is the ,&b.. : _, ,... :,‘*‘).ypA; *. ++ .“‘““.. * ;.,p,;,. .r . ., _ ~ 
&se of traditio<‘u&%&n& and prrde vtsttors recetve vtsrung’these 
sites. information pertaining to ‘these assets would’ not necessarily be ,, 
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displayed in the balance sheet, but rather as required supplemental 
information.” 

L&bilitics. These are the amounts the reporting entity owes to oth&s 
;or goods or services received, pro8ress in contract performance, defaulted 
guarantees, funds hkld as deposits etc. Because no liability can be paid 
without an enacted appropriation, some liabilities are funded while others are 
unfunded. Also, because the Federal Government is a. sovereign entity, it can 
abrogate at any: time, many of its ,liabilities arising, ,fio,m other .thati &ontracts. 
This does no& however, eliminate the existence of, and therefore the need to 
report, liabilities iricurred by the reporting entity. 

‘,. 

. Net position. Netfposition is the,residual difference between assets 
and liabilities. 11 &generally composed of unexpended appropriations and the 

” cumulativk results of ,operations. Included in the former would be 
appropriations not yet obligated or expended. including undelivered orders. 
Included in the latter would be the hmounti accumulated over +e years by 
the entity from ity financing souroe~ less its expenses and losses, which 
would in&de donated capital and transfers in the net investment of the 
Government in tlie reponing entie’s assets: and an amount representing the 
entity’s liabilities for such things as. accrued leave, credit reform subsidies, 
and actuarial liabilities ,not covered by available budgetary resources. 

. 
85. Assets the reporting entity holds and has the authority to use in its operations 
should be displayed separately from assets the entie holds but does not have the 
authority to us&Likewise. liabilities for.which budgetary authority has been received 
for liquidating the liabilities should be displayed separately from liabilities for which 
budget authority has not been received (even if the ,authority is expected). Assets and 
liabilities arising from transactions among Federal entities should be displayed I ~ 
separately from assets dnd liabilities arising from tinsactions with non-Fe&ml ,3 ’ , f 
entities. 

STATEMENT OF NET COSTS 

86. The main purpose of a statement of net costs is to provide an understdnding 
of thk net COSIS of each organization and each program that the government supports 
with taxes and other unearned monies. Another important purpose for the statement is 
to provide groe and net cost information that can be related to the amounts of outputs 
and ou&omes for the programs and/or organization. Thus the statement of net costs 
should present the amounts paid, the consumption of other assets, and the incukrence 
of liabilities as a result of rendering services. delivering or producing goods, or 
carrying out other operating activities. 

‘%e Board issued an Exposure DmR. Accaynring for Property, Plant, and Equipment (PPCE ED), on 
Felmuuy 28, 1995 address&g those items of PretE that would be reported on the balance sheet. The PP&E ED 
also propotis deftitions for categories of PPBIE that would not be reported oil the balance sheet. In a se~arata 
ED, the Board will address other means of repOrtin on the non-balance sheet categories-possibly including 
separate basic financial statements and required supplemental information. 
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Si. The costs can be classified,in a reporting entity’s~ statement of net costs by 

0 

sub-organization (assuming~the reporting entity is an organization). by program, or by 

/- object"blass. or any combination-thereof. Object class, also referred to as a “natural” 
-.-/ classification, ~represenw’ the nature or types of goods or services .acquired without 

‘. regard to’& orga&ttion involved or the program for which they were used. ’ 
Reporting of the sub-oqanixation in&tring the costs ,an/or the purposes for whish 

W’ A the’costs were incurred generally provides more useful information than repotting on 
the typesof goodsor servicesacquired. : 

,@ ‘.. .’ .., , 
-I 88. The stat&neat of net costs should also present the revenues earned by each 

programand drgatiiza~o&Fhe nktner~in which the earned revenues would he 
presented would depend on the purpose of the program and the reasons why the 

. I revenues are present. . ‘, / 
89. Son& programs are established’with generauon.of revenue as a primary 

_, consideration or purP&& ,One example would be when-the goods or services provided 
by the organixation are alsd~available from tlic private sector and not charging a fee 
for the goods or jeivice&would bi unfair competition. Another example would be 
when it is deemed appropriate that the persons or organizations receiving the goods or 
service pay’ for the goods or setvicesi usually to be able to ascertain the true cost of 
the’ activity king ib& goods or tin&s, e.g., the Defense Business Operations Fund, 
‘Postal, Service. Still~dirothei example is when revenues are imposed to limit the 
unndessary consumption of the goods or services. In each of these instances, the 
revenues earned by the program(s) should be considered a deduction from the total 
costs of the program(s).’ 

90. With othir pnqrams. the revenues are, generated from administering an 
.; / 

Id 

inherently goveminental service, which means the revenues are not a ,prtmary 
: I, I ,.,. consideration, for the program. Rather, the revenues are a means to recover all or most 

of the costs of administering’ the program, e.g., the Securities and Exchange 
Commission. in those tnstances, the revenues should be considered a dedktion from 
the total costs of the organization, not the program. 

91. Instill other instances, an organization’s revenues can be generated by 
providing a specific program. but the revenues are not a primary consideration in the 
conduct of the program; they are incidental to the purpose of the program, e.g., the 
sale of,maPs by the Geological Swey. .In those instances, it would bc~approptiate to 
consider, the earned revenues as a deduction from the incremental costs that need to be 
incurred in order to provide the goods or services that generate the incidental 
revenues, to the extent, that the incremental costs are measurable and relevant to 
de&ion making. Otherwise the revenues should be considered a deduction from the 
program’s or organization’s total costs. 

_’ 
92. Earned revenues that are insignificant in’ amount can be netted into the costs 
of the programs with the amounts disclosed in accompanying footnotes, if appropriate. 

93. An organization or suborgatiation could receive different types of revenues 
for different purposes and/or reasons. Each of the revenues and associated costs would 
be displayed in accordance with the concepts presented.in paragraphs 89 through 92. 

94. The costs associated with and displayed for eaoh,program should reflect costs 
that can be directly traced to the program, assigned to the program based on cause and 
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effect, or allocated to the program on a reasonable and consistent basis, consistent 
withthe premise that any costs reported for a programshould, be controllable by the 
program to at least some degree. Those costs that are not directly traceable. Y-- 
assignable, or ollooable could be considered program or management support costs i 
that ire incurred ,by the reporting organization or another organization to administer 

i: 

the reporting organization’s or program’s activities, For exampie, in a reporting entity 
that provides social services, the program costs would be the cash payments and the 
salary and other costs, e.g., rent, supplies, directly associated with persons providing 
counseling to the recipients of the cash payments. The organizational support costs 
‘would be the costs of~theorganizational structure .r+red to administer the 

’ organization, i.e., not direotly attributable to the programs provided by the 
organization. 

95. Orgamzational and program management costs are necessary costs of 
opemting. anorganization and,programs. N&displaying these costs because of a belief 
that an allocation for -these .aotivities would ,bs el@nated or reduced in or&r to obtain 
a reduotiott of the cost .of the entire organization or program is illogical. The 
alternative concept, which is burying the management costs with the program costs, 
increases the likelihood that the management aoti,vtcy will be subject to reductions .’ 
imposed on the program ,&livery activities. Separately ideatifying the ‘management 
costs enables the use of resources for these activities to be justified on their own 
merit. The oosts for managing the organization and/or program can therefore be 
displayed on the face of the facial statements or in accompanying footnotes, 
patticularly when it would assist in, evaluating operating performance and is cost- 
effective. Disclosure of what the support costs entail would be appropriate. 

96. The total costs displayed in a reporting ,entity’s financial statements should be 
the same as the total costs recorded by.an organization in its cost accounting system. 
If, for financial reporting purposes, the organization does not allocate organizational 
management costs among the programs. the total costs displayed for any one program 
in the.entity’s financial statements could be different than the costs recorded for that 
program in the cost accounting system. 

97. Other earned revenues would include revenues not attributable to a specific 
pw-. 

98. Costs and revenues arising from transactions with other Federal entities 
should be displayed separately from transactions with non-Federal entities. 

99. The decision as to how to display total program costs, earned revenues, net 
program costs, and organizational and program management costs should be based, in 
part, on a consideration of what the Congress, management, and others might want to 
know about the costs of providing an organization’s programs. 

STATEMENT OF CHANCES IN NET POSIWON 

loo. The appropriate elements for a statement of changes in net position would be 
as follows: 

. Net eests display the amount that had to’ be fwnoed by other than 
earned revenues. 
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. Appropriations used represent the amount of budget authority, 

‘0 

includin@ transferred budget authoritjr; used by xhe organization to finance its 
OpmtiGtS. ,’ :’ /’ ., 

t. 

;:‘.’ 
‘._ c . Non-esch+ge revcnuis include dedicated taxes, fines, and other 

revenues the Government is able to obtain due to its sovereign powers. 
. Donations are monies and materials given by private penor~s and 

r*: or&nizati~m to the Government without receiving anything in exchange. 
Trinsk~ in are aniounr~~of-cash or other capitalized assets received 

.,.I 
.:;rr ‘iy ,G one overameat entity from another Government entity without 

. +hfsement. : 
.‘. . Transfers out are amounts of cash or other capitalized asseta 

provided by one Government entity to another without reimbursement. 
. ,; Imputed flmncing seurc&-;iicSfa two 4y$&:~amo3inti i*l to&e. 

1 . . costs that have been incurred by the iepoating entity but ftnanced by another 
entity; i.ij.. retirexntit odsisf and amounts representing costs that are ‘2 
attributable to th&&po&g ~&t&$‘s aotivities.but that da not require a direct 
ourgf-pocket payme+, e.g., the interest cosuassociated with car&g 
in&to+ dr inveatiitg iri phyiical a&s.” 
.’ Prtor’piried idJustments qre corrections df ‘phbr penod resulu of 
Yperatioas. ‘- 
. kicrruc (decreti)’ in ancipended a,pptipriations is the change UI 
;pprq%iated tipital, in&d@ traxisferred budgetary resources, that does not 
affect the net cost of operations b&does affect net position. 
. Net poritioi-beginning of the period is the total unexpended 
appropriations and oumulative~results~of operations held by the entity at the 
bim,of the rep&&g $eriod. . 
. Net position-end of the period results from adding and nettmg the 
various qmounts associated with the operations of the entity during the 
reporting period, including the net position-beginning of the penod and anv 
priOr period adjustments. The-amount will thus equal the total unexpended 
appropriitions atid cumulative results of operations held by the entity at the 
e.nd of the p&d. 

STATEMENT OF CUSTODIAL ACTMTIES 

101. A separate statement of custodial activities would be appropriate for those 
eatities wliose prig omission is, collecting taxes or other revenues. parucuiariy 
sovtii~ revenues that are intended to fmance the e&e Government’s operations, or 
at leaat the programs of other entities. rather than their own activitic+ The revenues 
should be oharactirizcd by those agencies as custodial revenues. The statement should 
display the sources and amounts of the colleotioxkof custodial revenues, any .increases 
or de&&es in amounts collectable but not collected, the disposition of the collections 
throw transfers to other ,entities, the amounts retained, by the collecung entity, and 
any increase or decrease in the amounts to be transfemd. 

102. Custodid collections do not include &posit ,funds, .i;e., amobnts held 
texnely by the government (e.g.. bidders‘ earnest moneyior guarantees for 

.; ,_ ,” ,,,. .._ . 
,. ,. 

?‘he 60&l plans to undertake a prdjeect on tdc inteiest cost associated with investing in operating assets. At 
this time, no decision has been made on the recognition by individual entities of these types of costs. 
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performance) or amounts held by the Government as an agent for others, (e.g., state 
income taxes withheld from Fe&ml employees’ salaries that are to be transferred to 
the states). Both of these types of collections can be considered assets and liabilities 
until they are returned to the depositor or forwarded to the organization entitled to the : ? , 
ftmda., 

r. 
103. Orga&ations that collect custodial revemtes that are incidental to their 
primary mission do not need to report the collections and disposition of these revenues 
in I aqmate ~statementr .‘I’he diaclostxe of .the .sour+es and amounts of the collectiona 
and the amounta distributed to others could be disclosed in accompanying footnotes. 

STATEMENT OF B&GETARY.RESOURCES . 

b 

104. ne appropriate elements for a itatement of budgetary resottmes prepared for 
a reporting entity would be as followa: 

. :. 
. ,Budptmy resettrees made l vnii&ie is the amount available to 
enter into obligations that wil!, result in immediate or future outlays involving 
Federal Government ftmda. The resourcka should be relevant to the,.reporting 
period. The componentsof budgetary resources would include budget 
authority (i.e.. appropriationa. borrowing ,au@ority, and contract authority) and 
unobligated~balances of multi-year and no-year money remaining from prior ’ 
reporting periods. .Budgetary resources would also include reimbursements 
and other income (i.e., spending authoricy from offsetting collections credited 
to an appropriation or fund account) a,td adjustments (e.g., recoveries of prior 
year obligations). 

. -St&us of,Budgetyy Resourcea displays the disposition of the 8 ’ - 
budgetary resources ma& available. It consists of the obligations incurred: i&h 
the unobligated balances of multi-year and.,no-year budget authority that are 
available; and the unobligated balances of one-year and multi-year lapsed 
budget authority that are not available, but have been ‘carried forward to be 
used only to record, adjust, or liquidate obligations chargeable to the 
appropriation. The total amount displayed for status should be equal to the 
total amount displayed as being made available. 

. Outlaya are payments to liquidate obligations, net of offsetting 
’ collections. Obligations are usually liquidated by means of cash paymen& 

(cumnoy, checks, or dectronic funds transfers), but in certain cases 
obligations are liquidated and outlays recorded even though no cash is 
disbursed. It would be appropriate. in displaying outlay information, to tie it 
to the oblig&ions incurred by also displaying the transfers of obligations and 
the obligated balances ,at the. beginning and.end of the period. 

105. Budgetary resources, obligations. outlays. and receipts are reported in the 
Treasury’s w and wm and in the President’s 
&&g& although not all these jkblic@ions report all these measures. These documents 
are usually issued prior to the issuance of financial statementa prepared in accordance 
with. generally accepted accounting principles applicable to the Federal Goventment. 
In preparing these statements, significant differences should be noted between amounts 
reported in the former documents and amounts repotted in the subsequently prepared 

Volume I, Vemiorl 1.0 
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,‘. , i I! ,,i ,,,,I !, 
financial statements. Such differences should be adjusted in the records of the 
reporting entity andin the related rqcordr maintained by the: central agencies, and the 
ComCt amounts,reported in the, financial statements; It would,also be desirable to 

,’ provide a.reoonciliatioti for significant differences appearing in the two types of 
statementsi. y . 

,’ ,’ -,. ., ,. ,.I,, 
., 

.I 5’ :i , 
‘ii ‘, g &.heading abiie and the text brlow were add&to SFFAC No. f through 

: ! ‘,‘, : j amendment by SlF’..No; 7. .Textl$rom SFEAS,Nq., i is inserted t6 assist 
,’ ’ : reoders -. in. most‘eases amendmin,~;qh noted in ihe status page and 

: i I ‘_ ‘:,c .; .., . . .,*., :* I;,: ,.‘am&ded text is #marked but not,,modifiediin the.,, origi@ statements.] 

, 

Statement of$inanc~lirauld be as . 
‘<’ :, mdrc ated in the followinn anqg&s. Thev 
,, ,’ 

,. ,,* ,’ .; >i I 
‘, / .’ ,: ; : ( ., , ,, _, A ), ;; I.’ J,>’ 

&~lk&s incirrcd -are-amounts of new orders &ced. contracts awarded, 

/ : L_. ,, . . -.’ i,. : 
plonbudottwv rtsourtts reDresent the net mources rec&ved bv . the that are not mcluded m.buQpctarv resourcw could lnciude 

donattons of assets. .transfers of-asretsfrom t to) other federal tnttties. and financtnn . wuted for cost subsidies. This amount .would alsci~tnclude decreases 4 rncreases) ‘it-t 
recetvables related to: r&&te accrutd~from the mtblic because. while the ca& 

.C ’ ‘ou ‘TV.’ ‘. oods ,s ‘c 1.a < t et ec ‘ve 

. . caoitalized on the balanie stittt s. ), ., .?, (._ ; 

._( : ,, ," 
Costs that do not &auk resources art most ce the result a 

. I  .‘ . . . . m of thts recqg&&~~ would be the net cost oi ost’mtion tl. 
,. _,. .,. I 
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STATEMENT OF PROGRiM PERFORMANCE MEASURES 

1061 The statement of program performsnce measurei should include measures for 
each of the major programs the reporting entity.operates. The preferred types of 
measures are(l) output measures, i.e.. the quantity of a.setice or product provided or 
the percetitage of the target group provided the service or product, and that i&ally 
meets a certain quality requirement; and (2) outcome measures, i.e., the 
accomplishments or results that occurred because of the services or outcomes 
provided. Outcome measures could address either the ultimate program outcome or 
intermediate outcomes, e.g., accuracy of, timeliness of, or satisfaction with the services 
provided. Workload, process, and input measures~should be in the minority. 
Explanatory information that helps the readers understand the reported measures, 

, 

i 

assess ‘the entity’s ~perfotmanoe, and evaluate the sigrrificance of underlying factors that 
: may have affectedthe report&performance is,appropriate. Comparative measures 

from prior years or similar programs and industty standards are also appropriate. They 
,help.to provide a better understanding of the ieve! of the reporting entity’s 
pidontl@nce.” i,; ‘. 

,; :-,:;. ,i:-../ . ‘81.. ‘7, ,: 
107. . The measures selected for repot&g ,shou!d reiqm to the programs’ purposes 
and goals. It would be particularly useful to include measures previously included in 
budget documents and other materials released to the public. It would also be useful to 
bass the selection of ,measures on discussions with budget examiners, Congressional 
staffs, and other users of the entity’s f-cial statements. 

108. .Th+atement of~progmm8erfotmance measures should not be cluttered with 
trivial measures. Measures seleoted should be, considered .important by decisionmakers 
and particularly the resource providers that are likely to use the fina,rcial statements. 
&lso. ~relevant measures should be repotted, without regard to whether they portray 
positive or negative perfotmatyx..The .most..significant measures should be extracted / --) 
for ~highhghting~ in the management disoussion and analysis. ‘Wr .: 
109. Other characteristics to consider for reporting program performance measures 
are as follows : 

. Completeness. The measures. in the, aggregate, should cover all 
aspects of the reporting entity’s mission. 
. Legltimaey. The mea&s should be accepted as relevant both inside 

’ the reporting entity and by the external stakeholders and others, e.g., the 
central management agencies, Congress, interest groups, the public. 
. Undentand~bility. The measps should communicate the 
performance of the entity in a’ readily understandable manner to any 
reasonably informed and interest& party. 

%e acceptance of a statement of program perfotmance wiU increase in relation to the users’ perception of 
the relevance and reliability of the reported information. These perceptions can be enhanced to the extent there 
are independent assessments of the appropriateness of the mc(isuIcq the completeness of the data. the actual 
occurrence of the reported events, and the values assigned to the data. Auditors of Federal agency financial 
statements are &rently required (by an OMB Bulletin) to evahrate the underlying control structure for program 
performance measures in&ded with the finaitci‘dl ‘s&em&s. The ‘extant to which auditors will be expected to 
expand the scope of their involvement with program performance measures to’include the aforementioned 
independent assessments would be specified by OMB consistent with government audit standards. 

Volume I, Version 1.0 
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. Compwability. The measures should provide a frame of .reference 
for asF+ng, an4 comparing, if appropriate, the performance of the entity and 
entities with similar progiams.for’b&h the iqmed$te Mqod and over time. 
. Ability to relate to cost. The measures should be such that a cost 
can be defined for each unit of output,.outcome, input. etc. 
. Timciiness. fie ‘measures should be available to users df the 
financial statements bitfore they lose theii capacity to be of value in assessing 
accountability and niirkjng decisions. The value of timeliness should not 

..,. ,. 4. preciude the use of important measures for which results are not immediately 
: -I”. available. ,:./. .’ j. ;. 

,’ Cqa@stency. The.. measures should be reported consistently from 
II period. to pqiod to allow ,users to have a basis for comparison and to gain an 

,. understanding of @e measures being used and their meaning (recognizing that 
;. ,:, Lt.; ihe qa+ej-;&o$d %e-reviewed re&rly and modifications made to reflect 

changing circ&stanc&I. 
I. 

,.. 
. Rtlhbiiity. The information should be derived from systems thai 

,’ produce controlled and verifiable data. althdugh a( times it may be necessary 
to rely on secondary sotices of data.” 

1, : 
110. Since many Federal Gdvernment programs have counterpart programs ,at, the 
state and local government level, for those programs, it would also be appropriate to 
consider the measures states and local governments use to report performance. 

:: 
. 

. (. 
,. .- 

lib Numericai measures are not the only way to report program perf&anc: In 
some instances, it may be more meaningful and practicable to report performance with 
other then numerical measures. 

. . 
l *... 

112. Exampliformats for displaying the recommended elements pre brovided iq 
acmendix~ 1. They formats are illustrative and provided solely to help readers of this” 
document, betlei ^ understand the recommended concepts for displaying linakial and 
related inf&natton. In exposing proposed standards. the Board might por@ay other 
fomrJ; The’ultimatc specltication of the form and content for financial statements for 
Federal agencies IS defined by OMB. 

., 

“The Public Management Committee of the Organization for Economic Cooperation and Developmtnt. 
which is comprised of the twenty four democratic nations with advanced market economies, has been studying 
p#formance management systems. It has concluded, based on the experiences of countries that have 
implemented such systems, that performance measures should’reflect three important characteristics: validity, 
coMuaity. and legitimacy. These characteristics. while intended to guide management systems in their totality, 
rather than simply inclusion in financial statements. have nonetheless been incorporated into the above 
characteristics. 
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APPENDIX 1 - A 

EXAMPLE FINANCIAJ, STATEMENT FORMATS 
,. 

BALANCE s= 
as of SetSember 30. 19x4 

Fund balhce with Treaswy 

Cab (8od other monetary assets) 

Invatments: 

Iatmgov&mlt8I 

With’the public 

Receivables ‘- 

Intr8govmrment8l 

With the public 

Inventi 8nd rebed pmpeftia 

Pbysicd asets 

Total entity rsscts 

Non-entity assets: 

Fund bnlaacc with Treasury 

Cash 

Receivables: 

Intr8#ovetam8atel 

With tbi public 

Total eon-entity rsscta 

Total assets 

‘SU. sq subarsani- TOt8l TOtd 

x8lionA Z&ioIiB UtiOthC FY 19x4 FY l?xJ 
, ‘, 

,, : 
sm sm SXXX SXX SXX 

XXX xxx xxx m xxx 

xx xxx xX)( m 

xxx m xxx m xx 

m m xx% xxx m 

m m ‘. xxx xx 

xla m xxx xxx .xn :kiJ i 

m m m XXX xxx 

xxx xxx xxx xxx xxx 

xxx xxx xxx m xxx 

xxx xxx XXX XYa m 

m xxx m x#c ma 

ma m xx m ma 

XXX xxx xx m m 

Sm Sm Sm Sm Sm 
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.‘.: ‘, \, ,) _:‘;, .- - ’ , 
s&&* /&,.& 

~suborgaai- TOtAl Total 
., z&m A : zatioll B zatioll c FY 19X4 FY 19X3 

‘; !‘> “,:-,:‘, ” ,;,: I, ,. 
xx 1 

UBII;&& . 

hbilitjmcovet&%y bu&omy ras~urca: hbilitjmcovet&%y bu&omy ras~urca: -. __ -. __ ,; :‘: ,,,. ,,, ,-:,:‘:‘,. *, ,; :‘: ,,,. ,,, ,-:,:‘:‘,. *, 
” ” 

htqmpma+l liabfitios: htqmpma+l liabfitios: 

hY- hY- s= s= sxxx sxxx sxxx sxxx sxxx ,I sxxx sxxx ,I sxxx 

GOVUIXIM& hbifi& GOVUIXIM& hbifi& 

W-W : W-W : ,. .: ,, ,. .: ,, xxx xxx xxx xxx xxx .*’ xxx xxx .*’ xxx .xXx .xXx 

Total liabilities covered by budgetay tesoarca Total liabilities covered by budgetay tesoarca xxx xxx xxx xxx xxx xxx xxx xxx xxx ‘,, xxx ‘,, 

Liabilitkr not covered by budgetry resoarces: Liabilitkr not covered by budgetry resoarces: 
.! *,,A”..’ ,I,, .! *,,A”..’ ,I,, 

h-wvemmental liabilities: h-wvemmental liabilities: 
‘” ‘” 

Payables 

Govemae+ liabilities: 

xxx xxx XXX xxx rocI 

ply~~,,‘” 

Am& held for others 

Total liabilities not covered 
by budgetary ,m~ources ,’ 

Total lirbilitkr 

NET POSlTlON 

Uaexpe&d approphations xml xxx xxx xrac xxx 
cl0lulative mlllts of operationr xxx ‘J xxx w. T xxx : 

Total net positiom xxx xxx xxx. xxx 3q 

Total liabllitias l od act positios ‘8xX ixx sxx Sm sur 
,. 

Noto: TIE above balance her fomt is for an organization composed of three significant subor8anizations. An 
organization d&dillg to forego pmmting the information perking to the subortymixations would provide only the 
hf--iattiekrt’twocOlmnar. 
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APPENDIX 1 - B 

EXAMPLE FINANCIAL STATEMENT FORMATS 
I. 

slATEMENT’OF 
For the year ended Setamber 30. 19x4 

SW- $ub.org8ni- sub-org8ni- 
zation A z&n B 28tion c Total Total 

FY ,19X4 FY 19X3 

cp!m: 

Pro&mA: 

Inaagovemmental 

With the public 

Totil 

Less earnedfevcnues 

Net program costs 

ProgramB: 

s. ‘, 

sxxx s- s- sxxx., sxxx 

xxx - 

xxx -’ - _: 

xxx XXX 

xxx XXX XXX 

With the public 

Less earned revenues 

Net program costs 

,Pfogmnl c: 

Intragovernmental 

With the public 

Netprogram costs 

Pmgram D: 

xxx xxx XXX XXX 

XXX xxx XXX xxx 

XXX xxx XX.. xxx 

.xXx * xxx .xXx XXX 

XXX xxx XXX xxx ,, 
,’ 

xxx XXX XXX xxx 

Costs with the public 

Cost not allocated to programs 

Less other earned rgvenucr 

NET COST OF OPERATIONS 

xxx xxx xxx 

XXX xxx xxx xxx xxx 

ux us us 

$XxX Sm Sm Sm Sm 

,Jy: ‘a& “i ._._ 
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AMPLE FINANCIAL STATEMENT FOR+TS 

STATES OF QJAI’JGES p NET POSITION 
For the vcar ended Sebtember 30.’ 19X$ 

SW- sub-organi- s*- 
ZuicQA ~ZOtiOIt B AOttC Total TOtOl 

FY 19x4 FY 19X3 
. ;. ,,.’ ‘. 

NST COST OF OPERATIbNS S(m) S(m) Se=) Sam S(m).;, i”. 

FINANCING SOURCES: 

Agpmpriationsuscd xxx xix m XXX .= ‘I ,, 
Taxes ~tm-exi~~e rcvcnti) xxx xX)( xxx X)[x x#c 
DonatioIls (non-exc&nge revenue) xxx XXX XXX xxx 

1m~miltS xxx. XYa xxx xxx m 
.) 

Transfers-in xxx xxx XXX xx7t 

TrUlSf~Ut (xx7ij - c=) - 

NET RESULTS OF OPERATIONS xxx xmt XJot xxx xxx 

PRIOR PERIOD ADJUSTh4ENTS xxx xxx xxx xxx 

NiZi’ CHANGE IN CUMULATIVE 
RESULTS OFOPERATIONS XXX xxx XXX xxx xxx 

INCREASE (DECREASE) IN 
-ED APPROPRIATIONS XXX mw XXX xxx .xla 

CHANGE IN NET POSITION xxx . xxx xxx XXX ‘xxx 

NET POSITION-BEGINNING OF xxx xxx xxx xxx xmt 
PERIOD 

NET POSITION-END OF PERIOD SXXI SXIX SXII SIXI SXXX 

Note The above statement of changes in net position fotmat is for an organ&ion comprised of three signihaai 
soboqaniaiotts. An organization decidh to foxego presenting the information pertaiuiq to the subotgaaiz~tioas 
would provide only the information conuiacd in tbc lest NV0 col- 

v01uatc I, versioa 1.0 
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APPENDIX 1 - D 

colkctku:, ,” 
Incomiuxsr : 

: 

.Estacdgiflwcer 

Exciiuxes ‘- 

Employment taxes 

PeMltiestiinterrrr 

Total collections 

Refunds & other payxhnts 

Net collections 

Accrud adjustment 

Toto1 kveauea collected 

Disporitka of revenues colkcted: 

Transferred to others 

Deportment of the Treasury 

Department of Labor 

ETlvimmultelRotitionAg~ 

Total transfti 

Rem&d by the entity 

hcroue @lecmse) iu amouuts 
tobe&ansfured 

Total dkporition of meyea colkctcd 

Net custodid collutioas 

FY 19x4 FY 19x3 

sxxx 

m m 

xxx xxx 

xxx xxx 

xxx XJa “’ .’ 

xxx xxx 

mo Mm 

xx xxi 

xx o=) 

xxx xxx 

xxx xxx 

xxx xxx 

xxx xxx 

xxx xxx 

xxx xxx 

m om 

m xxx 

‘so00 
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APPENDIX $ - E ., 

STATEMENT FORMAkS 
. .._ 

STATE&W OF BUDGETARY, RESOURC@ 
For the vear ended SeDtember 30. 19X4 

,:’ 

Budgetmy mo~ms mwie rvrilrbk: 

sub-orgluli- sutmrgani- suao&- 
zationA zation B ixtion c Total FY ,Tot&FY 

19x4 19x3 .I,: ; 

,: 

Budset.aulhority 

Unobligkd bhnces-begiaiting of period 

Reimbursements and other income 

Adjustments 

Tot+ budgetary resources mrde rvehble 

SXXX sxxx sxxi sx#<,, ~Sxxx 

X)(x xxx xxx xxx xxx 

xxx XXX XXX XXX * .:xXx 

xxx xxx xxx xxx. xxx, 

XXI xxx xxx ,_ xxx ” -xxx 

Status o.f budgetay resourcea: 

ObIipions ,incurrrd (gross) xxx xxx XXX xxx xxx , 
.i Unobligated balances-end of period xxx xxx xxx .xXx xxx 

Unobligated balances-not available xmc XXX xxx xxx xxi 

Total, stabs of budgetey resources xxx xxx XXX xxx kXX 

;- 

Outlrys: 

Obligations incubus& net 

Obligated balance transferred xxx xxx xxx xxx xxx 

Obligated balance-beginning of period xxx xxx xxx xxx XXX 

Less qbiiited balance-end of petiod xxx XXX XXX XXX xmt 

Total, outlay8 SXXX sxu sxu sxu sxrx 

A-l 
J-- 

I’ 
ii 

1 
$ 

I I 
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Sob-org8nia8tioa A 

progmm . 

P8rfotmance Measure 

P8rf~8rlc8 Mc8aue 

Program 

Polfoxm8nc8 M88sur8 

PelfonnPnc8Me8surc 

Pmgnm 

P8tforIn8ac8M- 

‘Performance Measure 

SborgraizationB 

P?Ogrrm 
v 

Perfonnancc Measure 

Perfgmnance Measue 

I 
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APEFNDIX 1 - F 
EXAMPLE FINANCIAL STATEMENT FORMATS 

STATEMENT O~AS~Sz2 
For the vear ended SeDte mbei 30. 19X4 

Program 

Forfonnancc Measure 

Perfomwnce Measure 

Subwgraizrtion C 

Progrrm 

Pelfomlancc Measure 

Pclf6rmanccMcasluc . 

FY 19x4 FY 19X3 FY 19X2 

xxx xxx kx 

xxx xmt XY- 

xx% xx% .xX% 

xxx xxx xxx 

xxx xxx xxx 

XX% XX% xx% 

xxi xxx xxx 1’ 

XX% XX% XX% ‘J‘ i 

xx% XX% Xi% 

XXX xxx xxx 

xxx xxx xxx 

XX% 

NOTE: Sub-org8aiz8tions A, B, and C axe equiv8lcnt to responsibility segments for which cost and ftnancial data are 
collected. (See FASAB Exposure Drafk Wanagetial Cosr Accounting for Fedeml Government”, pages 26-30.) 

. “Al&@ this example cantains only numerical measures, the performance for some programs might be 
reported with other than numeric01 measures. 

v01umc I, vcrsioxl 1.0 
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APPEND= 1 G w 

in /The appendix was added to SFFR’C n’o. 2 it@kgh amendment by SFFAS No.’ 7. Text from 
j..&. / . SFFAS No. 7 is inserted to assist readeh - ‘in &si ca!es:amendnierits are noted in the status 

page and amended text is mayked but not modi,Fed in, the original stateyents..] ,.‘., _,’ :y 

EXAMPLE FINANCIAL STATEMENT FORMATS 
STATEMENT OF FWANCMG 

For the vear ended Seitembtr 30. 19X4 

Obllgotioas rod Nonbudgetary Reroiwcer 
obligatioln%mnrtd 
Spending ruthority for offsetting collections 

and o&r budgetary adjustments 
Donations not in the budget 
Financmg imputed for cost subsidies 
Tninsfers-in (out) 
Exchange revenue not in the budget 
Other 

Obligations, as adjusted, 
and Nonbudgetary Resources R~MWC~S That Do Not Fund Net Cost of Operations 

sxxx .1 . . 

00 
X 
X 
X 

00 
-x 

XXX 

-.’ 
‘91 

Chayge in amount of goods, services, and benefits 
ordered but not yet received or provided 00 
Cost capital+ed on the balance sheet F) 
Financmg sources that fund costs of prior periods 00 
Other 00 

Costs That Do Not Require Resources 
Deprectation and amortization X 
Revaluation of assets and liabilities X 
Otha X 

Finracing Sources Yet to be Provided 
,,, 

Net Cost of Operations SXXX 

. 

00 
F) 
00 
00 

-.’ 
‘91 

Chayge in amount of goods, services, and benefits 
ordered but not yet received or provided 
Cost capital+ed on the balance sheet 
Financmg sources that fund costs of prior periods 
Other 

Costs That Do Not Require Resources 
Deprectation and amortization 
Revaluation of assets and liabilities 
Otha 

Finracing Sources Yet to be Provided 

Net Cost of Operations SXXX 

. 
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T OF ACPOtiMS 
I 
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Federal Atcounting Standards Advisory Board 
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STATEMENT OF FEDERAL FINANCIAL . 
\ 

6-J 
ACCOUNTING ST~DARDS NO. 1 ,, ‘. ‘, . __ AcCo&&g for Sekcted, Assets and Liabilitih 

Issm& .- “, Lc _ March 30, 1993 ‘, 
‘... 

Effective .Datk for fiscal yeti ending September 30; 1994,‘and thereafter. 
“.. ‘,I,. i _‘,-, ::’ 

Volume I References: SFFAS No. 5, Accotint&g for Liabilities of the Federal 
Government (provides definition of.a liability) 
SFFAS No, : 7, &counting for Revenue aitd Other Financing 

I 

Sources (provides for recognition’of receivables from 
nonexchange revenue) L 

;. ..,_ 
Volume II References: Accounts Payable (Al,O), Accounts Receivable (A20), Advances 

1 

and Prepayments (A30), Cash (CiO), Entity and Nonentity 
1 
I 

Assets (E20), Fund Balance with Treasury (F50), Governmental 
and Intragovernmental Assets and Liabilities (G60), Interest 
Payable (160), Interest Receivable (180). Investments. in Treasury I 

/ 
,3 

Securities (II lo), Liabilities (L40), Other Current Liabilities 
(040) .- I 

Interpretations: ’ 
‘. 1 i 

/, 1 
Affects: No other statements. :, i I 

_’ 
Affected by: SFFAS No. 5 amends Paragraph 96 by providing a definition of I 

“liability.” 
SFFAS No. 7, Paragraph 53 amends Paragraph41. 

SUMMARY 

This statement defmes end illustrates the distinction’between Entity Assets and 
Non-entity Assets, as well as Intragovernmental and Governmental Assets and Liabilities. 

Assets available to an entity to use in its operations are entity assets while those assets 
not available to an entity but held by the entity are non-entity assets. While both entity and 
non-entity assets are to be reported in entity statements, the standards require the segregation 
of entity and non-entity assets. In addition, a liability (due to Treasury or other entities) must 
be recognized in an amount equal to non-entity assets. 

Volume I, Version 1.0 
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Intragovernmental assets and liabilities arise from transactions among federal entit@. 
Governmental assets and liabilities arise from transactions of ‘dre federal government or an 
entity of the federal government with nonfederal entities. The standards require that all 
selected assets and liabilities addressed in SFFAS No.1 be reported separately as 
intragovernmental or governmental assets and liabilities. 

’ 
The statement also establishes specific standards for six assets: Cash, Fund Balance 

with Treasury, Accounts Receivable, Interest Receivable, Advances and Prepayments, and 
Inv+tments in Treasury Securities; tid three liabiiities: Accounts Payable, Interest Payable, 
and Otkr Current Liabilities. -The standardsprovide defmitions of each asset and liability as’ 
well as recognition, measurement, and disclosure requireinents. 

/ 

TABLE &.~=~NTENTS 
. n’. 

Paragraphs in 
content!K Original Pronouncements: Page: 

Explaoation’ . . . s . . . . . . . . . . . . . . . . . . 1617 ..b.................................... 205 
Oeneral standards . . . . . . . . . . * . . . . . . . 18-26 . . . . . . . * , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ,206 
SpeciflGStarl~ 

Cash........................ 27-30 ..:............;....................... 208 
Fund Balance with Treasury . . . . . . , 31-39 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 
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16. The Board’s focus in this Statement is on settiag accounting st@atda for the 
individual federal entity levil, b;f repking. In, this Statement, -,tl!e stand@ are .also; ,, 
applicable to fqncial reporting by the U.S. government as a whole, except for those 

‘, &d&is related tiinttagovetiun&t~l assets:and~~liabilitiea, which arc ‘defined in the 
‘ge&al sta&tds and poted in:&pcoific standards. 

‘/ ,. ~. -; _, ,,” 

17. m word “entity” refers to a unit’within the federal government, such aa a 
.$y,, depumfsnt, agency; but&, or program, for which a set of finrnoial statements will be 
i: $2;. h,$. The word entity alsokncompmsea-a group of related or unrelated 

,. <:+f co&i&ciil ‘fundtions; revolving %ds, kust funa; Wor,:,o@r accounts for which 
” ki,n&ii jirti&ti ti~prcpakd in accordance with OMB guidance on the form and 

: content of financial statements. “’ i ‘C _ 

,, .‘. 

. 
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GENERAL STANDARDS 
, 

.’ 
Intragovernmental vs. Gwcmmcnkl Assets and Liabiiities 

18. +umgtwemmentai asset and fiabiliriu arise fern transactions among 
federal entities: Intragovernmental assets are claims qf 4 federal entity against other 

t . “, 

federal entities. Intmgovemmental liabilities are claims against the entity by other 
federal entities. ,, 

19. Among the assets covered by this Statem++ infzago+unental assets include 
an entity’s ,fund balance with Tr~astuy, .invcstments in Tr~ssury securities, accounts 
and interest recrivabli from federal entkes. and advances and prepaymenu to federal 
entities. 

20. Intm~ovemmental liabilities include accounts and interest payable to federal 
entities: and o&er current liabilities due to fedeml entities, such as receipt of federal 
advances and prepayments. 

21. Govemmenref (ISSCU’ and fiabilirirr arise from transactions of the federal 
government or an entity of the fedeml government with nonfederal entities. 
Governmental assets are claims of the federal government or an entity within the 
Federal goriemment against nonfederal entities. Governmental liabilities are amounts 
that the federal government or an entity within the federal government owes to .,- 
nonfederal entities. The term nonfed&+ entities encompasses domestic and foreign 
persons and organizations outside the U.S. government. The term public is also used 
in this Statement to represent nonfederal entities. 

22. bong the assets covered by this Statement, governmental assets that would 
. be reported by a federal entity include cash, accounts and interest receivable from 1 

nonfederal entities. and advances and prepayments made to nonfederal entities. 

23. Governmental liabilities include accounts and interest payable to nonfederal 
entities. olher liabilities due to nonfederal entities. and advances and prepayments . 
received from nonfederal entities. 

24. Intragovernmental assets and liabilities should be reponed sepamtely from 
governmental assets and liabilities. This requirement applies to all of the selected 
assets and liabilities Tddressed in this document. 

Entity Asset8 vs. Non-entity A~rh 

25. Enrirp uswu ere those assets which the reporting entity has authority to use 
in its operations. Non-cnrirp aweu are those assets that are held by an entity but are 
not available to the entity. An example of non-entity assets are customs duty 
receivables that the Customs Service collects for the U.S. government but has no 
authority to spend. A similar example is federal income tax receivable that the Internal 
Revenue Service collects for the U.S. government. 

Volume I, version 1.0 February 28, 1997 (’ 3 .3 0 



, +. 
207 

iFlUS NO. 1 

26. Both entity assets and non-entity assets under an entity’s cust&~q ; ‘..,. ‘1 
management should ba reported in the entity’s financial statements. Non-entity assets 
reported in air entity’s financial statements should be segrepted from entity asseta. An 
amount equal to nonentity assets should ba $cognizqd as a liability (due to Treasury 
or other entities) in the entity’s financial statements. 

v01utM I, vision 1.0 
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Fund Balance with Treasury 

31. A federal entity’s fund Munce with the Treasqv is the aggregate amount of 
funds in the entity’s accounts with Treasury for which the entity ,is authorized to make 
expenditures and pay liabilities. Fund balance with Treasury is an intragovernmental 
item. From the reporting entity’s perspective, a fund balance with Treasury is an asset 
because it represents the entity’s claim to the fedeml government’s resources. However, 
from the perspective of the federal government’ as a whole, it is not an assac and 
while it represents a commitment to make resources available to fedeml dlpaqmenta, 
agencies, programs and other entities, it is not a liability. 

32. A federal entity’s fund balance with Treasury includes clearing account * 
balances and the dollar equivalent of foreign currency account balances. Foreign 
currency account balances should be translated into ,U.S. dollars at exchange rates 
determined by the Treasury and effective at the financial reporting date. A federal 
entity’s fund balance with Treasury also includes balances for direct loan and loan 
guarantee activities held in the credit reform program, f-ing, and liquidating 
accounts. 
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SPECIFIC STANDARDS - 

CUb 

27. Gush, ir@uding imprest funds, should be recognized as an asset; Cash 
consists of: 

(a) coins-paper currency and readily negotiable instnmrenta, such as money 
orders, checks, and bank drafta on hand or in transit for deposit; 

(b) amounts on demand deposit with banks or other financial institutiona; and 

(c) foreign currencies, which, for accounting purposes, should be translated 
into U.S. dollars at the exchange rate on the financial statement date. . 

28. &M&J tush. Entity cash is the amount of cash that’the reporting entity holds 
and is authorized by law to spend. 

29. Noua@y tush. Non-entity cash is cash that a fedeml entity collects and 
holds on behalf of the U.S. govenunent or other entities. In some circumstances, the 
entity deposits cash in its accounts in a fiduciary capacity for the U.S. Treasury or 
other entities. Nonentity cash should be repotted sepamtely ,from entity cash. 

30. Rutrkted’cah. Cash may be restricted. Restrictions are usually imposed on 
cash deposits by law, regulation, or agreement. Non-entity cash is always restricted 
cash. Entity cash may be restricted for specific purposes. Such cash may be in escrow 
or other special accounts. Financial ‘repotts should disclose the reasons and natum of 
restrictions. 



I 
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33. An entity’s fund balance with Treasury is increased by (a) receiving 
appropriations, reappropriatiolu,~continuing~,resolutions; appropriation restorations, and 
allocations,,and (b) receiving transfers and reimbursements from other agenkies. An 
entity?+ fuird balance &ii Treasury is ,also increased by amounts borrowed from 
Treasury, Federal Financing Bank or .other entities,. and amounts collected and 
credited to apprbpriation or fund accounts that the entity is authorized to spend or use 
to offset its expenditures. 

.’ 
34. An entity’s fund balance with Treasury does not include contract authority or 
unused authority. to borrow. Conrract aurhoriry is a statutory authority under which 
contracts or other obligations may be entered into prior to receiving-an appropriation 

; 

II I_ 

2 

for the payment of obligations. The later enacted appropriation provides cash to 
liquidate~obligations.‘-Thus,: $ontract authority merely permits a federal entity ‘to inour 
oeruin obligationsbut does not, in itself, add funds to the agency’s accounts with 
Treuuy- ,: :y .: _.,,’ ,; ‘: 
‘35. ~Airrhon’l)i ro &row is-r statutory .authority that permits a federal agency to 
‘inct obligationsand makepayments -for,@ecific putposes out of borrowed fun&. 
Authoriq’ to borrow adds funds to an jrgenoyls accounts with Treasury only after the 
agency actually. uses’the authority to borrow a s&if& amount of funds. Thus. 
authority to borrow is included in an entity’s fund balance with Treasury only to the 
extent that fundsare actually borrowed under the author&. I 

,:.: 
36. An entity’s fund balance with Treasury is reduced by (a) disbursements made 
to pay liabilities or to purchase assets, goods; and services, (b) investments in U.S. 
securities (securities issued~by~Troasury or other fed&al govemment agencies). (c) 
canfNation of expired appropriations;, (d) transfers and reimbursements to other 

I 

entities or to the Troasuty,. and .(o) sequestration. or rescission of appropriations. 
:, ., 

~ 
‘, 

37. Disclosure ,should be made todistinguish ‘two categories of funds within the 
entity’s, fund balance :with Treasury: the obligated balance not yet disbursed and the 
unobligated balatike. The,obligated balance:not yet disbursed is the amount of funds 

I against which budgetary obligations have .been .incurred. but disbursements have not 
boon made. 

38. The unobligarfd boloncr is the amount of funds available to an entity against 
which no claims have been recorded. Unobligated’balances are generally availabie to a 
fodenl entity for specific, purposes stipulated’by law. Unobligated balances may also 
include balances in expired/canceled accounts that are available only for approved 
adjustments to prior obligations. ‘Certain unobligated balances may be restricted, to 
future use and are not apportioned for current use. Disclosure should be provided on 
such restrictions. 

: 

‘Source of deftition: OME Circular A-34. 
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I 
.39. ,: Federal entities should explain any discrepancies between fund balance with 
Treasury in their general ledger accounts and the balance in the Treasury’s accounts , 
and explain the oauwa of the discrepancies ,in foottiotes to financial atatements. 3; 
okepancies due to time lagshould ba recottcibd and discrepancies due to error 
should be cotreoted when fmancial reports are prepared.) Agencies also should provide 
information on tmused funds in expired appropriations that are returned to Treaawy at 
the end of a fiscal year. 

Accounts Receivable 

40. Accoamu nceivu6le..ariw from olain~~~to cash or other assets The l ccotmting 
smndard for l ccotmts receivable is set forth below. 

b_ 
41. Recogd&n of receivabk’ A receivable should be recognized when a ._ x’ .*: 

., . federal entity establishes a olaimto cesh or other assets against other entities. either 
hased on legal provisions. such ,as’a payment due date- received bv tltg 

‘or g&.or ,services provided If the exact amount is unknown, a 
reasonable estimate should be made. 

., ‘, 
42. Sepsute ~r&g. Receivables from federal entities are intragovetamental 
receivables, and should be reported separately from receivables from nonfederal 
entities. 

43.’ Eat&v k. Norwn#@ receivable% Receivables should be distinguished 
between entity receivables.and non-entity receivablea. End@ cecefvuM&s are amotmts 
that, a federal entity claims for payment from other federal or nonfederal entities and _ 
th$ ,the federal entity is authorized by law to include in its obligational authority or to ‘1. _ *’ 

~ offset its expenditures and liabilities upon collection.’ Non-e- ncrive&s are 41 L 
amotmts that the entity collects on behalf of the U.S. government or other entities, and 
the entity is not ,authotixed to spend. ’ Receivables not available to an entity are 
nonentity assets and should be reported separately from receivables available to the 
entity. 

I 
‘The word recognition used in this document bears the same meaning as used by the Financial 

Accounting Standards Board (FASB) in its conceptual statements. It means the process of formally recording or 
incorporating an item into the financial s’ftatements ,of an entity as an asset, liability, revenue, expense, or the 
like. A recognized item is depicted in both words and mtmbers, with the amount included in the statement totals. 
Recognition comprehends both initial recognition of an item and recognition of subsequent changes in or 
removal of a previously recognized item. FASB Statement of Financial Accounting Cotme9ts No. 5, par. 6. 

., 1.” 
‘An entity may have receivables that, once collected, can be used as offsets to the e&y’s budget 

authority and outlays only when authorized by Congress. Before receiving the authorization, however, .thor 
receivables are nonentity receivables. 

‘Governmental receipts include collections arising from the sovereign and regulatory powera unique to 
the federal~govemment, e.g., income tax receipts, oustomr duties, court finer. certain license fees, etc. A federal 
entity may be responsible for collecting these receipts on behalf of the U.S. government, but is not authorized to 
use the monies collected to offset its expenditures. 

3 

i.-- 
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W Rewgnition of iosses.dne.t&~co&aibricollrcriblr ~~WUUS. ,Losser on receivables 

0 
;should.be recogaixed when it is more likely than not tbat the receivables wili not be 

I totally colle+ed. The phrase mwl likely Yhm nor mea03 more than a SO percent .- 
8 chance of loss occurrence. ...~,~~~ . . .. 

45. An alIowaaoe for,estimated &collectible amOunts should be recognized & 
reduce the gross am&t ,of receivables to its net realizable value.‘ The allowance for 
uncolieetible l mouots; should be reestimated .on each anaual fmmoial reporting date 
and what ibfognatiog .indicater that the latest .estimate~ iq no -1oager comeef 
. . “: I I, / : 1,: ‘.:.:. L ‘_, ..: :., ‘. 1 .::. 
46. : I,t ~M#rwnmrru,of haa. ‘Losses &e,$&‘&o~le&e amouats should be 

., . . ;v thri&~a ry~~c~~~~logy..The.ys~~~c,~~etbo&logy should ‘be 
:,, ., ,’ ,bs@‘On.&i$sis of&M .&tdivi&sl~roco~~+and * grov.of &counts as a whole.’ 1 “. ,T’ I , t,,:- ,. ^,’ ( ” ,, / ‘. 

41. Ind++Lacco~ w@vsis. Accounts that ‘&present significant amounts 
&ouhj:bi iadivid~lly~aiAyzed,to determine the:-lo~~al~oti~n&: boss estimation for 

,. indiyid~l~&&&hould, be::,bssed on (a) ti. debtor’s::a~iWy to pay, (b) ‘&e &b&r’s 
~‘payment:raco@:aadAvil~pe&to pay, andi (c),$he pr6bable .mcoyery,of amounts from 
seo+ty<so~es, i+ding lieas,!,gamishments, gross illr&jons and other &cable 
collectidn%ods., ‘. ” j. j .,‘ti,. 

48. ‘1 The.rllowance ,for. losses generally otiot be based ,solely ott w results of 
inditidurl ,aecouut~silysis. ,ln any WSOS, ~infonngtion may.not be available to make 
a reliable ass&sment of Josser on an individual accdwt %t+sis or the nature of the 
receivables may not lend itself to individual account inalysh. In these cases, potential 
1ossesshouJdbeassessedoaagroupbasis. ._, .,; 

)’ ,‘,“, ‘. ,I,. ,.. 

LJ 

,--* 
49. GAP l w&sis, To dete@ae ihe loss allowance on i group basis, 

. 

reoeivables should be sepatitad into groups of homogeneous accounts ‘with similar risk 
ChUWUIktiCS. 

? 50. The groups shoul+. @cot the operating environment. For example, accounts 
receivable, qax~b+gfoupqd by? (6) debtor catigoy (buqiqs firms. state and local 
.go!qameqs.:and iadividurls), .Jb) reasotq that G& rise to,the receivables (tax ,-. 
.&hr~qvq~jes,: krmeous~ benefit pay,mqs. @de; +ccountq&ased on goods and se&s 
soid. .qd $ansfers, pf defaulted loans ,$o,accaunt$ pceivab!c), or (c) geogephic regions 
~fO!F~gSC~Iptri~?, aad dOIq+tjC r+hS). wit&q a grow. Fqeivebles are further 
stratified b risk chaiacteristios. Examples of risk fact& ire economic stability, 
PIymcnt .histoty, &ernqivc repayment sources, adrging of, the receivables. 

.L 1.. 
51. Statistic@ estimation by modeliag or sampliqg is oae ~‘~pproptiate method for 
estimatiag:‘loss6? on gr&ps of vceivables.; Sta~ial estimation should take into 
coasideration factors that are essential ,for estimating the level of losses, ittcludi& 
l+rical loss experience, recent eGpnomio events, wmnt and forecast economic 
coaditioas, aa&inhererIt Ii!+ 

,‘b the Board’s Expkre, Drab &counting/m D&r LOW end LOUPI GUUFWC~S, september IS. _ 
1992. receivables are accounted for oa a net present value basis. 

.:, 
a 
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52. D&omwe. Agencier sbould disclose the major categories of receivables by 
amount and type,.the methodology used to estimate the allowance for uncollectible 
amounts. and the total allowance. i 

T--l 

&west Rmivabk 

53. Interest~reoeivable~should be ncognixed for the amount of interest income 
‘earned~ but not,received for an l ccounting~period. ‘Interest receivable should bt 
recognited as it is earned on investments in interest-bearing aectuities. Interest also 
should he recogaizad ou outstand@ accounts receivable and other U.S. govenunent 
claims against petsons and entities in 8c@ance with.provirions io 31 U.S.C. 3717, 
Interest l ndPenalcy~CZtns. (SeealsoFederul Claims Colleotion Standar& 4 CFR 
Part 103. paragraph 102.13.)’ 

;. ,,‘.. j ,,. ‘r 
54. No interest should be reoognixed.on accounta receivable or investments that 
are determined to be uncolle&ible unless the interest is actually collected. Payments 
received from the debtor are re&ircd to be apPlied fitat to penalty and administrative 
cost chargedsecond to interest receivable. and third to outstand@ debt principal, per 
Federal Claims Collection Standards, 4 CPR. ‘102:13(f). 

55. However, until the interest payment requirement is officially waived by the 
government ‘entity or the related debt is~writtenoff, interest accrued on uncollectible 
accounts receivable should ‘be disclosed. “5. 

56. Interest receivable ,from federal entities should he accounted for and reported 
separately from interest receivable from the public. I ...: . . . ..( :“i>. _ 

&L&i’ 

Advu&a and Prepaymean 
,’ \_ 

57. Advances are cash outlays ,made by a federal entity to its employees, ‘. 
contractors. grantees, or others to cover a part or all of the recipients’ anticipated 
expenses or as advance paymenta for the cost of guods and services the entity 
acquires. Examples include travel advances disbutsed to employees prior to business 
trips, and cash or other assets disbursed under a contract, grins or cooperative 
agreement before servikt or g&&s are provided by the contmctor or grantee. 

58. Prepoyrnrnu are payments nude by a federal entity to cover certain period& 
expenses before those expenses are incutred Typical prepaid expenses are rents paid 
to 8 lessor at the bee of a rental period. Progtess payments made to a contractor 
bssad on, a perknuge of completion of the contract are not advances or prepayments. 

i ., 

59. Advances and prepsytuents should be recorded as assets. Advances and 
prepayments are reduced when goods or services am received, contract tems are me: 
progress is made under a contract, or prepaid expenses expim. A travel advance, for 

‘Accounting for imputed interest, interest on long-term leases. interest on loans, and in&test on 
amounts deposited in credit reform accounts will be addressed when the Board considers accouittirq stan&& in 
these arms. 
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* ,, by federal e~&ties in~urities (debt and equif~) sn+other firtgacia~ksttuments M 
,iy b* ipi,:le.@; p&y, ‘( ,, 

.’ 

‘. 
63. N&&&tobl~“j&&e iirt& k~liritie~ at& special series debt ~cunths 

: .,tlut the U.S. Tnasuty jssuef .to f+ieml c&ties nt face value (par value). The secwwes 
are ,&deer&d !t faci vale on demmd, thus investing entities recover the full amounts 
iavc#@d. 

64.. Ma+based Treaswy hwitie~ kre dibt seduhties~ t&t the U.S. Treasury ’ 
issues to f&l+, $htie~jwithout statutorily determined interest rates. Although the 
searities e not ma&table, their tcrms.(prices and inter& rates) mirror the terms of 
muketa~le Tmiw hriui~s. 

I’ 
L. 6s. hf&r& Trwwy sqritier, including Treasury bills, notes, ad bonds, 

are ini+lIy.,of,f+ by Tr+ury to the’mhke@ac& and can tJi& be bought and sold 
on ‘kuitics ikehang hkets. Their bid and ask prices arc 5publicly quoted by the 
marketplace. 

iiaecuritics &&ected tb b; b&d ;O kmrity +ly if ti investing entity has ihe 
intent and’ l biiity to hold those icurities to maturity: Ari itkestmcat in,Treastuy 
socuritiea &ould tit be cotuidcrdd u expked to be held to pwarity if the. investing 
entity is likely to sell the seouritiis in respogw to short-tatr~ crsh needs, chnages~ in do* 
market interest ntis. or for other reasons. *; : ‘,,/,,. i ., I .ll.._ .,,hr. ‘: ,‘, ., ..( . .’ :/ 4, ,, i I .._ .t 

: 
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67; Sepia& l cowyting l d reyodtg for federal ,iaii ronfederul secycicicz 
h,iv~ents of,a feder$ entity in U.S. securititk (sec~iios~iasued by Trcanry and 
heral agenqios) are intragovetnmen~l investments. Thep ,U.S. securities also i 
represent intragovemmbal liabilities of the Tieakxy Depawent or other federal 
entities that issue the securities. Investments in securities ii&d by the U.S. Treasuty 
or otJwr federal entities should + accounted for and +rted separately from 
hfestmcnu in shrities iywd by nonfederal e&ties. ~ ‘I. 

68: 1 ‘In&&l re+@gi The.tbrw: typ? of treasury sec+ities covered by this 
itwdard (notuwrkeirb~o pu valw Tw se&&s. et-based ,Treasmy 
securities expected to k hild *‘rnati@y, and &rketable~Tksuty securities expected 
to bo hold. to rwturity) sh@d~ + ,e@xed at t+,acqitisition cost. If the acquisitioq 
is au&, itt c$&e for ,&a~* ‘i?&., ,ee rbw securities should be 
rocopiwd at the fsir twrket vaiw of eithir the se#ritios l c&ired or the l sssts @en 
up, whichever is more deftiiively determinable. ‘, 

69. If *e acquisition cost differs from the fete (par) Mlw, the sec@ty should be 
recorded’at the, acquisition co& which equals the se&rit$‘s ‘f&e value plus or miniu 
thc.prcynium or d&owy on thi in$e$ywn~ A discbunt is the excess of the security’s 
face ,a&ouat, qver iti p&chase price. A prettiikn is’the exe? of the purchase price 
ovor do sow&y’s free value. The balance in the valwtion account is -ted as a 
conws l cwwt to tho dobt sshurity. 

70.‘ V&do~ snbrrqwrru lo l quisiho+ S&e&W to their acquisition, 
invktments in Treasury securitieb should bk carried at thkir a&uisition GOSS adjusted 
for, amortization, if appropriate, as explained el,ow. 

71,. I! an amount of premium 0; discount exists. ,the carrying amount of,the 
investments should be ,adjusted in each rep&tit@ pehod to reflect the amortiution of kJ 

1 
- 1 

the premium or the discount. Premiums and discounts should be amortixed over the ._ 
lifo of tho Treasuy securily -using the inte+ method. Under the inter&t method, the 
effective, inmst rate (the act@ iliter+ yield On, amo+ti invested) multipliod by the 
carrying.amount of the Trsasury security at ihe ‘?tan of the accounting period equals 
the brwt income recognized during, the p&d ($e ving amount changes each 
period by the amount of the amortixed discbunt or prkaiuin). The amount of 
amo+ation of discourit or premium is, w diffeqnce between the effective intorost 
twogniwd for &e period ad the nomiwl ti~st for t& period as stipulated in the 
Treati security. (be Appondix B for an illu+ra$on OF the interest method of 
amortization.) 

72. _, Qischqwe of mu&et w&a For investments in msrkct-based and marketable 
Treasuy seourities. the market valw of the i&e&mepts should bs disclosed. For 
pittposes of detemiia@ I market vel~~~investinknti should bs grouped by type of z- : ‘,. 
security. such as marketable or market-based Treasury securities. The twrket value of 
invwtm~th in a group is calculated by the market ptice of securities of that group at 
the fmncial rrporting date multiplied by the number of notes or bonds held at the 
finrnGia1 reporti+ate. 

73. In~ltmcnr &sa@c&m Ik r& iwtawos, sigkant unforeseeable 
circumstances may cause a GhanBe in an entity’; intent or ability to hold to auturiv 
certain securities that are mitially dassified as expected to be held to maturity. In 
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these ~ircumatances. the affected sec,uritiqs should be reclassified as securities 
avaibblc for sele or eitrly“ndemption .(redemption &fore the ‘security’s maturity). 
Onoe a security is reilaaaified it is no longer subject to this standard. 

!4. &eotqta payible are amounts owed by a federal en&y for goods end 
1. : 

” 
hrvic~a reoeived’ from, progmas in contract peifonnance made by, and rents due to 
other entitiei. 

; ..,‘, 
k Aecoitnta Payeble are not intended t0 in&do liibilitiea related to on-going 
continuous expe&a such’ u employees salary and benefita,‘%vhich are covered by 
othqourry~ liabtiitiea. (See recommended standard for O&r Ctttzont LiabWea.) ., :: ,, : ,‘_ 

‘, _, ,‘, 
76.1,,, ~,&n$n&“&d for gooda’or aervicea~~oeived’frdm federal entities represent 
irqqp vetamental ‘@aao~ona and ahould ba reported a&ai&ly from amounta owed , ., 1 ,,, 

, .to the publ= : . ., 
./ :.- il : ._: ,_i; .,~ 

-;n. &on ‘in entity a&epta title to gooda, .whether the,gooda are delivered or in 
tranaik’ the ~&ity should recogt& a liibility for the unpiid ~amount of the gooda. If 
iavoioda for,ihoae gooda ue‘not ‘&&able when ftnancial~ata~menta are prepared, the 
atwunta owed ahould be estimated 

..’ 

78. Fen a contractor provides the government with goods that are alao suitable 
fir aalo,, to othera. % liability uatielly irises whin the contractor physically cielivera 
the, ge, and ‘the gove&iont &eiver’ the&and takoa ‘fob1 title. Howover, when a 
dontn+or t$i,& ormanufa&iea facilities. or oquipment’to the govemmeat’a 
apeeificationa.’ for& &eptance of ‘the producti by th& gov&ent is not the 
determining ‘f&or for amounting re&ognition. Conatitive or de facto receipt occurs 
in eioh l oi@titing period, in ac&ordan&.withthe following.,paragraph. /; 

79. For facilities ‘or equipment constructed or manufactured by contractors or 
grantees according to agreements or contract apecificationa! amounta recorded as 
payable should be baaed on an estimate of work, completed under the contract or the 
agmmeti~‘The’oatinik of aueh amounts should be based primarily on the federal 
enticy’a engineering end management evaluation of actual performance progress and 
incurred coats. 

80. The reporting entity should disclosa accounts payable not covered by 
budgetary reaourcea. 

Mwest Paymbk 

81. Intereat payable ahotdd ba recorded for the amount of intereat oxpenae 
incurred end unpaid. Interest incurred results from borrowing funds from Treasury, 
Federal Financing Bank, other federal entities, or the public. Intereat alao should be 
recorded on late payment of bills by the federal entity (see provisions in 3 1 U.S.C. 
3901 through 3907. Prompt’ Payment) and on refunda (see provisiona in 26 U.S.C. 
661 I,). Intereat payable of an entity on borrowed funda andunpaid bills should be 
recognized at the end of each period. 
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82. Interest payable to federal entities is aa intragovernmental liability and should 
be accounted for sepsmtely from interest pyable to the public. 

Other Current Liabilities 

83. The term orhrr cuww liubilities is used to report current liabilities that are 
not reco@ed in specific categories~ such as l %otmts payable; interest payable; debt 
owed to the pubiic, Treasury, or other entities; and liabilities for loan guarantee losses. 
Other current liabilities may includa unpaid expenses that are accrued for the fiscal 
you for which the f-Fiat sta@ttems are prepared and am expected to be paid 
within the f&al year following the rrpOning, date. : ‘,) 

84. Typical examples of other current liabilities to be tkco@ed are: (a) actrued 
employees’ wager. bonuses, and salaries for services rendered in the current fiscal year 
for which paychecb,will be issued in the folloWi& ye, ,(b) accrued entitlement ” 
benefits pyable, such is Old Age Smviion lmumnce (O@l) and Vetemns 
Compensation and Pension benefits applicable to the current period but not yet paid, 
.and (c) aanuitiy for the current fiscal year admiqistered by, trust, pension, or insurauce 
programs for which payment ‘would “be made iti, the following f&al year. Such 
liabilities may be presented oa the face of the fWia1 ‘re$orts as Other Cumnr 
Liabiliries or as one or more separate categories de.Pending on the materiality of the 
amounts. 

85. Federal entities may receive advances and prepayments from other entities for 
goods ,to be delivered or services to be p&formed. Before revenues are earned, the 
current portion of the advances and prepsyments should be recorded as other current 
liabilities. Afk the revenue is earned (goods or ski~es’are delivered, or performance ‘Z 
progress is made according to engineering evaluations); ‘the entity should record the 
appropriate amount as a revenue or financing s+rce and should reduce the liability 

w GL -, I 
accordingly. Other current liabihties due to fedeml entities are intragovernmental 
liabilities that should be reported separately from those due to employees and the 
public. 

86. The reporting entity should disclose the amount of current liabilities not 
covered by budgetary resources.,, 
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APPENDIX A: BASIS dF THE BOARD’S CONCLUSIONS 
‘,., 

si. .’ This’ ,A$pendix, provides a discussion on the substantive comments that the 
Board received from respondents to Exposure Draft No. ,l.“Financial Resources, 
FundedLiabilities, and Net Financial ‘Resources of Federal Entities” (November 18. 
1991) ‘and from testimony at a public hearing on the Exposure Draft held Febnntfi 28, 
1992. The ,Appendix explains the basis of the Board’s ,conclusions on issues raised by .A 

‘. :?’ therhpondents. 
ii. 

/ 
d 

’ *. 
BASIC coi&rs ,.-’ : ‘, 

,88. Netfiudol resou~e& In the Exposure Draft, the. Board proposed the 
concept of net financiil’resoumes L ,The term net, financial resources was referred to 
as, an entity’s total fioancial resources less its total funded liabilities (Exposure Draft, 
pii& ‘11): The Exposuii Draft stat&that the amount of net financial resources 
pi&ides a ‘S&ten1 measure of an,etitity!s financial sufficiency before new 
a$kpriations ‘are provided. The Exposure Draft further stated ,that information on the 
com$onents ,of an entity’s net financial resources, (obligated. and, unobligated balances 
of bttd8et authority and other,items) can provide additional iitsight into an entity‘s 
financial situation. 

I. 89. Many iespondents do not see~conv&inS evidence thot the concept of net 
‘fmmdiil resources is useful. .They point out that there are no concrete examples to. 
ill~te how the information canbe used. Some respondents also do nit believe that 
the measure of net financial resources is well defined, They point out that one of the 
elements missing from the Concept is the amount of unfunded liabilities. They state 1.1. (, that without mea&in8 unfunded, liabilities, the measure of net financial resources is 
incomplete and can bemisleading. 

90. The Board has decided to postpone consideration of the net financial’ 
resources concept. The Board believes that the usefulness of the concept can be 
further explored after it completes its project on users’ needs and objectives for 
fmancial accounting and reporting. 

. 
91. &n#&~f%tunc~l resonrc& In the Exposure Draft, the Board discussed the 
concept of’ entity financial resources. The concept was defined as assets of a federal 
entity that consist of (a) the entity’s cash and funds authorized and available for 
disbursement (excluding contract authority and unused authority to borrow), (b) 
resourcesof the entity that are expected to be converted into cash to satisfy liabilities, 
and (c) conversion of cash into another form (for example prepayments) that would be 
consumed. Under this definition, the Exposure DraR identified as financial resources: 
cash, f&is with Treasrrry, claims to cash (for example accounts receivable and loans, 
receivable), claims to goods and services (for example advances and ~repaymcntsj, 
inventories held for sale, and investments. 

92. As indicated in the Exposure Draft, financial resources are a subset of assets 
that provide liquidity (cash and assets that can be converted to cash) to meet a federal 
entity’s operational needs. The concept was considered useful because federal entities 
obtain resources from the budget to finance their operations and are held accountable 

,, f-y 
i LJ 
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for the use of the fmaaciol resources. 

93. The Board has decided not to use the term financial resources in this 
docutuent: However, a deftition of the term fmoial resources aud its usefulness will 

- be fit&r tins&red by the Board in its ~~cptual. fratueworl’projec~ In the l bsenoe 
of the term, the items that would provide future ecottotnic benefits to the government 
and its entities are referred to as assets. The tee asset as used in this document 
means an item that embodies a probable fern econo~c be&fit that can be obtaiued,~ 
or ~nuolled by the fedefel government or a. repom entity asa result of past 
musactions or eveuts. (The definition of assets will be considekd by the Board,iu the 
funae.1 

: 
94. Fun&d liabilities The Exposuw Dd’t pniposed tile deftitiiin of ‘ftmded 
liabilities” as ‘liabilities. for which the federal entity has ieceived budget authority to 
cover the relate&expenditure or expense.” . . 

‘. ..,. ,,: ,, 
.;. 

95. ThetenuYfundcd~liabihties’ .w.ould~lixuit~,;hc rec&iit&n of,liabilities to the 
extent that they .are funded. The.&mrd believes.t@ the, liabi@es addressed iu this 
&unent~should.be reooguixed when they are jncuqed, regardless of whether they are 
-‘The Board therefore deoided,not to use .the terq.“funded liabilities” iu this 
documetun However, the Board recoxuumds that dkclosure be made for liabilities 
that are not covered by budgetary resources. 

liabilities iu @netal. However, this document addresses on!y those selected liabilities 
that routiuely recur in notmal operations and that are due within a fiscal year. These 
liabilities~ are ,accouuts payable, interest payable, ,and other current liabilities. The 
category of ,other current liabilities includes salary and entitlemeut benefit expenses 
that ap accrued and would be paid within a fiscal year. 

I 

GENERAL STANDARDS .’ 

97. The recommended standards apply to reporting by the federal government and 
1 its e&ties for both govenunental assets andliabilities aud intragovernmental assets 

and liabilities reported-at the entity level. 

98. An entity may have two categories of assets and liabilities 
iatragovetutnental and governmental assets and liabilities. The differeuce between 
intragovemnental and governmental assets and liabilities is explained below: 

, 
(1) IxfmgovemmeuJ CUCLI urd fiabilitriri; These assets and liabilities arise ~ ” 
from intragovermnental transactions. For exauiple, investments held by a 
federal entity in Treasury securities are repotted by the entity as an asset. 
However, the Treasury securities also are liabilities of the Department of the 

/ 

‘A qompreheusive deftition of “liabilities” is being bonsidered by the Board in its projmt concern&g 
liabilities in general. 
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TIZMUIY. Thus, the securities represent intragovernmental assets and 
habibties. Another example is fund balance with Treasury. An entity’s fund 
balance with Treasury of an entity will be reported as an asset by the entity. 
However! it iskt an’ asset of the federal government; rather, it is a 
commitment of the U.S. government to provide funds to a federal entity. (See 
dia&sion, which foliows, on Fund balance with Treasury.) 

< 

, 
‘.. 

(2) Go&qe~el assas and liabilhiu. These are ‘assets and liabilities that 
arise from .tqtiaWions of the fedeml’governktent ,with’nonfederal entities 
&emons and orga+tiotts outside the U.S. government, either foreign or 
domestic). ‘Foi example, income taxes to be collected from, the’ public are 
reported on, TRS fhtancial statements as receivables. The& receivables are 
aiyu of thcfedsnl govetlmlenL .L._’ : 

b9. The reconunended rtdiiduds require that, intmgover7trnental assets and 
liabilities he reported sepamgly from gOVC~tttAi a,ss$s andliabilities. 

100. ” Assets report& by ‘kt entity also are distinguished betkeen entity and 
aondxttity assets. 

!; :; -1 
(1) &I&& use&. Entity assets are assets that are a&able to an entity for its 
use. Entity ads include both intragovernmental and governmental assets. 
Supplies inventory held by an entity for consumption ‘in its operations is an 
entity asset as well as a governmental asset. A receivable of a federal entity 
from another f&ml entity is an entity .asset if the receiving entity has 
authority to use the amount collected. I 

(2) Non-~@ assea An entity may have assets under i&custody and 
management that the entity is not authorized to use. In this Statement, these 
assets are called nonentity assets, as distinguished from entity assets that the 
entity is authorized to usa in its operations. For example, customs duty 
receivables to be collected by the Customs Service is a non-entity asset that 
would be reported by the Customs Service. 

‘101.’ The Board recoiitrnends that both intity’ass&“and non-entity assets under an 
entity’s custody or tiknagemetit be ‘kognixed in the~‘entity’s’fiiumcia1 statements. 
l’$onentity asp should be separately reported in an entity’s financial statements. ,, 

102. 
ur 

The following exhibit, using receivables as an example, illustrates the 
relationship ktiveen entity and non-entity assets on one, hand and intragovernmental 
qnd gdVimbB@i assets on the 0th~ hand. ‘. 

,. 
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Accounts Rem tiv 

,, .’ ENTITY ASSETS 

t 

INTRA- 
GOVERNMENTAL 
AssErs 

Amounts receivable 
fkomrfede# 
entity for ++ or 
selviiu de@d 
tbatvqili ” 
b ;vailabl; to ,tik 
reoeiving entity to 

OOVERNMENTAL 
ASSETS 

‘, I. 

Amounts 

receivable from (I 
nonfedenl entity 
for goods or 
uwicu delivered 
that~llbe 
available to’ the 

fable 

- 
NON-ENTITY 
AQSETS 

Amount!4 to be 
collected from a 
&dcral entity that 
yql not be 
ru;rilnble, to the 
Teiving entity to 
m 

Amounta (such as 
taxes) to be 
collected f&n a 
nonfederal‘ entity, 
that will not be 
available to the 
receiving entity. to 
spend. 

CUh 

103. The Board has retained from the Exposti ‘DraA the requir&nent for separate 
reporting of restricted and uureitrioted C&L However, after c.onsidering comments on 
the Exposure Draft, the Boa hr’modifrcd the &f&i&ion of restricted cash. ;: ., 
104. The Exposurk Draft proposed thai unrkstricted cash include amounts in 
demand deposits. Hoover, whether an amount of qrsh is regtrioted does not depend 
on where the orsh is kept. &or &tip~e, federal entities may hold cash in demand 
deposit accounts on behalf of Treasufy. +ce the e+ities hve no authority to spend 
the cash, from the entities’ perspectiin, these amounts of cash are restricted. 

105, The recommended standard in this document redefmes restricted cash u (1) : ” 
amounts of crsh that an entity holds on behalf of Treasury or other entities and dw+- ‘., 
not have authority to spend, and (2) 8mOunts of cash that ue legally restricted to 
specific purposes. . 
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Fund B&me with +sury 

* ‘I 

106. The recommended standard provides’guidance on tbe composition of tid 
balanq~ wjth Treasury. Events that cause an entity’s fund balance to increase include 
n&&g appropri&&s,‘alloc&tions, transfers, receipts t&t thi entity is authorized to 
spehd (6r to use to offset ita expenditures) and bonowing from Treasury. A0 entity’s 
fund balanoe is redkc+d by amoets disbursed40 pay liabilitiei and expenditures, 
amounts invested @ ‘secur$iis, amounts of appropriations canceled or rescinded, and 
iinouks tr&sfemd to other agencieS or to the Treasury. 

107. Wi& respect 9 fund balance with Treasury. the Board has considered the 
following ‘isa& . . 

(1) I8 l&pe ~lth’+sU~ all uictt ., .: : 1, / A_ ,,’ 
_. 108. The B&d &iiet& ‘kha; &ii the i;ersjkCtive if a fkderal entity (such as a 

bureau, a prOgram, or a ftind), f&d balance &th Treaniry is;in asset. In fact, it is the *ost hp*nt souro; &au &j&l& entity. & mb, expenditurts afid hcur 

liabilities. 

i’ 

d 

109. Hotikver. the Board recognizes that a fund balance with T&my is an ’ 
in+govemmental item. It represents a entity’s authorized claim to the federal 
gotiinm&‘s nsburces on one hand. and the g&kunen~‘s commitment to supply. 
re&+r@& to’ the ‘entity ‘in the othir h&d. The claims &d commitments would not be 
rep&d &hen f&&f repoits df hdividital en&es are consolidated on a 
government-wide lekl: Th& froiir, tlk pkpktive af the federal government as a 
whole. fund balances with Treasury are not pssets of the federal government. ;’ .” . . ..I. ;’ 

.’ (2j How dk hind’balinqe tiit~;Treasu~ relate to budgetary resources? 

110. A fund balance is created by budget authority. An appropriation is the major 
form of budget authority that creates a fund balance with Treasury for an entity. Thus, 
ihe relationship between fund balance’ with Trekuy and budget authority cannot be 
ignored. ,” 

,’ 

111. However, an ‘entity’s fund balance with Treasury does noOt necessarily equal 
its budgetary resources. The difference between these two concepts may be clarified 
by sxahning’ thhi definitions. A fund baltin& rep&w the sumof amounts that is 
acnially available in an entity’s accounti with Treasury. Budgetary resources on the 
other hand encompass all airthorities for an entity to incur obligations. Some of the 
authorities do nol ii~ iheximelves pio& funds to the entity. Contract authority, for 
example, allows an entity to incur obligationsunder a contnct. However, it does not, 
in itsklf. provide funds to &e entity’s acdounu with.Treasury. An appropriation is 
necessary for the entity to hake funds to ‘li$&iate obligations incurred under contract 
authority. 

,. 

112. Authority to borroti does not in itself place. funds into an entity’s &counts 
wi+ Treasury. In order to .i&rease its fund ,balance with Treasury, an entity must 
actually-&mowunder itj bo+ing, authority.. .’ . 

113. For these reasons. the ncom@ended standard states that fund balance with 
Treasury does not include contract authority and unused authority to borrow. 
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!3) Should the thd bAaace exclude Lnds dcsl@mted for speciil 
purpam? 

11;. Some respondents -to the Exposure Drag +lieve that the standard should 
identi@ funds held with Treasury tbat are not available ,to the entity’s operations. For 
example,. the Department of Energy collects f-s ‘levied under the Emergency 
Petroldutn AEacation Act of’1973. deposits those fundsin an escrow accouut with 
Treasury, and,‘ultimately dishtnser the* funds to injured parties or for other uses as 
directed by court decisions. ~ 

115.’ It is dot unusual that funds in oertrin l c&tttr are held and restricted to 
spwific purposes. Amotmts of trust funds, for example, are held for the specific 
purpose of making bet@ payments ,to eligible, recipients. The restriction on funds 
held for the ‘&artment of Energy to pay, gersotts injured by oil pricing and allocation 
violations is. ~+r example. ‘fhe Board believes that the ,fund balance of a reporting 
&thy should, it&de luttds held in all accounts of the entity regardless of whether 
they am desigtiated ‘for speoifio purposes.’ 

Accoaots Receivable 

116. Respondents raised, issues related to the ‘ncdguition and measurement of 
losses de to uneolleotible amounts. Before addressing the, Board’s actions in relrtma 
to respondents’,,~otmttents, ‘however, the terins recognition $pd measurement as 
used in .this Statement are explained below: ..t, 

117. Recogdo~ means formally recording or incotp&ating an item into the 
recordsand finrncial,,statements as an asset, liability, expense, revenue, or sitruler 
element. For assets or liabilities, recognition encom@asses subsequent changes to the 
amounts of assets and liabilities.. 

118. Meesxremen# is. the process of expressing an asset or liability in monetary 
units. Measuring an item requires selecting an appropriate measurement attribute such 
as historical cost, current market value, net realixable value, or present value of future 
casb flowt. ,, 

119. In the proposed standard and the dircussion of accoints receivable, the term 
recognition concerns the timing of recording an asset or .the impairment of an asset in 
the finrnGia1 records. The tetm measurement concerns the vaiuation basis and the 
dollar amount of the asset that should be repotted. 

. 
120. Detailed discussions of respondents’ comments and the Board’s actions are 
provided in the following paragraphs. VI.. 

121. 7iiig o/nccia&& ~cog&ion. The Exposure Draft states that a receivable 
should be recorded when events (e.g., payment due dates) or transactions occur that 
entitle an entity to accrue revenue or receive a reimbursement or fund transfer. Some 
respondents questioned the use of payment due dates as a criterion for recognizing 
receivables. These respondents stated a receivable should be recognized when an 
entity is owed an amount or eatns a revenue, and that due dates are itrelevant. 
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.!22*, ,, Some receivables result from exchange transactions. For example, receivables 
u@y result from goods and ?ervikei provided 16 othk entitiei. However, claims to 

‘. cash or ot&r’Ueti ‘also resujt f&in the f@eral’&fenjment’s legal authority to levy 

\ 
taxer and impose duties. fees and fqer. These n&eivables are ‘not related to 
rtivenye-eiining functions or e&at@ tritnsactiot& but are based on the-&Ieml 
govomment’s authority to.‘cbllect the ~&+hs apd a p&k iihbility to pay cash & 
pfovide other assets to coy&, the da&i. Foi‘ the accnml of’taxgs, the tax due date 

, ” r@oseats lb;c da&, @at the goyeynhit &i@* payment. The payment due date is a 
deftitivk ariteritin for accruhik tax&. ..: 

123. The Board,’ therefore, recommends &at a reeeivable’be reco8nized when a 
‘i,’ claim to cash or other,asseij is established based either on goods or services provided 

;. ,or$ the gfp~mmei& leljr! &uthody -to fyf#lii @led. Tj~e Bqa@ is not 
,~~omminding’~i~ rhiue ‘recognition standard at this time. ‘, i 

tt’24, tlri +&&ha In &i’Ei~&,ix;fk, ii &IS pr6pdsb;ed @aat a loss be ; .(, .’ ..:,,‘.<;‘:ai. 
reeo@xed when it ‘is h&e likely thtta’not thaf a r&iv&e h& been impaired,, me 
phrase more likely than not means a greater than 50 @&ut $robability of 
occurrence. . 

;. 
125. L Several respondents questioned why the Board used the more likely than not 
criterion for loss recog&bn instead of the probable criterion used in the private 
sector under gene,mlly accepted account&& ‘phciplis (GM).’ 

.L < 

126. : The Bdard may refer to the,pronotuicements and statements issued by other 
st&ard settin bodies in deiibirating accounting standards for the federal 
govermnent. However; the Board is not bound by these pronouncements and 

,,/ ‘--, statements, especially when’accounting standards piomu@Qd for other sectors are not I w >I, relevant to the federal government. 

127. In the case of’loss recognition on receivables, the Board believes that there 
should be a definitive guideline for recogriizing 8ov&timent credit losses. The word 
probable is subject to broad interpretation (often b&8 interpreted as meaning a 
virtual certainty of occurrence) and could allow for belated recognition of losses. 

128. ‘. The Board proposed the more stringent ,ctiterion of more likely than not, 
whtch requires’the reoogrrition of losses when there is’ more than a 50 percent chance 
that some receivables will ,not be collected. In reoommeniling the more likely than not, 
criterion. the Board’s intent is to achieve unbiased, consistent, and reliable loss 
recopition in federal ghiemmcnt accounting. 

129; The more likely than not qriterion can be applied to both individual 
ac&nts and groups of;aceounts. Both significant individual accountsreceivable (e.g., 
unusually large refunds due from contractors, medicaid reimbursements from third 

‘parties, substantial tax delinquencies, or other lhrge claims) and groups of small 
accounts should be analyzed and losses reoognitcd if it is more likely than not that 
some or all of the amounts owed will not be collected. 

N  

‘FASB Staknent of Standards NOS. Accounting for Contingqwies. 
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130. When applying the loss recognition criterion, the Board believes it is 
appropriate to ncognite ,the nature of federal receivables. Many of the federal 

i-, govquyent’s r+eivabies, ‘unlike me.: s’cco,nnts of, private fiis or loans made by 1 
banks, are not created through ondir ;;;creening procedures. These receivables arise 
be&e ,of l ctivitieq, such as. fmes from regulatory violations, refunds from erroneous 
benefit payments, reimbursements, and overdue taxes and duties. In these 
c+tmstan& hi&&l experience and economic factors indicate that the receivables 
frequenily are not fully collectible. These receivables meet the ,,loss recognition test 
because of theirinhercnt risk. Therefore, an appropriate amount of allowance for 
losses ,rhould be reco@xed at their inception. 

,’ 
131, Losa~+L Because of the large volume of federal transactions, 
acknts re&vable geneklly eiist ‘in large ‘&ups. Some &nips may consist of 
sevenllmitd&d.thou&td accounts. In such cases, losses on tm~ollectible amounts 
should be assessed. on,a group basis using statistical sampling techniques. Statistical 
sampling ‘should besupplernented by ‘historical trend experience; adjusted for current ,:, _. 
COt$itiOp& ,,.I ., 

132. On the other hand, some government receivables arise from transactions of 
signifcant amounts. These receivables should be individually analyzed to assess losses 
due to risks specifically attributable to ,the individual accounts. The assessment of 
impairment of individual accounts may not always provide a’valid basis to estimate 
the impairment of the entire group. Often, losses may exist for the group that are not 
currently identifiable on an individual basis. The Board.believes that the federal 
gove~cnt’s receivables are generally subject to losses due to inherent risks. 
Therefore, allowances for receivables should be viewed in the context of the overall 
riskof the receivables being assessed. 

3 

I’ 

133. Based on the above considerations, the recommended standard provides that, *= f 
for reporting purposes. losses on aocounts..receivable should be determined by 
eval~ting accounts on both a group and an individual basis. .;:’ .: 

Interest Rmivabk 

134.. In the Exposure Draft, the &op&ed standard requires that interest be 
r&nixed on a receivable until the receivable is repaid or &itten off. At the same 
time: the proposed standard requires that ‘an allowance for uncollectible interest be 
provided. The intent of the proposed standard is to establish the debtor’s liability for 
the acctued inter&t. 

13% Some respondents expressed.concem that then.is usually a lengthy period 
from the &me a reoeivable‘is determined t&bi ‘uncollectible until it is written off. It’, 
would be burdensome to reco@ze interest on the uncollectible receivable and, at the 
same time, offset the amount of interest recognized by an allowance for uncollectible 
interest. 

136. The initial intent of this procedure was to maintain a correct amount of the 
debtor’s liability. This purpose ‘can be achieved by record-keeping procedures rather 
than financial reporting. Therefore, for financial reporting, the Board has conoutred 
that (a) interest receivable should be recognized only on collectible accounts, and &) 

..*1 
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interest receivable on uncdlleotible accdunts should be .recognized only when it is 

f-7 
,.. actually received. 

/ ? _ -../ 

Advaneas and Prepayments 
., 

137. There Were no comment; on the substance of the recommended accounting 
$. standard for advances and ,ppay,ments since the standard does not contain significant 

’ &> ohanges .from the currant~~aooounting practice within federal government agencies. ,I I Some respodents requested that the @o&clarify that ~payments do not include 
~progtaas payments made ,.~a: lopg-term c,c+acts, Since’ progress payments are made 

:. based upon percentage of completion of a contract, the Board concluded that progress 
.’ :. IS : .- . :.i.) payments are not,advances,or, prepayments. : ): I ,. 

1,: -,:- 
1. J38.,.:’ Comm&ta wm, & nceived cluestionibg whether advances and prepayments 

should, he included within the &fiition of f&ncial~r&o~&es”(as proposed in the 
.,a .,, Exp6sur.e ~Draft)~~sinca advances+d Fpymentsare not usually converted to cash or 

.: budgat,authority a&labla for use by the an$ty. 1 j 
,(, ..I, ,.I .-, ,,. ., 

: ,’ 139: The ,Bpard &o&ms that, ‘es in: the case of in&cries held for consumption, 
advances.and .pnPayments convert into go+& and services, but do not convert into 
cash. Ho&aver, since @ ,@m .financial resources is not used in this Statement. the 

,,. . issueis now moot. Advances and prepaym$nts normally benefit current operations 
and; thenfore. are norqally considered current asset+, 

~ : 

bvesti~nts in Treasury Securities 
‘; .’ 

140.. +The ncqnmemied stand+ applies to investments in Treasury securities, 
including (I)..nonmarketable par .valv Treasury se&ties, (2) ‘market-based Treasury 
securities held to eturity..,and (3) marketable Tr&asuiy securities held to maturity. “_. 

-: 
141. In the future, the Board will address investments that are not covered by this 
standard. In the interim. federal entities-should qntipue their Furrent accounting 
practices for those investments n?! .covered by this standard. 

,.~ K’ 142. Federal entities, particularly the Social Security and the retirement trust funds, 
invest #ailable funds in cxcc~ of their c,urrcnt needs in special Treasury securities 
issued in the goverriment account s&es. The tem~ of the Treasury securities are 
usuilly d&&d to meat the &ash nieds of g?vemment accqunts. The vast majority of 
the irivestments are in nonmar&etable Tnasury securities issued exclusively to federal 
agencies. Most of them are par value se&ties, and some are market-based sepurities 
whose prices and inter&t rates reflect tiiaricet terms. Thtis, although the scope of th& 
recommended standard is limited, it covers more than 90 percent ol%deral entities’ 
inyestments. 

143. A few federal entities aA permitted to by and sell marketable Treasury 
securities on the open market. Sonic fe,detil entities which conduct business with the 
public or provide insurance #o,the prt@e sector, may quig marketable Treaw. 
securities as a part of a &cue ad takeover transaction. This standard applies to 
marketable Treasury securities only to the extent that they are expected to be held to 
maturity. 
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144. In the exposure Draft, the Board proposed that inyestrnents in par value 
nonmarketable Treasury securities be reported at cost. The.Board also proposed that 
marketable securities and market-based Treasury securities be reported at rnsrket value 
kS Of the rCpOXtill8 date. 

145. ’ A numbar of respondents, however, expressed concern with the recognition of 
i~reaser and decreases in assets bswd ‘on market valtqand the reco8ttition of 
associated grins or’losses. These respondents believe these am unrealized grius and 
losses.whicb dfxtit represent~aotual incmase8~or .&creaser id assets. Some 
rwpoadm~ also indicated that market value.fluctlaations 8elMm11y do not affect an 
entity’s investments in securities intended to be heWto their maturity. 

146. ln this Sutamant, the Baud continues to use the cost based valuation f& 
nonmuketable par value Treasury secourities. The cost basis is l pproptiate for this 
‘ijpe of sscurity because the invested amounts vsiitl he fully recovered at redemption. 

,, 
147. The Board also re&iunends the co&or amortized cost basis for the vahratiott 
of market-based T&uty securities and mark&able Treasury securities that are to be 
held to nuturiry. The Board kliiver that the ‘cost basis is appropriate because the 
ibuted imounts can he fUly recoinred wkn the Treasury ;securities mature. During 
the’ time pekds wlhen the securities am outstand& the msrket prices ,of the secut%icr 
may fluctuate due to interest mte chan8es or other tetttpomry causes. However, so 
-loo&as tbxebritierare not tobe sold~tothe market, theinvesting entity would not 
be affected ‘by iuchmsrket price fluctustions. For this reason, the Board decided to 
recommend the cost based approach rather than market value approach for marketable 
Treasury se~tities expected to be held, to maturity. 

148. The Boardconsidered the valuation issues related to securities not covered by 
this standad The’Boardhas con&ied thattheuse of a fair value approach pertains 
to a broad Ooneeptual issue that needs to bs addressed in ,its &onceptual fmtuework. : 
Until the Board reaches decisions on the conceptual framework, it is premature to 
recommend a valuation bssir for securities beyond those covered by this stat&r& 

149. ihe Board believes that ‘the criteria for classifyiq an investment as expected 
to be held’to ‘maturity should be based on the intent and ability of the invest@ entity 
to hold the security to its maturity. Intent and l bihty differ from a mere absence of 
an iutent to &I1 the security. An eirilustion of whether an entity has the .intent and 
ability to hold its investments should be based on the entity’s cment and projected 
furanoial coadititi and its recent psttein iu buying. Selling, and marqiq Treasury 
securities. A security should not be classified as expected to be held to maturity if 
for cash needs or other investment msnagement ,masons the investiq,cntity in not able 
to hold the security to its mat&y. 

‘3 ,.L . 
1so. At each finurcial reportin date. the l ppmpriatwess of this classification 

. should be reassessed. In mm instances, an entity’s originally stated intent or ability to 
hold a security to maturity tnsy ohan8e due to significant unfomseen changes in W 
entity’s cash needs or @, other oire umstanws. When’this owurs, securities initially 
classifW as expe!ted tobeheld to maturity sh0uld.k feclassified to securities 
available for ule or early redemption. 
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c ? ./ 151. ACM+S payqblc a~ set up to record an entity’s liability for goods and _ sctvi;oes, ticivcd or work progress made by a contra$tor for which payment has not 
‘+CWMdC. 

<’ * ‘.- 152. $o& rcsp&tdc@s qu&iooid the timing of.rcco&zii a liability in accounts 
payable. 4 f-1 >&t&j, under budgeiay acotiuating, ,~cords an obligation when the - 

cqtity pl&cs l pttrcbm@ o+ or sig& a contmoi ;Ao’bblig&o& once incutmd, 
I< x ‘T, :, / rcdums l cn$ty$ fe~~cs,avqQu~blc for obligation. Budgetary accounting cntrics arc 

1, a? .’ .,-’ L &irc@ b record w +nouttts ?bli&cd and .io .&iucc the-&&blc b-et authority. 
For f~jal’rc$orti@ @trp&, liabilities arc &o&t&cd whh goods ‘&-I scrviccs arc 

!: rce&c&or‘irs r&o@&“” on ih”F.etcT,bf C?rk oomplctcd~tutdcr~a contract ;; “1 >t:,, *: ,: 
or WC-- ‘. ‘, 

,,:,ve 
” 

, i,. ..: 
., 0.r; :- ,/., “. /, :‘;.‘: *,h’,‘.,‘., ,.,, ( ;, 

.,“,’ ., &lb. i 
,ti fediiirl’&;;.. tttt&cli&c it ii iepria& to.&&izc a liability in . 

A:& *- I,, ‘.&outi~ ‘$&lc ‘til@n:a.+&* ord&is~$lttd&L The thc&y of this practice ii that ‘, 
/ “Z‘ .,;.i’L< ,.- , ./, , C’” &. puroe .o& , ,&&&“r. & Of ‘jh&?&#s :b~&@-.msources and that 

!’ , ~$@I& ,& l&bility“*o&d :‘&&tly ‘i&cc ti entity%4 available budgetary 
rcsourcci‘ >i ., 5. .:, 

Is. Proponents fG thi+ @m&ice rlio tiguc &in tmity cam, goods produc8d 
.\ ,)’ t&q #oYcn&tt tit&s bcu uniqti+ spcdifications for govcrrrment needs and. an a 
.,,’ rca@, &n@ot bc sold,to bthcr oust&&s. Thiu. $cy ugw”that it is virtually ccrmn 

, . th$i @ goMtmcnt haS i&@ a lirrbilit$ tiwartWhti~&oiitractor. ‘,, 1‘ ,, :. ,:- 
‘,’ 

155. ” The B&@l r&&z& that there isia need to rc&itcile budget cxccut1on 
J, results and financial effects., In budgetary *accounting; When a purchase or&r IS paced. 

an obligation is rcoordcd to cnsurc budgetary control. However, rccognitiod of the 
claim from (L financial accounting standpoint does not occur until goods arc delwcrcd. 
work progress is rctually ma& by a contractor. or scmiccs arc performed since thee 
cvcnts ~cncrally trigger a cash outlay that liquidates the ob!!gatioo; The Board does 
not bclicvc thmt rcoogaiz~ a liability prior to a actual receipt or constructive recclpt 

’ of good!+ or scrviccs should bc adopted as a fmncial accounting standard. It also does 
not bclicvc that it is appropriate to erase the distinction between recording obligations 
for budget purposes &td recognizing a liability for finaodial acc&tnting purposes. 

4 

156. SOme rcspood&tts question whether a liability should bc recognized for 
multi-year contracta that arc to bc fuumccd through appropriations over a number of 
ycam. As has been discuss4 carlicr, when a contract is cotcrcd, ati oblightion is 
rccogniz.cd in budgetary accounting. However, until goods or services arc rcccivcd or 
work progrcrr is ma&. the Board doer not believe that nn ob1igqtio.o should bc 
rccognizcd as a liability. When goods,or scrviccs arc received or work progrcss is 
uudc under c&r a short or lon@ctm contract, a liability ‘ior unpaid amounts should 
be rccogoizcd. 

Interest Pqabk 

157. Thcrc wcrc tto substantial oomntcnts on the rccommcndcd accounting 
standud for intcrcst pairblc. The rccommcodcd standard does not differ f&n the 
omcnt acoou&ittg practice within federal goirctzuncnt agencies. 

/---- / 
i’ i*- ) I 
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Other Current :Liabilitier 
., 

/ 

158. The .&mmended Standard covers the current liabilities that are not 
specifioall~ deftned in other’standards. Cur&t liabilities spicifically defined in + 
Statemeat are accounts payable and interest payable. Acoduats payable and iaterei 
payable represent liabilities l risin8 from discrete tra~ctiqng. The Board also plans to 
&sue statqnents to define other specific ‘liabilities m&as liabilities incurred under a 
loan 8uaraatee~coa.mc~ and borrowings f&n othti entities. 

f’,. 

li9. Other iurr& liabifities geneqlly are ilat&l to’&gGng and ooatiauous 
expapes, u+ibh .& typic+lly re~q&ed.t$roti&W’e$ acqountiq period rather ’ 
w on an @i@dual ectioa “&is. 9 typi,cal,&a$@i ii the liability for 
imployees salary that is l cc&d at the &d of a fisd ied ii& is not paid. 

I. _. 

#lW. .’ The Expo+ue Draft indicated that g ,liability was gq~idered hmAr?A .if the 
relate+ expense ,yas ,jacumd uqdir ‘bt@q! at&&g. So,me ‘respondents mested that 
the tgm b-et a$hority be chqnged to budg’ttijl fi%c$@s . They argued that 
btidgetiy resov eacompais not only new bitd& l ughoti~, but also other I 
risources available ti incur liabilities for Specified. pss&“in a given year. 

161. The Byrd agrees that a liability (of a portion of the liability) should be 
conside+ hdgd from the rqportin8 entity’s pers@ive, if it is covered by available 
bud8etaq.resources. Hqvev&i the recommended standard takes the position that a 
liability should k recogniied whep‘it is incti&i.‘re&dless of whether it is covered 
by available budgetdry resources. The recommend~d~staiidai also requires that 
disclosure should be made’for liabilities .Jhat, are not covered by available budge~ty 
resources. 

. . 

I  , . I  
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APPENDIX B: ILLUSTRATION OF THE INTEREST METHOD 
FOR INVESTMENT DISCOUNT AND PREMIUM 

;  ,‘: 

. , : ,  ‘This Appendix p&ides. an. ~lhrstration’ of the interest method for amortizing a 
discount or premium of an investment in a marketable or a market-based Treasury 

__:_i_ 

s&rity,,such as a Treasury band. The inwst method,is required in the 1 
recommended standard for mves,tments, Before explaining. the. interest method itself, 
&e concept of discount +nd prqnium will be explainep. 

‘. 
‘+ 

BOND DISCOUNT AND PREMIUM. : ..:,;:. _,, 1” _ 
,. ‘, _/,.,: 

,., ne’p&e of a bond equals the p&em vaiue of ‘the bond’s net ‘future cash flows, 
including principal and interest payments, discounted to the time of its issuance. The 
discount rate:$referred tq ag,th~,.$Y@ve @rest rji+ Since the effe@ive’ interest 
rate ‘usually equals the market interest.mte, it may differ from :the stated interest rate ’ 

,i ‘. ‘(the,doupon -rate) ,of the bond. The. diffcrenhe betWeenthe effective -interest .rpite of a+ 
bond and its ‘stated interest rate causes thebond price lo be different from its face ” 

i.,’ irn&& ,, : I. .‘_ ,’ _, ,, ,,’ .‘> ‘, ; ,, ‘.:r: .., ‘. ., ._‘,,.. 
‘.A Treasury bond ‘may be purchased at a.price’ higher’ or lower than the bond’s kaie ,. .I 

, arndtmt (par amount). The difference between the purchase price and the face, amount , 
.: .,. is a discount if the price is lower than ,$e. face amount; or a apremium if the price -is 
(,I The‘ investa; initiaily r&or& the: bond’% its f&e ‘amount higher than the face amount. 

-,ji :. and records the discount or the premium inavaluation allowance ‘account. Thu$‘ihe’, 
,, .I ; car@ng amount of the bond equals its faie ‘amxnt minus or plus the discount or the 

premium. The discount .or the premium is amortized over the life of the bond; so.that _.; 
‘the bond,would be redeemed at its face amount at its,maturity. r 

‘. _‘) 

THE INTEREST METHOD” 

A Underthe interest method of amortization. an amount of interest equal to the 
carrying amount of the,.investment times the,,,,cffective interest rate, is calculated for 
.each,ac,counting pqiod. ,_ This cal6ulated,.interest is the effective interest of the 

* investment ,(refe,rred to as effective yield in some lite,rature). The amount of 
effective interest is compayl with the. stated rnterest of the, investment. (The stated 
interest is the interest that is &able to .the investor according to the stated interest 
rate.) T,he difference between the effective interest and the, stated interest is the 
amount by which the discount or the premium should be amortized (i.e., reduced) for 
the accounting period. 

*. 

I 
b 

.,lo?he interest method of amortization is described in several FASB statements and APB Opinions. For . ..)I”.” .,.I - ,._.~.., ,,.._ *I ,,,_ .,.A.,?..GV_ . ..I .., ,,. _ 
example, see paragraph 18, FASB Statement No. 91. Accounring for Nonrefundable Fees dnd Costs Associuted 
with Originating o~‘;4cqrri& Lams and Initial Direct Coszi ofLcoses, and paragraph 16 of APB Opinion NO. : 
12, Omnibus Opinion. 
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EXAMPLES” 

In the fmt.example, which shows the amortization of a discount, Treasury bonds i 
with the face amount of $100,000 were purchased, by a federal entity on the bonds’ 
issuum date, Jarwry 1.1992. The bonds' stated interest kte is 7 percent, and interest 
is payablk at the mid of each year. The’ bonds will mature in 5 yea-, on December 
31, 19%. The oost of $e investments is~S96.007. with a discount of 33,993, which 
reflects ‘in effective interest rate of 8 percent.” > -7 

In Table 1 below, the annual discount amortization is in column 4, which equals 

TABLE 1: DISCOUNT AMORTIZATION 

<’ 
kaJ 
- -j 

In the second example, which is the amortization of a premium, Treasury bonds 
with the face amount of S-100.000 w&e purchased by & federal entity on the bonds’ 
issuance date.‘Januay 1. 1992. The b&k’ stated intenstmte is 7 percent, and interest 
is payable ‘at the end of each year. The bonds will mature in 5 years, on December 
31, 1996: The cost of the inv&m&t is S104.212, with a premium of 54,212, which 
reflects an effectiie interest rate of 6 percent. 

In Table 2 below, the annual premium amortization is in column 4, which equals 
column 2 minus colulm 3. 

“The examples are adapted .from Glenn A. Welsch and Charles T. Zlatkovich, latermediate 
Accou&g, 8th ed. (Boston: Richard D. I*n, Inc., 1989). p. 656. 
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TABLE 2: PlZEMIfJ’M AMORTIZATION 
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STATEMENT OF FEDEIUL l?INANCm I 
GCCOIJNTING ,STANDARDS NO. 2 .v 

/ 0 ,’ 
c _,’ 

, Accounting for Direct Loans and Loan Guatiantebs 

STATUS. . 

Issued-. August 23, 1993 
‘_, .a, 

. ,’ 
Efktive Date: for f%cai years ending September. 30, 1994 and, thereafter. 

Volume I ‘,References: SOFAS NO. ,?, Accounting fot~,Inventory and fWat@ fropef?y 
(see foreclosed property) : 

Volume II References: Direct Loans (D40). Loath Guarantees (L60), Foreclosed Property 
(F40) : i, *;. ,’ 

Interpretations: 

Affects: No other statements. .’ 

Affected by: No other statements. 

1 SUMMARY 

LJ The Statement provides accounting standards for federal direct loans and loan 
guarantees. The standards require that direct loans obligated and loan guarantees committed 
after September 30, 1991, be accounted for on a present value basis. The use of the present 
value accounting method is consistent with the intentof the Federal Credit Reform Act of, 
1990. 

The standards contain the following essential requirements: 
: 

- Direct loans ‘disbursed and outstanding are recognized as assets at the’present 
value of their estimatednet cash inflows. The difference between the outstanding 
principal of the loans and the present value of their net cash inflow% is re,cognixed as a 
subsidy cost allowance. 

:: 

- For guaranteed loans outstanding, the present value of estimated net cash T 
outflows of the loan guarantees is recognized as a liability. Disclosure is made of the 
face value of guaranteed loans outstanding and the amount guaranteed. 
- For direct or guaranteed loans disbursed during a fiscal year, a subsidy expense is 
recognized. The amount of the subsidy expense equals the present value of estimated 
cash outflows over the life of the loans minus the present value of%stimated c&h ,’ 
inflows. 
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-- The bubsidy cost allowance for direct loank.snd,@ liability for loan guarantees 
are reestimated ee year, taking into account all factors that may have affected the..* 
estimat$ c+sh flows. Any adjustment resulting from the reestimates is recognized as a 
subsidy expense (or a ,reduction in subsidy expense). 

.p i 
j ._ 

- When direct loans or loan guarantees are modified, the cost of modification is 
recognized at an amount equal to the decrease in the present value of the dir&t loans 
or the increase in the present value of the loan guarsntee liabilities measured at the 
time of modifkation. . .’ 
- ,Upon foreclosyn of dire or guaranteed loans, the acquired-property is 
recognized asan asset at the present value of its estimated future net cash inflows. 

Th6’ standards p&nit but do not require restating-prekredit rdbrm direct 10~ and 
loan guar+ntees at present value. ” : 
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INTRbJCTION’ . f--Y 

( 0 \ . BACKGROUND .‘, 
.; ,i 4. The. federal government, in discharging its responsibility to promote the 

netion’s gend welfare. ‘makes DlRECY LOANS’ and guarantees loans to segments of 
the population not adequately served by nonfederal fiaanciel institutiona. Examples of 
federal CREDIT pRoGRAMS include fanners’ home loans. small business loans, 
vetetans’ morigege loens, and student kkts.‘For those unable tc afford credit at #te. 
market rate, federal credit programs provide subsidies in the form of direct loans 
off&ccl at ‘in’Wer&t mte ,lower than .the market ‘rate. For those to whom nonfederal 
fmancial institutions would be &ctant to grant credit because of the high.ri& 

/.: , . ” :1 involved, federal-cr&Iit’pro~ guaranteethe ~paymentof4hese nonfedekl loaar. 
,b#&f& tj&‘w$t$of&f;&$. : ‘): ‘Yi ‘, 9 

,. ‘_ 
5. Because federal credit programs provide interest subsidies and sustain losses 

.’ cawedby‘ ~&faults, tliecostWof these programs are significant. It is crucial. therefore, I 
thmt the. actuul~and expectedcosts ‘of federal credit programs be fully recognized in 
both budget.8dfinanciel r@xting;‘, :/ : “. / 
,, . t ‘e . 

THE FEDEIUL CREDlT REFORM ACI’ OF i990 .’ 
3, ._/ . [ 

6. ,,The primary intent of the Federal Credit Reform Act of 1990 is tc ensure that 
the SUBSIDY COSTS ot’diroct loans and.LOw GU ARANTEES are taken into 
account ,in making budgetary decisions. To achieve thkgeneral result, the Act has the I 

following specific purposes: (a) ensure a timely and accurate measure and presentation 
in the President’s budget of the costs of direct loan and loan guarantee programs, (b) 
place the cost of credit programs on a budgetary basis equivalent to other .federal 
spending, (c) encourage the delivery of benefits in the form most appropriate tc the 
needs of baneficiaries. and (d) improve the ,allocation’of, resources among credit . 
programs and betwben credit and other spendeg programs. 

,’ 
7. Themajor provisions of the Act, whichis effective for fiscal year 1992 and 
thereafter; are to: ‘, 

- hquire that, for ench4iscd year in which the direct loans ‘or the loan 
guarantees are to ba obligat&committed,.or disbursed, the President’s budget reflect 
the long&m cost to the government of the subsidies associated with the direct loans 
apd loan guarantees. The subsidy cost estimate for the Resident’s budget is tc be 
beed on the PRESENT VALUE of specified cash flows discounted, at the average rate 
of rturketable Treaswy securities of similar maturity. 

,’ Y,, 
- Require that, before direct ioans are obligated or’loan guarantees are 

committed, annual appropriations generally be enacted to cover these costs. (However, 
mhndrtory programs &vi pemanent indefinite appropriations.) 

: 

-‘Tetms included in Appendix C: Glosssty are printed in CAPITAL LETTERS when they appear for 
tk fist time. (NO%: See conaoiidated Glossary - Appetidix E.) ” 
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- Provide for borrowing authority from Treasury to cover the non-subsidy 
portion of direct loans. 

- Establish budgetary and financing control for each credit program, through the 
‘use of three types of accounts: the PROGRAM ACCOUNT (budgetary), the 
FBWNCINCl ACCOUNT (non-budgetary), and the LIQUIDATINCl ACCOUNT 
(budgew). 

THE NEED FOR ACCOUNTING INPOBMATION 
7 

8. Acwunting information on credit programs provides the basis for evaluating 
pmgmzn perfomsnce by cotnparing.actual rcoounting data +th estimated budget dam. 
Budget analysts l nddeoirion-makers c,an usq rccot@iirg information to compk 
actual cash flows with projected cash flows and rctual.ogsts of direct loans and loan 
gusmntees with their estimated costs. 

9. For credit program mansgen, information on estimated default losses and 
related lirbilities, when ‘recognized in a timely manner. cirn be an important tool rn 
evaluating~credit program performance. The information can help determine a credit 
program’s ovemll financial condition and identify its financing needs. 

10. Furthermore, cost and performance infonn+on on loans and loan, guamntmea 
maintdined by COHORT and RISK CATEGORY can .hi&ht those groups that M 
not .expccted to meet budget estimates bccause’of increased.risk. Based on such 
informsti6n; program managers can take timely dction to reduce costs, control nrtr 
where possible, and improve credit program pcrformance~ 

PRESENT VALUE ACCOUNTING 
/. 

11. The Federal Credit Refotm Act of 1990 requires that effective October I. 
199 1, the cost of direct loans and loan guarantees be estimated at present value for the 
budget. The objectives of using the present value measurement in fedeml credit rcforcn 
are to measure. recognize, and control subsidy costs of direct loans and loan 
guarantees.’ 

12. For direct loans, the effect of using the present value measurement is to 
estimate the extent of the disbursed amounts that would be recovered, and the extent 
of the disbursed amounts that is a subsidy cost. The portion that can be recovered is 
the present value of projected net cash inflows discounted at the Treasury mtc of 
similar maturity. This portion is not considered a cost to the government because it is 
expected to be returned to the government in future amounts. The remaining portion 
of the cash disbursement represents a cost to&c government, resulting either from 
lending at a mte lower than the Trehsuty inter&t mte, or’ tim’defauh losses, or both.” 

13. Under credit reform. the subsidy portion of direct loans is financed by 
appropriations, and the unsubsidized portion of the loans, which equals the present 

2Congressiomtl Budget Office, “Credit Reform: Compamble Budget Costs for Cash and Credit” (Dco. 
1989). p.33. 
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(, v&e ofthe g&&me& collections~~fidin the borrowers; is, financed with funds .,, 
b&&Wed fkoxn Treastiiy: The subsidy o&of loana muatbe :EEESTIlvlATED and 
updated muaily. i .. ’ ? , :1 ,, t- 

,’ , -::..‘. 

14. The present value measurement basis is also applied to loan guarantees. 
Before credit reform, as in the case of direct loans, loan guarantees were measured for 
the budget on a cash basis. Thus, loan guarantees could appear to be virtnaliy cost 
free, since cash payments by the government wsic ,001 required unless and until the 

.+ i. guaranteed loans defaulted at a future date. ,Under.credit reform, the future cash 
outflows required by LOAN GUARANTEE COhMDMENTS must be projectid and 
discounted at an appropriate Treasury interest rate. The present value of the cash 

.,>’ ’ outflows is the cost of the loan guarantee+ Before loan guarantees are committed, 
annual appropriations generally, must be enacted to cover the cost of the loan . 
guarantees. 

ruId REPORTING 
‘. 

FINANCIAL REPORTING 

l$. l$. The Board believes that present value measuretnent shouldbe adopted for The Board believes that present value measuretnent shouldbe adopted for 
financial, accounting, and reporting on .direct IO&IS and loan guarantees that hhve been financial, accounting, and reporting on .direct IO&IS and loan guarantees that hhve been 

, or will be obligated or committed after September 30, 1991. Since the Act requires , or will be obligated or committed after September 30, 1991. Since the Act requires 
that the costs of these POST-1 99 1 DIRECT LOANS AND LOAN GUARANTEES that the costs of these POST-1 99 1 DIRECT LOANS AND LOAN GUARANTEES be be 
estimated at present value for budget ptuposis, fman&ti reports on actual results estimated at present value for budget ptuposis, fman&ti reports on actual results 
me&ed at present value can be used as feedback to compare with budget estimates. me&ed at present value can be used as feedback to compare with budget estimates. 
Such comparisons can be used as a basis to improve futura estimates and 
REESTIMATES. 

. 

16. The Board recognizes that effective use of the present value accounting 
method depends on accurate projectioni of future cash flows over the life of direct or 
guaranteed loans. The efforts to. make accurate projections should begin with 
establishing and using reliable records of historical credit performance data, and 
should take into consideration current and forecasted economic conditions. 

‘. _. .‘,. 

17. The Board recognizes the value of having financial accounting support the 
budget. it endorses the logic underlying credit reform, and it recommends that 
accounting standards for credit be consistent with budgeting under credit reform. The 
Board is aware that as more experience is gained, some modifications may be made in 
budgetary requirements. It is the intention of the Board that so long as the 
modifications are made on a credit reform basis and do not materially affect the basic 
rihognition and measurement principles embodied in the accounting standards. 
accounting practices for direct loans and loan guarantees should change as needed in 
order to be consistent with the budget. 

18. The Board considered the expected costs and.efforts that would be required in 
restating PEE-1992 DIRECT LOANS AND LOAN GUARANTEES at present value. 
Based on this consideration, the standards permit but do not require restating those 
loans and loan guarantees on a present value basis. 

:  

19. The standards~em proposed in an Exposure Draft issued in September 1992. 
Comments were received from 36, organiiations and individuals. t%ai comments were 
also presented at a meeting by representatives of federal agencies with major &edit 
programs: The Board considered all the cotnrnents received and incorporated changes, 
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as appropriate. Issues raised by those who responded to the Exposure Draft and the 
Board’s conclusions ae presented k Appendix A, “Basis of the Board’s Conclusions.” 

[Paragraph 20 omjtted.] 
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THE ACCOUNTING STANDARPS’ .; ,, 

EXPLANATION ., ’ ,_ , ._ ,, 
.’ 

21: These &I&&I ioi{em’ the &@ion and measuremint of direct. loans, the ’ 
liability associated with loai’guaranties, a& the c&t of direct loans and 10m 
8Frantees. The, s@n$ards apply. to direct. loans and loan guarantees on a group basis, 
such as b: cohort or a r&k &kegoj ofloans a&i loan 8uamMees. Present, value 
accou&ng does not apply to direct loans or loan 8tiamntees on an individual basis, 
except for a direct loan or joan guarantee +at constitutes a cohort or a risk category. : 

, ,( 7. j. ‘r .‘. 1 
i. . )/ 

ACCOUNTING STM’IDARDS 
‘~ , :: I‘ y.;, ,, .( b: 

I : 22. Dincl;iosns,.disbur34d and outstanding are recognized as assep at the present 
_’ ,, ‘. .’ ; V&E $f Wir &&+d net cb&‘i&W$ ?he diherence between the outstanding 

_<S’. M&pal o~,th~:lo~$s ayi ttje prr,$ni’,valw of their net cash inflows is recognized as a 
subsidy cost allowance. I. / 

.., 
Post-1991 Lo&&&ees, ; : 

‘. : ‘Y’..,, 
23. For guaranteed loans~&&ndin@.’ the present G&e of estimated nit cash 
outflows of the loan guarantees is r&co&cd as a liability. Disclosure is made of the 
facf ,value of guaranteed loans outstanding and the amount guaranteed. _I ‘r:j_,, ,’ 

S&idy Cor!s bf Port-199! Dhect~Loani‘and”Ldan Guimntk 
I’ 

24. For d&t or ,g~mtit+d loans diibursed d?+I8 a’fiscal year, a subsidy 
Lx&&e ii ‘&co&&d. ‘$e amtilint @f the, subjidy expense equals the present value of 
estirpaied..cash’outflows ptie; the life of the, loans minus the present value of estimated 
&a+ inflows, discounted ai the.inteiest mte df marketable Treasq securities with a 
si@ilaiii@ri~ i&i, iipplicablb to ‘& p&M durine tihich, the loans are disbursed 
(her&after referrid .m’is the bpplicabl&‘Treasuj i&erest rate). 

25. For the fiscal year dulin8 which new direct or 8uaranteed loans are disbursed, 
the components of the subsidy expense of those new direct loans ad loan 8uamnteCs 

‘, are reeo&ed separately among interest subsidy costs, default costs, fees and other 
coll&tions, a$ other stibsidy do&. 

26. The i&rest tibsidy cost of dir&t loans is the excess of the amount of the 
loans disbursed oLer ,the present v&e of thl inteiest an+ ,principal payments required 
6 the loan contracts, discounted at the .applicable Treasury rate. The interest subsidy 
,cost of loan guamntees is the present value of estimated interest supplement payments. 

.I ._ 
.,, 

27. The defailt cost of direct 1Sans or loan 8uarantees results frbm any 

’ 
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. . 

anticipated deviation, other than prepayments, by the borrowers from the paymenu 
schedule in the loan contracts. The deviations include delinquencies and omissions in 
interest and principal payments. The default cost is measured at the present value of 
the projected payment delinquencies and omissions minus net recoveries. Projected n?t 
recoveries include the amounts that would be collected from the borrowers at a later 
date or the proceeds from the sale of acquired assets minus the costs of foreclosing, 
managing, and selling those assets. 

28. The present value of fees and other collections is rccognixed as a deduction 
.from subsidy co+. 

29. Other subsidy costs consist of cash’ flows that are not included in calculating 
the interest or default subsidy costs, or in fees and other collections. They include the 
effect of prepayments within contract terms. 

Subsidy Atytization and Reestimatioa 

30. The subsidy cost allow’anoe, for,dircct loans is amortized by the INTEREST 
METHOD u&g the intcrW rate that wasoriginally used’to calculate the present value 
of the direct loans when the direct loans were disburs&d:The amortized amount is 
recognized as an increase or decrease in i&rest income. 

31. Interest is accrued and compounded on the liability of loan guarantees at the 
interest rate that was originally used to calculate the present value of the loan 
guarantee liabilities when the guaranteed loans were disbursed. The accrued interest is 
rccognixcd as interest expenses 

32. The subsidy cost allowance for direct loans and,‘ihe liability for loan 
guamntees arc reestimated each year as of the date of the financial statements. Since 
the allowan& or the liabilityrepresents the pmsent value of,lae net cash outflows of 
the underlying direct loans or loan guarantees, the reestimation takes into account all 
factors that may have affected the estimate of each component of the cash flows, 
including prepayments+ defaults, delinquincies. and recoveries. Any increase or 
decrease in the subsidy cost allowance or the loan guamntec liability resulting from 
the reestimates is recognized as a subsidy expense (or a reduction in subsidy expense). 
&porting ‘the subsidy cost allowance of direct loans (or the liability of loan 
guaran@cs) and nestimates by component is not mquircd) 

Criteria for Default Cost Estim.tm 

33. The criteria for &fault cost estimates provided in this and the foUowing 
paragraphs apply to both initial estimates and subsequent reestimates. Default costs arc 
estimated and reestimated for each program on the basis of separate doho+ and risk 
categories. The reestimates take into account the differences in past cash flay 
between the projected and realized amounts and changes in other factors that canbe 
used to predict the future cash flows of each risk category. . : 

34. In estimating default costs, the following risk factors arc considered: (1) loan 
performance experience; (2) current and forecasted, i+national, national, or regioaal 
economic conditions that may affect the performance of the loans; (3) f-Gal and 
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othei relevant characteristics of borrowem; (4) the value of dollateral to loan balance; 
(5) changes in recoverable value of collateral; and (6) newly developed eventi that 
would affect the loans’ perfotmance. Improvements in methods to reestimate defaults. ti al& c;i’;;si~en~f _ 

. . ‘.,,.1, .’ 
sue, 

3s. ‘Each dndit program shoulduse a systematic methodology, such as en 
eo&tome& model,’ to ‘project default Costs of each risk category. If individual 
&ounij &h sigeiifioant amounts ‘cairy a high weight in risk exposure, an analysis of 
the, individual accounts is warranted in inaking the default cost estimate for that 

“.I ‘ca,*goty . .t.,*,, . 7’: >.. < .“‘. 
.- i4. 1’ :,,~ ‘A&al hi&ioal’~experienSe’of ‘the pCrformanee of a-risk oategoy is a 

p$Gty fabtor ‘upon ,w+ich an~estina~~n of default costis based. To document actual 
experience, a data btisi sh&ilcl be matntiiirted-to, pi&id& historical infotmation on 

.* actual payment+ prepayments, late payments, defaults, recoveries. and amounts written :, ‘.‘,. I_ ,,s_ ,/ 
tiff. ,, -I, ,ii .’ ,, : ,’ 

‘,’ : ,,.,, ‘. ‘. 

may =d gx&& “’ ““,, ,,,‘, ‘; ‘. : ,, li 
I. : ,. .“’ ,. 

37: Interest accrued on direct i&w, includiiig~amottized interest, is recognixed as 
interest income. Interest accrued on the liability of loan guarantees is recognized as . interest expense. Interest due from Treasury on uninvested funds is recognixed as 
interest income. Interest ‘accrued on debt to Treasury is ‘recognized as interest expensa 

i. 

38. .,’ costs for administering-credit activities,-such as salaries, legal fees, and o!T- 
‘co&$ that are i&&d. for credit policy..evaluation. loan and loan.guarantee 

‘,‘I’ origination. closing, servicing, monitoring, maintaining accounting and computer 
systems, and other credit administrative purposes, are recognized as administrattn 
expense. Administrative expenses are not included in calculating the subsidy costs of 
direct loans and loan guarantees. 

: 

Pee-1992 >Did Loans and hn Gumantem ,, .’ 

39. The losses and liabilities of direct loansobligated and loan guarantees 
committed before October 1. 1992, are recognized when it is more likely than not that 
the direct loans will not be totally, collected or that the loan guarantees will require a 

’ future cash outflow to pay default claims. The allowance of the uncollectible amounts 
and the liability of loan guarantees should be reestimated each year as ,of the date of 
the f~cial~statements. In estimating losses and liabilities,,the risk facton discussed 
in the previous section ‘should be considered. Disclosure is made of the face value of, ,% 
guaranteed loans outstanding and the amount .gmininteed. ,‘. . 
,..’ 

40. Restatement of pm-1992 direct loans and loan &arantees on a present value 
basis is permitted but not required. 

dbbdifkatioa of Direct Loam and Lo-- Gummteea. ._ ,..;,, . .. :.. ,I,, 

41. The term “modification” means a federal government action, including new 
legislation or administrative action, that directly or indirectly alters the estimated 

Volume I, Version 1 .O 
February 28, 1997 



. 

242 . 
SFFAS NO. 2 

subsidy cost snd the present vslue of outstending direct loans, or the liability of loan 
gUWlltce!i. 

42. Direct &d&ati& are actions that change the subsidy cost by altering the \ 
terms of existing contm& or by selling loan assets. Existing contracts may be altered 

9 1 

through such means rs forbeaknco. forgiveness, rcductioas in interest rites. extensions . 
of maturity, and prepsyments without .penalty. Stih actions are modiflortions unless 
they are considered reestimates, or workouts as defmed below. or are permitted under 
the telBls of existing contracts., 

Y. 

43. Idiroot modifications an actions thst change ilk’ subsidy cost by. logisldion 
that rltcn,.theway in which.an outstat$ing portfolio of direct loans or loan gusmntees 
is administered. Example: .includ+ r,.now method of debt collection prescribed by law 
or a atqtutory rust+tion on debt collection. 1 

44. 
7.r 

Tbo term “mbdifltition” does not i&de subsidy oost reestimqtos, the routine 
administrative workouts of troubled loans, and actions thst & .pennitted within the 
oxistiq contract terms; Workouts are actions taken to maxirr&e icpryments of 
existing direct loans or minimize clrims u&r existing loan 8uaqntees. The expected 
effects of wor+tts on cash flows are included in the original’ ebtiaiite of subsidy 
costsandsubsequentreestimates. , 

45. With respect to a direct or indirect modification of pm-1992 or post-1991 
direct loans, the cost.,of modification is the excess of the PEE-MODIFICATION 
VALUE’ of the loans over their POST-lkDlFICATION VALUE” The amount of the 
mod&at@ cost is reco8nixod as (L mod&cation expense when the loinr are 
modified. 

46. When post-1991 direct loans ‘UC modified. their existing BOOK VALUE is 
changed to an amount equal to the present value of the loans’ not cash inflows 
projected under the modified terms from the time of modification to the loans’ 
maturity and discounted at the ORIGINAL DISCOUNT RATE (the rate that is 
originally used to calculate the present value of the direct lonns. whoa the direct loans 
worn disbursed). ,, 

%-he term “pm-modifioation,v&e” is the present value of the not cash inflows of direot loans 
estimated rt the time of modification under pm-modification terms and discotintad at the interest rate l ppliaablo 
to the time when the modification occurs on marketable Treasury securities that have a.comparable maturity to 
the qhing mrturity of the direct loans under pm-modification terms (simply stated, thepre-modikation 
telma at the Qurmllt rate) 

‘The term “post-modiflcrtion value” is the present value of the not cash inBows of direct loans 
estimated rt the time of modifkation under post-modification terms and discounti at the interest rate applicable 
to the time when the modification occurs on marketable Treasury securities that have a oompuablo ~turity to 
the remsiniq maturity of the direct loans under post-modifloation terms (simply stated, the post-modifloation 
terms rt the current mto). 
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4.7. : When b-1992 $irect lo& &e d&oily m&i@d, they are transferred to a 
finuroing acco~i and. .t@rbodk &~lu& ,is ,bl&ged to +n +o,uat equal to the& 
posttmodifiWion~,~~~. Any tibsequent x&iifi&ti&is treated as a modification of 
post-1991 loans. WI&a pre-1992 d&et, loans a= indirectly modified, they are kept in 
a liquidating aocount. Their bd debt allowance is r+ssessed and adjusted to reflect 

” amounts that would not be,oo!lecte+ dy.to the mo@ification. 
.; 

“’ 
,,‘_ _. 

48. -Theqhqnge in book valus of 6oth prs-‘lr)?i and post-1991 dimct loans 
resulting tjom a, diyw! qr ii&& .mq@atiob ai@ tlf& ‘Otiyt of modification will 
normally> din)& dt+ to @e: u;d Of d@&; $&+o@ ra?S or fhe use of different 

” qeuummeng, mqhods.Apy. ,@‘f~@.,.~w~a .,qe hi@~ ,$ +k value and the cost 
of mo&floatioa is recogaiz~b & ‘; e;i& &‘i&. For p&1991’ direct loans, the 
MODIFICATION ADJUSTMENT TRANSFER’: paid or received to offset the gain or 
baa is recognized as a finrnoiag source ,(Or a redytion, in f-ing sour@ :“;.. . _I 

.’ 9; . , ,.&, 
::-. ‘3;. c,:\ ” J&&&t & i&&i o~~~@&&&*& of *I992 of p&.l?91 

10~1 gwrai&, the 008i ‘oimohatki ii’ t& C&3 0f the POST-MODIFICATION, 
LIABILITY‘ of the loan guarantees over their PRE-MODIFFCATION LIABDLITY.’ 
The modification cost is recognixed is modification expense When the: loan guaraatetia 
am modified. . . 

so. The existing book value of & .l~a&l& of modified post-1991 loan guati,tees 
is changed to an am&t eq& to the @se& value ~$ne~‘~caah outflows projected 
under the modified terms from the time of ticidifi~~tiion‘to the loans’ maturity, and 
di+ount+ at Ed ,origi@ diyo+t .yte ($e ra& that is orig$ally used to calculate the 
pres+at vahie of w liabiliiy .w@ &i guaranteed loans wee disbursed). 

51. When pm-1992 lo+ g&nteei are direotly mod&$ they are transferred to 
a, frnaocing rcoount and thy’ &@ting book value, of the liability of the modified loan 
g+rantees is, ohanied to an q&mt equal to th&r pb+&dification liability. Any’ :. i 

\ 
I 

‘OMB insauctions provide that if the decrease in &ok v&e exceeds fhe cost of modification. the 
reporting entity receives from the Treasury an amount of modification adju&ent transfer equal to the excess; 
ark that: if the cost of modification excoedy the decmane ,in book value, the reporting entity pys to the TreaUy 
an amount of modification adjustment transfer to offset the exo&s. (Sci OME Circular A-l 1.) 

crhc term “post-moditicati& liability’ is the present value of the net oath outflows of the loan 
-tees estimated at the time of modification under the pqst-mod$ication @ms, and diseoypd at e 
interest rate rpplieable to the .time ww the mod&&on occurs on marketable Treasury seounues that have a 
coalparable matuiv, to t&: r&i maturity of thi 8uua&ed loaris under port-modificatiob terms (simfily 
stata& the poat-modifiwtion teim at the eurreat rite). 

‘The tcnrP~n@ification liability’ is the present yalue of the net cash outflows of loan -tees - -. -. %. _,___ .._ 
estitwtacl at the time if’ modif&t&n under the pm- modifi0atio~‘fiint’-~~‘~~~untad at lhe-intemst rate 
applioable to the time when the modification occurs on marketable Treasury secutities that have a oompamble. 
maturity to the vining maturity of the guaranteed loans u+r pre-modification terms (simply stated, the pre- 
modification term at the cumnt mte.) 

..; 

. 
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subsequent modification is treated as a modification of post-1991 loan guorontets. 
When pm-1992 dim&t loanguairmtees are indirectly modified; they are kept in a 
liquidating account. The liability of those 1oan:guamntees is reassessed and adjusted to 
reflect any change in the liability resulting from the modification. 

I 

9‘ ‘,, 

52. ?he &up in the ‘;maunt of liability of both pm-1992 and port-l 991 loan 
guarantees resulting from a direct orindirect modifiortionand the cost of modifiortion 
will norrnalIy differ, due to the use of different discount rates or the use of different 

-I measurement met&ds~ .Any difference ktween the change in liability and the cost of ‘. 
modifIcatiott is, recognized as a gain or loss. AFor post:1991 :loan guarantees, the 
mqdiIIcation.rdju+ent transfer’ paid or received to offset the gain or loss is 
recog&d as I financing jouroe (or a reduction in finanoing source). 

. 
I. 

f. Sfis OF I-0-Q 

” 53. The sale. of post-l 991 and pm-1 992 direct loans is a direct modification. The 
,oost of modification is determined on the bnsis of ,the pre-modification value of the 
loatis sold. If the pm-modifioation value of the loans sold exceeds the net proceeds 
from the, mle, the excess ‘is the cost of modification. which is recognized as 
modification : 
w== 

54. ‘For a loan sale with RECOURSE, potential losses under the recourse or ’ 
guarantee obligations are estimated,.and the present value of the estimated losses from 
the recourse is iecognixed as subsidy expense when the sale’is made and as a loan 
guarantee liability. 

55. The book value loss (or gain) ‘on a. sale of .direct loans equals the existing 
book value of the loans sold minus the net proceeds from the sale. Since the book 
value loss (or gain) qnd the cost of modification an calculated on different bases,, they 
will norm&ly differ. Any difference between the book value loss (or gain) and the 
cost of niodiftcation is redognized as a gain or loss.’ For sales of post-l 991 direct 
lo&. the modification adjustment trbnsfer” paid or received ‘to offset the gain or loss 
is recognized as a financing source (or a reduction in financing source). 

i, ,- 

D. 

56. Disclosure is made in notes to fmncial statements to explainthe nature of 

( ,  , I  r .  

“OMB in&ctions provide that if the increase in liability exceeds the cost of modification, the 
repotting entity receives from the ‘f&my an amount of modification adjustment transfer equaf to the excess; 
and that if the cost of modification exceeds the increase in .liability, the reporting entity pays to the Treanty an 
amount of modification adjustment transfer to offset the excess. (See OME Circular A-l 1.) 

sIf there is a book value ,pin, the gain to be recognized e&ls the book value gain plus the cost of 
modifIc8tion. ,... .“.^, 

“See footnote No. 5 for an explanation of “modification adjustment transfer.g 
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,. _. 

the modification 
,,. -’ 

of direct l&s or loan guarantees, the discount ‘rate used in 
calculating. the modification expense, and the basis for recognizing a gain or loss 
related to the modification. 

\ 

Foreebaare of Post-1991 Direct Loui;, and Guaranteed- hna ,., 

I 
‘S 

57. When property is transferred from borrowers to a federal credit program, 
through FORECLOSURE or other means, in partial or full settlement of peal-1991 
&mct loma or as a compensation for losses that the govermnent sustained under 

..a111 pcrrl-1991, kyr gtyan@ea. the foreclosed property is recognized as an asset at the 
‘pmmnt:v&te ofits e’&tttated,ftiturenet cash i&Iowa discounted at the original 

., ev-tc.,l. 
~., : ._ 

., .*., i _ _ :; .,, (,.,,I’ ,,,;. ,. ,,;,, 
,’ 

! 59 At a foreclosure of guaranteed loans, a federal ‘guarantor may acquire the 
. ., lo& mvolved~~ The acq@ed lokts’hm ,mc&gntied at the present value of their 

.e&tated :net c&h itklo& tim iii&g the loans or from ‘collecting payments from 
the bokwers, discounted ‘at the:original discount rate. I, 

‘.%.S 
. ?;j 60. When &s&s are acquired in full or partial settlement of post-1991 direct 

.‘. loans or g&anteed loans, the present value of the government’s claim against the _ 
botkwers is r&ced’by’,the amount settled as a result of the foreclosure. I .,. 

,‘., 
Wdteoff of:Di& Lo&a ;’ ,, ‘” .,. 

.)l 61:” Wertpoat- 1991 direct loans are u&ten ‘off; the ‘unpaid principal of the loans 
,, ’ is removed from the gross amount’of loans receivableCon&rently, the same amount 

/ .’ ‘is charged ‘to,,the allowance for,subsidy costs. Prior to the WRITE&OFF, the 
‘. ” un&llectible.,ktoutits should have been $11~ provided for in the subsidy cost 

‘allo&atke ‘through the subsidy cost estimate or reestinkes. Therefore, the write-off 
, 

.:. ). 
would l$v$ no effect on’ e~peitse~. ’ .‘, 

I :: 
a, 

.  
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APPENDIX A: BASIS OF THE BOARti’S CONCLUSIONS 

This appendix discusses the substantive comments that the Board received 
from respondents to the Exposure’Draft, Accounting for Direct Loans and Loan 
Guarantees. issued in September.1992. The Appendix explains the Boa& 
conclusions on’issues raised by the respondents. 

-. 

P.=SENT VALUE ACCOUNTING 

,,. ”  

62. Several respondents were opposed to ,using present value accounting.for 
direct loans and loan guarantees. They pointed out that although the Federal Credit 
Refotrn Act of’ 1990 requires the use of present value to measure the subsidy costs of 
direct loans l ttd loan guarantees for the budget,‘the law does not require using present 
value for facial repotting. They believed that since there are no legal requirements, 
the adoption of present value accounting should ,be based on cost-benefit 
considemtions. 

.‘+ ““. 

63. These respondents emphesixed the bomplexity and cost of implementing and 
maintaining present value ac&nting. Because of the need to separately account for 
the direct loans or loan guamntees’obligated or committed by each credit program in a 
fiscal year by cohort, as years go by, the number of’cohorts would multiply. An 
agency witlra number of, loan and loan guarantee programs estimated that within 3 
years, there would be more than 200 cohorts, one for each year and each program. 
Since most of its loans are long&m, maturing in 30 or mom years, the number of 
cohorts would be staggering. 

‘64. The respondents who were opposed to present value accounting doubted 
whether there would be any sign&ant improvement in financial information on loans 1 , 
and loan guarantees reported on a present value basis compared with infotmation 
traditionally repotted on a nominal value basis. They contended that both present 
value accounting and nominal value accounting rely on historical experience and 
management judgment to evaluate risk as the primary variable in determining a default 
allowance. They further argued, that since present value calculations involve cash flow 
estimates over. future years, information based on the estimates is not necessarily more 
reliable than information reported under the nominal value l cCounting method. / 

65. A number of respondents expressed support of the Board’s proposal to use 
present value accounting for direct loans and loan guamntees. They believed that it is 
a positive step to bring budgeting and financial reporting together. They also believed 
that implementation of the proposed standards would present useful information for 
monitciring programs with direct loena and loan guarantees. 

_. 
66. In proposing present value accounting, the Board’s primaty considerations 
were to carry out the intent of the Fe&ml Credit Reform Act of 1990 and to make 
finanoial reporting compatible with the budget. (See Exposure Draft, Vol. 1. par. 15.) 
The Board believes that one of the objectives of financial reporting is to enable the 
reader to determine the status of budgewy resources, and whether those resources 
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were acquired and used in acbordkncc with the enacted budejettt 

I 67.. ,, ,,The~~Fcder,al, ~r+it,~Refotm +ct of. 1999 requires using present value for the 
budget. l’he,Boird~c$k~ ttot,,b~&e~ ihat tlus reqt@ment ,should be ignored for 
f’iil .r\eporti@ ..,, since bttdgetsry m$kes ‘for’ d&t loan ‘and loan g-tee 
subst~es. ars provtdid ,o,n a *sent value basts, ‘f&&al repotting on the acquisition, 

. . . 

us,e,,.ar$ +>p: of the ‘~aot+b: $+d ,a ,?a thy Frn6 basis: My by using the same 
bssis,can fecial infopnatjon bk~used to comparc:~liek&l results .,I ;, ,,‘1 with the budget. 

. ...,. 
<’ , A,~., 

: $8.:’ ,Inde$d, a~~~~o~,~,~,,~~rrrmtibn would result if,$t&nt value wcr~ noi used 
,1..,1 to! &J$ ditk~. 1,~ ‘$ &ri ,@$w!$ tldi be budgeted &.a present value basis. ms orn & illustrrtcd by ihe. fdl16&iri L&J&& . . ‘, ; /:, 
/ /, ,. .’ ,:. : .;,, (, : ‘,. .; c , ( :, c..:* ;.. ,:; 

69. Suppose a group of S-year term loans in the aggregate amouttt of S 100,000 
were disbursed by a ,federal credit program at the end of fiscal year 1992. The loans 
require paying .an annual inten$ of;5 percent and replying, the principal in fiscal year 

‘, J9~7. Ik:iv?r ++-ed;thr!‘:.*e: lpten~i;~ou$, ,)c collcc,tg ,a~“! ,yfyr. but only SSO,OOO 4 
‘iif thk pri&+d *OttId ~,,G$d: WlGt :,th*.’ +is *ttir& ‘brig tlte ye& he low 
,wem disbursed. thi aylrage mtekt mtt of Tr&sury securities of the same mhrity 
was.9 penat& _.. , ., ,,;, _. ‘,“,‘*.,” ., ,jl, 

.’ 
,70. Based on the ‘casli’flow @rojection,shov in Table 1 below, at-the end of tI@ ,‘: 
1992 fiscal year;, the present value .of the direct loans was S71,44O’and the loans’ . . $1 $8 subsidy cost *as 528,560. It’is assumed in this example; that asre’qui@ by credit’ ,’ 
refotsn,.. the subsidy cost (3;28960) was funded with :s~~prop.ristions, -&l ‘the’ remaining 
amount ($71,440) was financed -with borrowing from Treasury st 9 I&em.’ 1 /. _’ /‘. ,I. , .,1 

:p;y I, :,&B&g. _. .. 
‘. I’HE PRESENT VALUE OF DiREa LO;jNg ,’ 

1993 s5.000 

1994 $,’ ,s,ooo ” 

1995 ‘.‘ 5,ooo ‘I’ 

19% . ‘5.000 

1997 
‘: 

s85*000 

Resent value at 99% 
‘. 

$71,400’ - 

71. If the nominal value accounting method were used in financial reporting, the 
StO,OOO of the principal that was estimated io be uncollectible would have been 
reported as a bad debt expense. The estimated uncollectible amount of S20,OOO would 
have been recognixed as the cost of-the losrkin financial statements. In reality, 

“FASAB Exposuri Draft, Objectives of Federal Financial RepOrting, Vol. 1, par. 13. 
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however, the agency spent S&560 of budgetary resources to fund the cost of the 
loans. 

.i2. Also, if the nominal vaiue accounting method were used, the loans as assets 
would have been re+orted at SgO,O& at the end of .the 1992 fiscal year, which equals 
the SlOO,OOO ptinc~pal of the loans minus an allowance of S20.000 for the 
uncollectible amount. On the other hand, debt to Treasury would have been reported 
at .S7l, ,440, which was the amount, actually botrowed to finance the loans. The 
f&cial information would have shown an exiekr of the assets over the liability by 
S&560. ln realtty, however. even if the, default estimate was correct, the entire 
collection of interest ,&id ptino&al would be used to pay interest and principal to 
Treasury. The &&it program. in fact would have no exoess in assets. The following is 
a comparison of the loans reported on a present value basis and on a nominal value 
basis.” _) 

,’ ‘I, 
iABLE 2: 

RbPOIiTiNC ON THE DHiEk. LOANS A;T PR&@NT VALUE 
ON S&l+&h&d 30.1992 -’ . . .I’ 

TABLE 3: 
R&PORTING ON THE DIR&m LOANS AT NOMINAL VALUE 

ON SEPTEMBER 30.1992 

73. A similar distortion would result in reporting loan guarantees. The distortion 
would be caused by reporting loan guarantee liabilities on a nominal value basis, 
whereas the budgetary resources received to fmancc the liabilities are measured at a 

“Tables are provided only for illustration. They do not represent a repotiing format. 
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3 * \----- \ 
74. ,Jn, evahrating’efforts and’costs of implementing present veiue l ecounting for 
post-!991 direct loans and roan guarantees. one should keep in mind that the federal 
direct loan and l&n guarantee progiains have modified or ,will have to modify their 
accountmg~ systems in order to implement the budgeting requirements of the Fe&ml 
Credit Reform Act of 1990. They will have to maintain data by cohort and risk 
category, compute interest on borrovving from Treasury and on uninvested funds, and 
make subsidy estirn& and ree&imates. The accounting standards provided in this 
stat&ient do not require more than the budget process requires in these respects, and 
tld th& Gould &t result in a bubstantiai &notmt of idditional effort or cost. 

.e. 

75. Some respondents indicated,that it would be burdensome if present value . 
accounting were to be implemented on a loan-by-lorn~(or tins&ion) basis. The’ 
Board does:not propose that ,the accounting standards be implemented on a 
h&bj+$ir bdsfs. The, +@lards “should ii~~ly:to~a cohort (or risk category) of direct 

:‘. loans or loan guarantees m the aggregate. ,. : ‘. ) ; ’ (, 

76. In addition to making financial n&rung consonant with the budget, the * 
Board & ‘beheves‘thiit the stander& proposed in the Exposure Draft will produce 
better fi+r$rl; information for the followi‘ng reasons: 

., 
77. First, the proposed standards would require measuring and recognizing the 
subsidy costs of direct loans and loatrguarantees at their inception rather than at a 
later d&. The current rcoounting~ practice does not require this. In the absence of this 
reqtiir@nt. the host of direct loans is not recognized when the loans are disbursed, 

., .* and the ii&it@ ‘to pay claims under lo& guamntees is not usually recognized when 
” / 

d 

guaranmed’loans’ are disbut-sed. .” .A. 
78. Second, the proposed standards would require a comprehensive evaluation of 
future cash flows over ‘the life of direct lb+ land guaranteed loans, including 
payments of interest, principal. fees, prepayments, defaults, delinquencies, and I 
recoveries. The current acbounting prectiee‘typically provides an allowance, for the 
portion’& the’principal that would not be collected. It does not take into account the’ 
impact of other cash flow elements. 

‘79.‘ Thitd, the Proposed ‘staii~rds would ‘require discounting the net cash flows at 
the govknhenth borrowing rate on tiketable Treasury securities. Discounting is a 
basic feature of &nt value accounting thit measures<and recognizes the interest 
subsidy cost of direct loans and loan’ guarantees; and the tune value of all cash flows. 
The time value of such cash flows is not accounted for under the nominal value 
accounting method, and the interest ‘subsidy cost is not accounted for when the loans 
ore disbursed. .,.L ,) 

80. Rinally. the proposed standards would require hn annual systematic review of 
the projected cash flows. The projections would be revisedind updated to reflect 
newly developed events, changes in economic conditions, ,Fd better undersuuuling of 
the factors that cause def@s. The subsidy, costs would be reestimated accordingly. 
The reestimation requirement ttssures that credit programs~maintain an up-to-date data 
bbi b$’ ‘cohort ‘ tid %ktimgoe of actual collectioiis,’ defaults; and amounts written 
off on federal loans a&loan guarantees. Such a complete data base was not available 
prior to credit reform. 
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81. In summary, the recognition of cost at inception, the oomprehensive 
evaluation of all future cash flows. and the discounting of futureoash flows to present 
vaJw l e complementary elements at the core of present value accounting. When 
t&en together, thfy place an economic value on the cost the federal govenuncnt 
incurs in making direct loans and loan guarantees. Likewise, they place an economic 
value rather than a nominal value on lq assets and loan guarantee liabilities. 

Baaed.on the view that financial l ccounting’should be compatible with the 
&et,aud based on the,other l dvaata@s of us& the present value accounting, the 
Beard has con&tded that the present value rctiutttittg method should be used in tlw 
Neountin# stand+ for post-1991 ditect loans and loan @larantees. 

SUBSIDY COST ~OlifPONENT ‘, 

83. The Exposure ,hft proposed that when director #uuanteed loans am 
disbufse~ their subsidy expense be recognized separately &no- mtereit subsidy 
costs, de@dt costs, fees-(as ‘a deduction from the costs), and other subsidy costs. 

‘. 
84. ‘IJte Exposure Draft also proposed the following requirement: The intereat 
subsidy l lloyee shall he antort@ us& the ‘intereat method. Compound intereM 
shall ‘be l camml&d on the allowances for default losses, fees, and other dost 
oomponMts. 

as. The Exponrrc ‘hall posed a question: Should the subsidy cost component% 
if material, be recognited separately in fmtial sporting? Some respqndenu sped 
that the subsidy cost components should k ripara&ly recognized. They believed that 
separate recognition would provide the level of detail needed to uadentmd the 
program better and improve their component estimates for. budget form@atioP 

86. Some respondents were opposed 10 report@ subsidy costs by component on 
the grounds that (l),only the aggregate l motmt of subsidy costs is needed for budget 
execution purposes. (2) infotr+ion;on cost components may not be used by 
management, and (3) .the cost of complex record-keeping and calculations outweigh 
the benefit. 

87. Afteqoonridering the benefits and efforts required in accounting for subsidy 
cost components, the Board es concluded that wheb direct or guaranteed loans are 
disbursed, the subsidy expense of the dire+ loans or loan guarantees should be 
recognized in sewate oomponen~. The Board believes that by reporting the subsidy 
expense oompownts of dir& or pranteed loans disbursed duting the reporting year, 
the cost components of newly diAnaed direct loans and loan guarantees can be 
compared with those of prior years. The cost oompownt information would be 
valuable for maki& credit policy deoisiom; monitor& portfolio quel@and. I.,. 
@fOViIl~ Cdit pCXfOIfWWC. Information on intemst subsidies and fees would help 
in ad&g decisions on se- interest rates and fee levels. Information on default 
costs would help in evaluating credit performance. 

88. In &lcti~ the pewat. value, of the .subsidy costs for the budget, agencies 
must fint develop data on cash flow components. OMB requires agencies to use the 
OhdB credit ~bsidy model, whioh t&es these cash flows as inputs and automatica& 
calculates the components of the subsidy cost. Since the information on subsidy mod 
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&t&&ts of ;(li dii& loans and loan gua&aes is available. reporting the 
iB6olTBdi~p ~0ll@,liii~ raquim,bigdificaBt additioyaa~ effblta. ; : ;2::. ,,:,. ‘J,, ,,I. 

‘89., : ~, Rowe& ‘& B@ r&l&s that it.wouldrcquirc consi&rable efforts to 
‘z$:--” maintain ra~o&’ for tbi &&nt’value’%f %ost compo~ints for each existing cohort of 

lb& and l& guarant&%r&xe~or ah~~uIa~ ‘iiuercst on each component each 
year. adjust each component each year for h&in&s, and, if applicable, adjust each 
component for. modifications yhen thqoccur. After considering the efforts that would 

0 
9 be required and the hefib $d &odd be dtived,,ttie Board deoidednot to ,.‘. ‘, ‘-. 
:, mwmpz~d then ~requ@ment .tq ypxtize or acbumulatc interast on each subsidy cost 
.:, 
.’ 

cpw&BL w&O& ~&&~t&&~3”0,Biims mry.~mo&a & $&$idy 
,‘, l lJya@+c .o@$ .bj~,~‘&e&$bii~ tlb interest ‘method. They would, not 

.I ,, ..L.. ‘, ,,( ; ,“,, ,, :: ; ,.y ,:,.. (,” 

99. : By eliminating the. r@rei&it to aW#tix~~~airdac~umulate interest on each 
‘. componint .of th~~~~atmsidy :ost, allowance, WBoard maliaes that, infomation would ?iT) II (..J,, ,$,I 

iId be rhilable F baf&,,qhSB+S~h th6 $i+iiBt valueS Ofthe Cot+XiCBt% However, 
,, ] d&, ‘&d~ s@ * available’c t&k charigrs ~iir’4he’ total amount of a cohort’s rubsidy 

alIo,~~~,~aff&i by a&al~ r&stimatts. Th6 primary factor that oauq changes in .’ 
th&s&sidy allow&’ Gould, &,~lcfaulti r&siimdtes. :Furthermore, the Board believes 
,&t it:+.&!,: &~;&@&a& && &h..~~&t~~og ,b&& a’&b b& for 
a@ ,ooll~ti&~, default& ahliriq&acies; and recoveries. For purposes of monitoring 
proramgerforman~, ,and 6stimsting, future losses, the actual default and collection I 

I 
i 

+a b+e.is ‘mom tmportant than tracking-chadges’.in the:allowance for the present 
.,, ,valuc of’subsidy oo%by’ &nnpori&~ The actital&fault ,and colleotion data base is 
‘ai& he&h f&&h&th~ bnd r~bti~~~thg subsidy .oopb. :.’ “.. ,_ ,, ‘,,,‘,,.!. ‘, I 

.,.. I I ,,. ,‘. > I 
.XCCOUNTING’FOR FEES. 

: , ,” . 

91: : In fhe Exposure Draft, the Board piopbsed that the present value of estimated 
‘fee receipts b& rccogni&l as a deduction from the subsidy expense. The Board posed 
a ,quastioh: How sho,uld fees be ,ricogn&d on an entity!s financial reports? Should 
they bc,rccog&ad as a dad&ion of subsidy expc&. or as a revenut? 

..; ‘_, ‘. L,’ . 
92. -. Many &pond&r b agreed with the.pro@sal that the present value of 
e&rated f& oolIeotionb bl’rGo@ized as a deduction of subsidy expcnsa. Some ‘:’ ” 
mSpOB&Bb COBtCBdCd that fees should k~recognized’as a revenue rather than as an 
.expcnse component. They statad that .offsetting revalues against expenses would BOt 
prdvide Ckkh’eBUS/CXfbSBSb infOtmatiOB COn&ning the OpCfatillg rcsuib Of a C&it 
pr&pan~ !hha &fthk respo~dantg also said that to the extent some of the fees ara 

.’ uaad ,ti *fray r&-live Oosta. they should not offset subsidy expcnscs because i 
iha ~edaral’Credit Reform A& of 1990 excludes administrative costs from subsidy 
expeBaa. 

93. Tha Board is not persuaded by the’argume~ts that fees should be reported as 
8 rivenue; ihc’ aubsidy expcnsa of ‘&mot loans and loan guarantees is the focal point 
of oradit reform, and it is measured as the preseat.valuc of the net cash flows .of the 
direct loans and loan ‘guaratitees; Since the estiuiau~I fees ‘ata a component of the cash 
flows, the Board believes that the present value ,of f&s should be reported as a 
component of the subsidy expense. Since the Board has concluded that all of tbc 

-. / . 
LS i. 
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subsidy expense components, inch+tg the present value of fees. are to be reported 
separately, reporting the present value of fees as,an expense component would not 
reduce information on the collection of fees. Furthettnore.~the administrative expenses 
that.are excluded from subsidy costsare often covered by appropriations, rather than : /- -I 
paid by fee collectionj. Thus, it is,not necessary to allocate a portion of the fee / : 

~~~ll&hx~~ to pny the administrative costs that are not a part of the subsidy costs. 

PRE-1992 DIRECT LOANS AND LOAN GUAMNTEES : ,- 

9i. The.phrase pre-1992 d$ect loans and ldan guarantees refers to direct loana 
obligated, and loan g~ratttees codped b;ifere Octob& !, 199 1, the effective date Of 
the Federal Credit Reform Act of 1990. In the Exposure Draft the Board did not 
recomme& restating ,@e-i992 direct 1daCind 106 &a&es at present value. The 
Board’s position wns &&the costs df re+&tg those dir& loans and loan gttamntees 
would ,outweigh the benef$s. ‘, .1 

: 
95. Most respondents whb bomtbented on this. issue agreed with the Board’s 
pOsition. They em&sized tl$ @e res@tement of ‘pn-1992 direct loans and loan 
guarantees would be a complex process ant! would reqtiire substantial resources. They 
pointed out that a major ,difftculty ‘is cat@ by tli6 lack of complete and accurate 
historical data that a restatemeit needs to be based upon. Because of the lack of 
accurate datai even if,&e agencies incutred it great deal of cost, the restated loans and 
loan guarantees .oould not be accurately compared with ~st~1991 loans and loan 
guarantee; on the.aame ba&.,‘The respandents +inted out that since the pre-1992 
direct loans and loan guarantees we& obligated 6r committed in the past, restated 
ittfotmation would be of limited usefulness to c&rent budget decisions. They also 
pointed out that the amount of pre-1992 direct lbans and loan guarantees outstanding 
would diminish over time as loans matured, &faulted, or were modified. 

hi2 
‘r 
I 

%. In addition to considering the comments on the Exposure Draft, the Board 
..’ 

also considered the findings of a G;AO report presented to the Board.” The GAO 
report suggested that by not requiring a restatement of pre-1992 direct loans and loan 
@tamntees at present va@c. poor information would be perpetuated, which could affect 
the ability to (1) forecast the future budgetary impact of pre-credit reform credit 
activity, (2) minimize losses, and (3) judge the reasonable accuracy of subsidy 
estimates for post-‘1991 credit. The GAO report recommended using simplified 
methods, such as sampling, techniques, to restate pre-1992 direct loan: and loan 
guaran~es at present value. 

97. However, there was I strong indication in the comments the Board received 
and in the findings of the GAO report that agencies have been experiencing serious 
difftcttlties ii~ implementing the credit reform requirements related to poet-1991 direot . 
loans and loan guarantees. A restatement of pm-1992 direct loans and loan grunatcur, 
even on a sampling basis, would require additional use of the agencies’ limited 
accounting resources. The Board also agrees with the view that as the pre-1992 direct 
and guaranteed loans ari approaching their maturity and are paid off, liquidated, or 
w&ten off, the difference between their present value and nominal value becomes less 

._ 

“GAO Report to the Chinnan, Senate Budget Committee, Fedeml Credit Pmgmn~: Agencies Had 
&~OIU Problruts Mcckng Credit Re/onn Accounting Requirements (GAO/AFh4D:93-17, Jan. 1993). 
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si@ficant. Thus, the ,B,oard concludes that it is appropriay not to require restating * 
pm-1 992 direct loans and loan guarantees at, present value. 
._ . 
98. The Depart&nt, of Veterans Affa&$ted .m ita comments that it had 
acootmted for pm-1992 loan guarantees on a present value’ basis. The Department Of 
Education indicated ,m its comments that it planned to report pm-1992 loans on a 
present value basis, Their .efforts to account for pre- 1992 loans and loan guarantees at 
present value, qlthough.not at the same level of detatl as required by credit reform, 
could very well res@tin improved information for f$edit management. Other agencies 

,GY‘, I may’ follow their examples. The, Board believes that. reporting those pn-1992 direct 
‘? G. -loans and loan ,guamnteea on a present value basis should be’ Iietmitted.’ .i 

99. Although a restatement of me-1992 direct loans and loan guarantees at 
i ‘. preaent,.value is not nqmmd,.the Board ~on@ea~,to believe, that it is of @n&mental 

,., importance to estimate, and reco8nixe losses: ax#abifif’c” fzr those dir& loans and 
loan ,guarantees. .Loss, estimatjon,‘and reco@iuon, am necesmry to support federal 

.:go&mnent ,I$&ial~ .plantjng and ,rnanagement:. .The, infotiation on both current and 
potential liabilities related to federal credit programs alerts Congress and federal 
offtcials ;lo. the longttetm ,costs and future financing needs. 

,; 

‘_ 

l~oo., The recomme,nded standards would require that losses of pre- 1992 direct 
loans and liabilities related to pm-1992 loan guarantees be recognized when it is more 
likely thon not th+ the loans will not be totally collected or the loan guarantees will 
require a future cash outflow to pay default claims. This is the same standard that the 
Board recommended for the recognition of losses on receivables in FASAB Statement 
of Recommended Accounting Standards No. 1, Accounting for Selected Assets and 
Liabilities. 

101. The Board believes that each loan guarantee rjiogram should disclose the 
aggregate amount of outstanding guaranteed loans. In addition, it should also disclose 
its risk expsun, which is the guaranteed portion of the total outstanding guaranteed 
loans. 

MODIFICATIONS 

102. A modification is a government pction that alters the estimated subsidy cost 
of outstanding direct loans or loan guarantees. Both a government action and an 
alteration in,iubsidy cost are neces&y conditions for a modification. A subsidy 
reeatimate is not a modification. 

103. Direct modifi+ions change the subsidy coii by legislation or administrative 
actions that alter the, tenns’of existing contracts or by selling loan assets. Existing 
contracts may be altered by such means as forgiveness, forbearance, reductions in 
interest rates, extensions of maturitv, ‘and prepayments without penalty. Such actions 

’ are modifications unless .they are considered workouts as explained below or are 
permitted by the’existing contract terms. 

104. Indirect modificiittons change the subsidy cost by legislation that alters the 
way in which an outstanding portfolio of direct loans or loan guarantees is 
administered. Examples include a new method of debt collection prescribed by law or 
a statutory restriction on debt collection. Such new legislation would produce a 
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one-tine effect on the subsidy cost of outstanding direct loans and loan guarantees 
only. After the enactment of the legislation. the, effects of the legislation are i14uded 
in the original subsidy cost estimates of newly obligated direct loans and newly 
committed loan guarantees. Thus, the legislation is not a modiflcatioa with respect to : 1 
direct loans obligaied,aad loan guarantees committed subsequent to its etta~tment. 13 , ’ 

: 

105: Tit6 term “modification” does apt include the routine administrative work-~llt~ 
of troubled loans or loans inimminent default Work-outsam actions undertaken to 
maximixe the repayments to the govemmeat under existing direct loans or to mini&e ’ 
chim’ payments that the government .would make under loan guarantees. The,expe~tcd . 

. iffecti of work+ts on cash flows are ittchtded in the original estimate and .the 
reestimates of the subsidy cost. Therefore. a .workout effort is not a government l ctioa 
that alters the estimated subsidy cost of direct loans or loan guarantees. 

, 
106: The tena “modiflcatioa” also does not include actions that are permittad 
within ‘6 existing contract terms,, sttch!as prepayments without penalty permitted by 
existing loan cumraca. The.expected effects of such actions on cash fIows are 
inoludedin,,the original estimate and the ‘reestimatesof the.subsidy cost. i _: : (, 

107. tie&her the term “modification’ it& the. term “workout” includes ‘additional 
disbursements to borrowers that increase the amount of dir&t loans outstanding. These 
disbursements are considered to be new’ loans in *e, amount of the increment. 

108. When direct loans aad loan gudrantees are modified, the subsidy cost of the 
modification must be caltiulated. The book value of the modified loans ad the 
liabilities of the modified loan guarantees must be restated: The Exposure Draft used 
two types of discount rates to calculate the present values of post-1991 direct loans 
and loan guarantees that are modified: CURRENT DISCOUNT RATES aad original 
discount rates. 

iil2 
-z-z .f 

109. The term “current discount rate’ refers to the interest rate applicable to the 
time when the modification odcurs on marketable Treasury securities that have a 
comparable maturity to the remaining maturity of the direct or guaranteed loans, under 
either pm-modification terms, or post-modification terms, whichever is appropriate. . 
The cost of modification is measured as the excess of the present value of 
pre-modilicatioa net cash flows over the present value of post-modification cash 
flows. bothdiscounted at a cutrent diwount rate. This is consistent with the 
measurement method described in Oh@ instructions. 

110. The term “original diwottnt rate” refers to the discount rate that is origin&y 
used to calculate the present value of the direct loans or the present value of loan . 
guemttee liabilities, when the direct or guaranteed loans were disbursed. The value of 
modified loans or the liability of modified loan guarantees equals the present value of 
modified cash flows discounted at the erigiriel di&ount rate. The original discount rate * 
is used to detmnine the value of modified loans because tbis is the interest rate that 
the Treaswy charges on funds that it lends to the credit program to finance the loans. 
The original discount rate is also used to determine the liability of modified loan 
guarantees because this is the interest rate that the Treasury pays oa ftmds that it holds 
for the credit program to pay future cleitns. -, 7,*x. )_ 

111. Because of using the two different rates, a difference will notxtally occur 
between the change in the book value of modified direct loans and the cost of the 
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d, ., .; 
modification. In the iase of.loan .pr.anteesi thera will ,notmally also be a difference _ 

3 

beiween the change in the liability ot modified loan guarante& and .the cost of 

( k- 
modification; , .I ‘,’ .I ,’ 

112. The Exposure Draft used an lqxarpple. to illustrate the; difference.“, The 
example used the original discount,rqte of 6 pz~nt,~?~+cul#e the book value of a 
modified loan, end .it used the cutrent discountrate of 8 percent to calculate the cost 
of modihion. -The oaloulati,ons resulted in a difference between the change in book 

,4‘ v&w at&he cost of modification.- “. L, :, 
J..‘ :. ” (, ., :_ i :. I’ .; .\ :, 

‘113. Old@ instructions require &&pa. am&tt ~~~~ t0 tjtc difference between the 
change in book -value and the cost of modification ‘e@her be returned to, or received 

.: * hi&theXpasuty : to $‘ftit tjy ,#@qt~~c,i. $g;,“cx+ transfemd to offset the 
difference: is r&red to. in .Q.&fB ~~tru$$uts as ,the, modjfi@on adjustment transfer. I . ,. <.“r .: 
This transferdoesnotconstitute a part of theroost of$~~~f&ation and is not a budget 

I ‘o~~~,~~~coll~oti~n~:,~~;~,~ ,--- :, : ,+!,.I,, j’., . .,:,: .:,-j:,. ,,j:, ;;: 

,/ 

. management. They &$ended th&the~co,mpiexcs:rty of the,~otn#nation. the effect of 
changmg ‘d$cotmtrates~,and the re?$iqg ‘di,fference between the change in book valu 
and the cost of modification would only detract from management’s ability to anahrr 

i 
the results of modification:, ,’ ,:.’ .a: 

., r 
115. ., The,.Boardjreelite;‘th?t’it is undesirable to &i&late .the cost of modificauoa 
and, change in book value on different bases. Because’ tfiecoft of modification and the 
bo&k-value are calculated on different bases,:the modification expense recognized 
would, not equal the decrease in. the book value ‘of direct loans (or the increase in the 
liability of. loen guarantees) resulting from,, the ,modification. //,, 

116. However? it .is also undesirable to ,mcogmze a modification expense at a 
measuremept basis that differs from the budget and appropriation basis. The OMB 
instructions concerning the definition and the cost of modification have carried a great 
weight on the ,Board’s consideration of.@ subject. The OMB instructions require that 
the,cpst .of.mod$cation be~measured at,.thc ,cutrent rate. and appropriations approved 
for a, m+fic+ion ,ti$ equal the cost of modification.. The Board believe; that 
financial reporting. should ,mRect the modifioation~ cost recognized in ,the budget and .,<1 

., . . 
the modification appropriations received. _ ., 

117. The Board also appreciates the rationale,.in CMB instructions. The Federal 
Credit Reform Act of ‘i990 requires that the calcu!auon of modification cost be based 
on the estimated present value of the direct ioans or loan guamntees,at the tune of 
modific+ion. This requirement has been interpretedas calculating the present value of . . . . *. -.,- ,* ._.., 1_.._ ./. .,_ ,. ,.( . . .,I_ .” ” .I. 

. 
“8ee Exposure Draft, Vol. 2. pars. 221 thro@ 231, and Appendix 2: pages 139 through 143. 
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modifkation cost at the discount ‘rate applicable at the timi of ‘hodifkation. lk 
Board also agrees with the substantive rationale for using the current rate. BY u+t 

. the current rate, tht iakilation of the modification cost will reflect the economic Cost 
of the modification at the time when the modification decision is made. 

118. The Board found that some of the opposition to the use of the cutrent rate for 
modifications’arose because of a tuisunderstandin8 about the difference between 
modifications and work-outs. Once the distinction was clarified between work-outs 
(which are included, in the initial subsidy estimates and are quantified using the 
or$inal rates) and modifications ~(Mich~require separate action as described, but are 
less frequent in occurrence), t&h of the opposition to using ‘current rates for 
modificatioM diaap‘pirrcrhd. ” ‘. ., _; “L, -‘. !. , 

119. In imtsidcrijhg :i &itio~ for the umasurement difference between the 
niodiftcation cost and the book ,value of the loan (or the Joau guarantee liability), the 
Board has considered as an rltertiative whether the current mte could also be used to 
calculate the value of modified direct loans (or the liability of modified loan 
8uaratttees) so that the chan8e in direct loan book value or loan”8uarantee liability 
could ,equal ‘rhe’~ost of niodification. The Board ~has’decided against this, for the two 
ieaaony explained t+W.’ .’ 

, 
‘. 

120. Fii uttder credit reform, the ‘tm-subsidized portion- of direct loans. is 
fvdby fuuds borrow&d’:f rout Treasury, while the subsidy cost of the dkct loans 
is finrnced by appropriations. Thus, the:catrying amount of direct loans at any point 
should equal the b&n& .of.debt to Treasury. Proceeds froni collecting direct loan 
prindipa! and intem’stivill be:tised~to repay debt to Treastuy. This exact match 
between loan assets ihd liabilities’ (debt to Treasury) is a unique, feature that makes 
credit reform loani and loan 8u;antees different from private sector lending. 

: 
121. When a modification ocouir; the book value of the, direct. loans is affected. 
An amount of modification appropriation, plus or minus the modification adjustment 
transfer. would be used to reduce the debt’io Treasury. By doing so, the book value of 
the modified loans -and the balance of the debt to Treasury would continue to be 
equal. It is important to note that the interest rate on the debt to Treasury does not 
change as a result of the modification; it remains the originrl rate. Thus, the debt 
balance to Treasury in fact equals the present~valrrc of future payments to Treasury 
discounted at the originrl mte. Since the debt to Treasury is based on the original rate, 
that rate should also he used to cal&ate the book value of modified loans, so that the 
book value of the loans and the balance of debt to Treasury would be kept equal. 

122. A parallel situation exists with loan guarantees. The financing account of 
each loan 8uUmttee’prOgnm maintains a fund balance with the Treasury equal to the 
liability of the loan guuurteer. The fund balance and the liability grow at the same 
compound interest rate. The fund balarmewill~ accrue interest at the.,or@iuxl retc, ..,. , ,1. 
applicable at the time the 8uaritnteed loans were disbursed. The interest rate will not 
chqe because of a modification of the loan guarantees. Thus. only by measuring the 
liability of the modified loan 8uarunees at the original rate could the liability be kept 
equal to the fund balance. 

123: Se&d, even if the cutrent r&we&used to calculate the book value of 
modified loans. the difference between the chnge iu book value (or the chan8e in 
liability balance) and the modification cost would not disappear. in measuring the 
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I’<: 
, 

change ik’book. value (or the change in liabili-ty balance), the, starting point is the 
p&odification book value (or the pie-modifi~auon‘liability balance), which is based 
on he o&d discount rate. If the current iaie is’ used to dalculate the 
post-modification &ok value of modified direct loans, the change in book value 
would equal the difference between the pre-modification book value (based on the 
original rata) and the post-modification book value (based on the current rata). 
Similarly, if the cutrent rate is used to calculate the post-modification balance of 
modified loan guarantee liabilities, the change in liability balance would equal the 
.&ffermce between the pre-modification balance (based on the original rate) and the 
post-modifleation balance (based on the current rate). 

124. The cost of modification. on the other hand, is calculated differently. The 
starting point of the calculation is not the existing pm-modification book value of the 
modified loans (or the existing pm-modification book value of the liability of the 
&difiap loan guarantees). For both direct. loans and loan guarantees, the calculation 
uses the present value of pm-modification net cash flows discounted at the currant 
discount rate as the starting’point. This, pre-modification value .differs frdm the 
existing, pm-modification book value because the latter is: based on the original . 
discount rate. ‘The cost of modification equals the differeno’e between the present value 
of pre-modification net cash flows (discounted at the..current rate) and the present 
value of post-modification nat cash flows (also discounted at the current rate). Since 
the calculations take a different starting point, the cost of modification would not 
equal the change in book value. 

12s. Because of the two reasons above, the Board believes that the best solution 
available is to measure the cost of modification at the current discount rate, and to , 
calculate the carrying amount of modilied loans and loan guarantee liabilities at the 
original discount rate; 

126. However, while it makes sense to detetmine the cost of modification based 
on the current discount rate, llnan&al reporting dannot discard the pre-modification 
balance of direct loans or loan guarantee liabilities that are carried in the accounting 
records. Because of the use of different discount rates, the change in book value will 
be different from the cost of modification. The Board believes that the effect of a 
modification on assets or liabilities should be reflected in the operating statement. The 
Board believes that in addition to recognizing the cost ofmodification as a 
modification expense, any difference between the change in book value and the 
modification expanse should be recognized as a gain or loss.,Thus, the net effect of 
the modification on the operating statement equals the decrease in loan assets or the 
increase in the liability of loan guarantees resulting from the modification. r. 

127. Based on this view, the Board has concluded that, with respect to a 
modification of direct loans. any difference between the change in the book value of 
the direct loans resulting from the modification and the cost of modification should be 
recognized as a gain or loss in the operating statement. Similarly, any difference 
between the change in the amount of liability of loan guarantees resulting from the 
modification and the cost of modification should be recognized as a gain or loss in the 
operating statement; The gain or loss is to be recognized in a category distinguished 
from the modification expense. The modification adjustment transfer paid or received 
to offset the gain or loss is to, be reported as a financing source or a reduction in 
ftnancing source. 
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128. ’ The Board further believes ‘bt rgenq y fmancid statements should include a 
footnote to explain the ~loulrtion of the codt ( of modificationa and nature of gain or - 
10~8 on modifkatiOas. 

i 
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APPENDIX B: TECHNICAL EXPLANATIONS AND ILLUSTRATIONS 

The This .~p~dk ~~~plrins ad ilhtmtes the wountiag standards for ,dir&t lo@s and loan guarantees. 
explanations and illustrations are Presented to show how the standardsmay be applied but are aot standards 
themaelvea They also take into account OMB and Treasuty regulations on credit reform. 

- Part I: Post-1991 Direct Loans 
- Part II: pm-199zDirect Loans ,I 
-: Part III: Post-199l~Loan Guarantees 
‘- pUr IV: prS-1992,L~ Gmmn&ejT : ” ‘. .i... ,I 

T+sooid.~~~*&: 

!  :  

, . .a , ,  I .  1) v 

-- the measurement and reco&iti$ of direct loans, subsidy ‘costs, and the liability of ki gukranteer; 
- the re+iamtion’and the l mortixatioa of the subsidy cost allo&tee; 
am the reestimation of loan guarantee liabilities and the rootitnulation of interest on the krbiliti&; 
- the recognition of revenues and expenses; 
- modifidations of direct loans and loan guarantees (including the sale of direct loans); 
- the .yt+off of ,direct loans; and, 
- the fomlosure of assets upon default. 

khe A&ndix.d& not illustrate ‘futancial statemet&, jotuna entries, or &counting prooedurh. Readers 
should consult OMR, GAO, and Treasury for guidance. 

PART I-POST-1991 DIRECT tCkNS 
, 

Post-l 991 dir+ loans am direct.‘l&ns obligaied after Se@ember 30. 199 1, The accounting for post-l 99 1 
dikt loans is‘cxplaikd and illustrated in this part of the Appendix through an cirample ‘described b&w: 

‘. ‘, 

At the end of fiscal ,year 1994. a fedcml &edit program disburses a number of direct loa? with a totil 
&siprl. of SIO million. Those loans constitute a’ cohort for that year. The maturity tefm of that cohort is 5 
years and the ‘Wed annual’ i&est”mie is ‘4 percent. 

AR of the amounts used in ihe text below arein thousands of dollars. ,, 

The loan contracts require an annual payment of S2.246 per year for 5 years;paid at the end of each year. 
In Table 1 below, the required annual payments are shown in column (a).” The amounts in column (b) equal the 
begianing lord balance of each psriod multiplied by the stated interest mte of 4 percent. The amounts in 
column (c) are Principal repayme&, which equal the l mouttts in ~olutnn (a) minus the amounts in column (b). 
The amounts in column (d) are ,the ending principal balance of each period, which equal the beginning balance 
minus the principa! repayment,, of that ,period. shown in column (c). . . 

‘Vhc atut@ payment is detived by dividing the present value factor of 4.45182 intoXhe phipal of 
S10.000. The pacat vi&c hm DUI be’ forinii in any’ ordinary annuity’iable, @dWCwS the 

- 1.. 
present vile- of 

$1 paid over 5 periods discounted at 4 percent. Alternatively. knowing the loan pthipnl, the number of pay 
back periods. and the interest mte, one can use computer softwark or a financial oalculator to find the required _ 
payment per peiod. 
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- TABLE 1: 
PAYMENT SCHEDULE 
(b thouunds of dollara) 

1998’ 

‘1999.1 
-.. 

It is also assumed that 

- The average interest rate of Treasury marketable securities of a similar mat&y :for the period during 
which the loans am disbursed is 6 percent. 

- Fees totahn8 SSOO are rccgived when the loans are disk-d, The fees are used to ra&ce the need to 
borrow from TrcaWy. _’ , 

A REPORTING POST-1991 DIRECT LOANS AND THEIR SUBSIDY COSTS a 
1 

The accounting standard for post-1991 direct Joarts requires, that direct loans disbursed and outstanding be 
recognized as assets at the present value of their estimated net cash inflows. The difference between the 
outstandin principal of the loans and the present value of their nei cash inflows is recognized as a subsidy cost 
allowance,.“ I 

To implement the standard in the example, a cash flow projection and present value calculations are 
prepared. ,Based upon the risk factors and other criteria for default cbst estimates that are’entunerated m ‘me 
accountin standards, it is estimated that losses in cash flows due .to the defaults would e,quaI 30 percept of ,the 
scheduled payments for fiscal year 1997 and each year thereafter. ” Table 2 below displays the cash flow 
projections and present value calculations. ;‘, 

I._ 

. 
.’ \ .I,,... 

‘%I this Appendix, the requirements of the accounting standards are summarized to address specific 
situations. However, the standards are not quoted verbs&. Readers should refer to the text of the’ standards 
for their exact wording. ‘, 

. 

“The smndard defms losses in cash flows -due to default as being due to defaults net of recoveries. 
However, to simplify ooqtp@@ms, nqmies are as+med to k Terd throughout P&I &Id if of th& 
Appendix. Refcrrnees to defrul$ throt@~out Parts I and II should be understood to mean defaults net of 
recoveries for all caseswhere recoveries are expected The accountin standard for r+overies if illustrated in 
Part III of this Appendix. 
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TABLE 2: kBLE 2: ,,. ,,. 
P8OJECTED CASti FLOWS DISCOUNTED TO THE END OF FYI994 D TOTHEEND OFFY19!?4 

(in thywndr of‘dollars) Ids of ‘dollars) 

1 I Fee I ” P&I I Default I Net Cash 
Payments0 

52,246 

2.246 

Losses Inflows 
: i 

smo - 

2,246 
.‘i: 

2,2?6 

:  
. ”  -. 

l The t&i “P & I Paymenta” used’ in this table as well as other tables throughout this,,Append& denotes .’ 
scheduled principal and interest’ payments required (in loan’ contracts. : ‘. ,. - 

The present value of the’ loans’ estimated net cash inflows is S8.358. The direct .loans are ,mcogn&ed as,. 
assets at ‘that amount. Since the loans’ outstanding principal is S lO.OOb, the,difference between the loans’ 
outstanding principal and their present value is S1.642, which is recognized as the subsidy cost allotiance. ---J I’ , 

c The.&ounting standard for post-1991 direct loans nquins that for direct loans.dirbursed~duriig l 

firil year, a subsidy crpcnw be ,recognixed... The’amount of the subsidy cxpcnae equals the present v8lue 
of estimated cash outflows over the life of tbe 1kis”minur the present value oi estimated cash inflowsI 
discounted at the interest rate of m@etabie%easury rcuritiir with a sikilar m&&y term, applicable 
to tln,pcriod d,ur&g which the loons a,~ disbursed (hereinafter referred to as the applicable Tnnrury 
btemst rtte). I.,, 

@he example, the present value of ,the loans’~a&outflows is the disbursed amount of-S’10.000. The 
present value of the 1oans’~estimated net’cash inflows is S8.358. The difference between those two amounts is 
31.642, which is recognized as subsidy expense. 

7%~ accounting standard for post-1991 +ect goons roquins that for the fiscal year during yhich new 
direct bans are disbursed, the components of the subsidy’expense of those new direct loons be recog&ed 
separately among interest subsidy Costa, default, costs, feer and other collections, and other subsidy costs. 

*,” . 

ilk intemst subsidy dost of direct loans is the excess of the amount of the loans disbursed ‘over the present 
value of the interest and principal payments required by the loan‘contracts, discounted at the applicable Treasury 
interest rate (6 percent in this example). In this example, the amount of the loans disbursed is SlO.000. The 
present value of the scheduled interest and principal payments is S9.461. The difference between those two 
amounta is S539. which is recognized as the interest subsidy cost. 

The &fault cost of direct loans results from any anticipated deviation, other than prepayments, by the 
bomnvem ‘from the payment schedules in the loan contracts. The deviations include delinquencies and 
omiasiona in interest and principal payments. The default cost is measured at the present value of the projected 
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payment delinquencies and omissions minus net recoveries. (See footnote 3.) In Uris examl*le, the present value 
of the projected payment omissions minus net recoveries is $1.603, which is recognized as the default Cost. 

The present value of fee collectionsis $500, which is recognized as a deduction from subsidy cosw 

. There are no other subsidy coats” in this example. 

The subskiy expense of the loans is the sum.of the above coat components, which is S 1,642, calculated as 
follows: .- 

Intefostt: subsidy cost s 539 
Fee colleetio~~ WI 
Loan &fault coat 
Totil subsidy cost &&& 

The loan disbursements are faced by’three sources: subsidy payments,.bonowing from Treasury, and fy . 
collections. The subsidy cost of $1,642 is provided by appropriated fun&, and the present due ,of loana,,equai 
to $8,358. is provided by fee collections and funds borrowed from Treasury at the.Tnasury interest rate of 6’. 
pen&N. 

The fees are collected when the loans are disbursed. Because all cash flows, including fee collections. are 
used to calculate the subsidy cost allowance. the amount of the fee collections is credited to the subsidy cost 
allowance. The collected amount reduces the amount. that has to be borrowed from the Treasury. As a result, 
the eubsidy cost allowance is $2.142, which is the sum of the interest subsidy cost of S539 and the ‘default 
subsidy coat of $1,603. This is SSOO more than the total subsidy ooat of $1,642. The debt to Treasury is 
Sf.858. which is 5500 less than the present value of the loans of S8$58. 

Table 3 displays the asset and liability balances at the end of fiscal year 1994. ‘. 

TABLEk 
-. 

ASSETS AND LIABILITIES AS OF T?iE END OF FY 1994 
J 

(in thousands01 dollars) 

.’ 

.; 

lenle ‘term “0th er subsidy costs” is explained in the standard for subsidy costs of post-1991 direct loans 
and l&n guarantees. 
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B. SUBSIDY REESTIWTION AND AMORTIZATION ; 
. 

(1) SUBSXDY REESTIMATION ., _. 

The accounting standard jar pork991 direct.loanr require8 that the mblidy mat •!lo~ma for dimt 
kur be rteMimattd each year aa of the date of the flnanci8l atatemcnta. Since the’aUoWn= repmcoti 
the present value:of the net cash ouMorrr of the underlying direct loana, the reestjmation taker into 
aeiountdl fact&a that ‘h&y have affected the estimate: of each component of the. cash flows, including 
prepaymo& defaulta, dhnquenciei and recoveria, .Ahy increar or, decrease h the mbridy co@. 
ahan& rcs&ii from the msamak ii recoeplikd as ‘a rubrldy eipeaw (or .a reduction h subsidy 
eipe8M). 

l’b& staaaard hrthr & tliai reporting the rubaidy tiat~allow~~ of direct. loins .md m~tht8ti 
ti -mpqcat:t fit w$nd : .-.’ :. ,,_ 

I&p&ix A, ,thc gasis of the Boards Conclusions;~it is pointed out that the priory faCtOr that CaUS88‘ ’ 

changes in the subsidy cost allowance would be default reestimates. The aooo&&tg standard p&v&s a number 
of risk factors ,and other default cost criteria to be considcrcd in makiig the default, cost +imaW ,and ,, ; 
~StiZMtOS. 

In this illustration, it is originally cstimatcd that 30 percent of the’ loa phyinents would k lost due to 
defaults for fiscal year 1997 and themafter; The first recstimati is made early in tiscal year 1995, ‘.Bccausc so 
little ‘t&c. has pamcd’s&e t& subsidy was i&alJy estimated, the estimated cash flo\Gs ‘are tmcbingcd and the 
rccstimctc is zero. (Th& &stration a&u&i that ‘the interest ratcs’at thetime of loan obligation and ’ 
disburacmcnt arc the same, so no rccstimate &needed for the differcncc in interest rates.) : 

‘fl& second recrtimation i& ‘&for&d tily in fiscal year 19%. in preparing financial statements for fiscal 
year 1995. It recstirnhs the &idy co&llowancc as of the end of fiscal year 1994. After evaluating all of 
the risk factors, it is concluded that defaults would,occur in fiscal year 19%. instead of 1997. and that 60 
percent. instead of 30 percent; of,the cash flows would be lost due to the defaults in fiscal year 1996 and 
tbeqaftcr. Table 4 bclow‘disp& the ‘@Sent values’ of the reestimated cash flows,discounted ,to the end of 
frsorl year 1994: ; 
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TABLE 4: 
SUBSIDY COST REESTIMATION: PROJECTED CASH i+LOWS 

DISCOUNTED TO THE END OF FY 1994 
(in thousands of dollara) 

The present value of the reestima!ed net cash inflows discounted .to the end qf fiscal yen! 1994 is 55.0%. 
corripatid to the loans’ bock value of $7.858, a decrease of S2.!02. Thus. the sub+ cost allowance is 
increased by ‘S2.802, from $2,142 to 84,944. The amount .of, &increase in the subsidy cost allowance Wucb 
is the decrease in the present value of the loans), resulting, frbm the reestimak, is r&cog&cd as subsidy’ 
expense reestimates . ., 

A subsidy payment of 52.802, equal, to the subsidy expense resulting ,from the reestimate. is received undn 
permanent indefinite authority. The amount is used to repay borrcwing from Tr&&y.’ Thus, the outstan&* 
balance of the;debt to Treasury is reduced by $2.802 to SS,OS6. 

Furthermore, the direct loan program also receives a payment under permanent indcfinite’authority to cover 
the interest accrued on the reestimate subsidy payment of S2.802 for the period from the end of fiscal year 1994 
to the end of fiscal year 1995. The payment is $168. which equals St.802 times the applicable TreisG mterest 
rate of 6 percent. This amount is recognized as interest income reestimates, and the money is used to pay the 
interest on the St.802 borrowed from Treasury but repaid with the rcestimate subsidy. 

Table 5 displays the asset and liability balances as of the end of fiscal year 1994, adjusted for the reestimate 
that ‘was calculated early in fiscal year 1996. 
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.‘, TAB&& k: ^ j ; 

‘3 
i ASSETS AND‘LtiBILlTIES AS O@ T& END-OF FY 1994: 

* ‘t--T.-- AkOUNTS ADJUSTED FOR IkEESTIMATE CALCULATED IN EARLY FY 1996 
(in ti&ands 91 dollars) 

: 
.‘,” 

,, -is ‘i 

./ 
:I, .’ -, ,. <. . . 

(2),$UBSIDY AMOBkATION ” :,. “‘, 
;‘. ^P 

‘. ‘. “’ ” I, . ,. ., 
w account@ stendord for post-1991 direct loeni xequires that thk subsidy cost l llowank ~f&‘direct 

loans k l tiortihd by the inter&at method, using the btereft rate that was priginally ised to calcul8tc the 
jrcsent.v&c of the direct loans when the direct loens ,ncre disbq!%ed. The amortized amount is 
reco@zcd u an increuc oi decrease in interest incook 

.‘, ‘, 
The aubsjdy &t l liobwance is amktized as a whole, sot by components. Under the interegt method of 

amortizdtion, the ationization of each period equals the effective interest of the outstanding direct loani minus 
the nominal ,intirest. For any period for which interest is to be paid (a fiscal year in this example), the effecthe 

iatcrcst equdls the book value (which is also the present value) of the direct loa& at the beg-g of the period 
times the .applicable Treasury rate. The nominal inteiesl equals the outstanding nominal balance of the loans at 
the beginning of the period times the interest rate stated in’the loan cbntra+. 

In the example, the book value of the direct loans, as reestimated, is $5,056. The effectiveinterest for fiscal 
year 1995:is S303, which equals the book valpe of S5.056 times the applicable Treasury rate of 6 percent. The 
nominal interest’ for that year is $400. which bqu& the nominal principal of the direci loans S(~O,OOO) times the 
stat&d rate of 4 percent. The amortized amount is a negative amount of S97 for fiscal year 1995, which equals’ 
the effective interest minus the nominal interest. The subsidy cost allowance is increased by $97, fkS4.944 
to $5.041. The amortized amount is recognized as a reduction in interest income. (Interest income for fiscal 
year 1995 is calculated in section C: Revenuei and Expenses.)” ” 

+ The same procedure of amotization is applied for each of the subsequent years so long as the direct loans 
are outstanding. ‘The,collection of interest and princigj phyments must be properly accounted for together with 
the amortization. so that’& asset and liability balances can be updiited. , 

At ?he end of f&al year 1995, payments of St.246 are received from the borrowers as scheduled. Of this 
amount, S400 is interest payments, and the remaining amount of S 1,846 is principal repayments. Thus, the 
outstanding nominal balance of the loans is reduced by ,S1,846 to S8,154. 

lg&nortization can alternatively he computed “as interest expense other than reestimates S(4fi’) minus 
the sum of interest income from borrowers S(400). interest income from reestimates S( 168). and interest income 
on fund balance with Treasury S(0). These figures are derived in section C below. 
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The: $2346 received from the borrowers was paid to TreasUy. Altbougb tbe debt to Treasury outstanding at 
the end of furl year 1994 was S7.858, the amount of St.802 has been paid off by the subsidy payment for the 
redmate. This loft $5.095 of debt ,to Treasury.. The interest @at acorued on ,this remaining debt to Treasury is 
$303; the interest that accrued on the amount of debt paid off by the subsidy reostimate is S168,‘but it is .~~ - 

7; i 
covorcd by the interest on the reostimate. Therefore, of the $2,246 collected from the borrowon, $303 is 
intomst paid to Trusury. The retaining 51.943 is principl repayment to Treuuty. AfIer the principal 
ropmymont, iho outstanding debt to Treasut~~becotnes $3,113. 

Table 6 h&w displays the asset.and lirbility alances after the amortktion and the wlleotion of interest 
and principal payments at the endof fisoal year 1995. 

_.. 

TABLE 6: 
ASSETS AND LIABILlTIES APTER AMORTIZATION 

ATTHEENDOFFYl995 
(lo tltoowds of dollam) .I 

C. REVENUES-AND EXPENSES 
biJ 

/’ 
:: 

3 The wcountbg standard for &M-l991 direct 10~s requim that intemt 8ccrucd ,011 direct loam, 
hrclud&g amortized interest, be recognized u intorest home. Inhert kcrucd~on debt to Treasury ir 

rceognked 8s intcmt crpenr 

in this 0XuttplO. interest income for fiscal you 1995 is S471. +oh consists of the following items: 

Nominal interest $400 
Amortizodintomt (97) . 
Interest reestim8tes 168 
Total interest income s 471 

bcrost expotue on the debt to Tromtty for the fiscal year is also $471, .which oquttls the debt to Treasury 
of $7.859 at the heginning of the year times 6 percent. It is financed with the following sources: 

,. II ,.., “,,.. ./._, ; ..j 
C.ollections tram botrowors s 303 
Illtorost on m&ttmod 

subsidy payments 164 
Total interest expense s471 
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Costa of rQliniste&g credit activities; such u .saluios, legal fios, and offko costs, that are in-d for 
credit policy evrluation,~.loan ori#i+ion,~closing. s@oiogi mor&@, ma&~*, wg end computer 

medlflwiloa crpoaso ubw the kens we mod&d. 
f -\ , * 

,jl’ ” ,I ‘.,’ 
: 

h/g& The recounting is implcmentod in the steps deFr$ed below. 

(1) CALCULATE THE PRE-MOdili~ATI,ON VALUE ; 

The promodifiution value is tbc present val,ue of the net orsb ,tiows of the d&ct 10~ est&qated rt the 
time of modification under .Pre-modification tetms and discounted at the current discount rate. 

h. uhd ,in ‘&is put and Put II of, this Appendix. the, ~ current dhcount, rate is $e interest rate applicable at’ 
the time of modifihidn on marketable Treaquy securities with I similar maturi$ k. the remaining niaturity of 

’ the ,&ect lonas tmder prekdificrtioa m: or post-modification terms. whichever is apphpriate.sO % 

‘fho wsh flows of the loaas uader pm-modification terms during 1996-99 ‘8~ asFed to be tht same as the 
cash flows that were reestimated early in f-1 year 19% for these years ,and that are shown in Table 4. Those 
cult flows are used to calculate the loans’ prehxlification value.. it is rsquned that the’ Tnrsuty rate for 8 
comphble maturity (4 years) and rpplie@ble to the -time of modification -is 4.5 percent. As Tabl’e 7 below 
shchvs. ihc @es&t value of the pre-tnodifhion hsh flows dkounted at 4.5 percent is $3323. 

*?lle deftition 0 f tbe current discount rate is provided iq Appendix C, Glossuy. [See Appendix E of 
this Volume.] 

/- \ 
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TABLE 7: 
PRE-MODIFICATION VALUE’ 

(In thousands of foliari, calculated at the current discount rate) 

P&I PAYMENTS 

1998 

‘j 

(2) CALCULATE THE POST-MOD~ICATION VALUE 

Thb lo&s p&t-modification value is the present valti df the lixms’ net cash ixifldws estimated at the the of 
modification under post-modification terms and discounted at thehxrent discount mte (for a S-y&r maturity). 

The m$ifihation .forgiv& 70 percent of the ouhnding principhl~amohs, and requires the remaining 30 
percent, or $2.446, bc paid ‘back in,S’ jGF’(instead of 4 years) starting &ith year 19%. The stated intehst rhe 
remains at 4 percent. As shown in’Table $ below, under the mbdified terms, the required annual principal and 
interest payment is $549. ‘. 

TABLE 8: 
PAYMENT SCHEDULE DF THE MODIFIED LOi$NS 

(in thou&d; of dollars) 

1998. 549 61 : 488 
II 

1,036 . 

1999 ,549 41 508 528 

2000 549 21 528 0 
4 

Volume 1, Version 1.0 
February 28, 1997 

IbiJ \ . . . i 

,’ / 
3 \ .P 



.,. SFFAS I+ .2 

It js’estjmated hat 20 percent of the ~,heduled.~as~~~~~,~s,,of~~e~modi~ed loans would ba lost due to 
&faults. ‘fh~ current d&o;unt rate for a ma&ty of S.yc3~ is.5 percent. As Table 9 shows, the Present va1* 
of the post-modification cash inflows discounted d 5 percent is S1.902. .- :._ ‘.‘I, )‘,,,’ : ‘, ” 

.tPBLk 9: ; : 
‘POST-MODIFICkTION VALUE s 

(in th~~~tli of:dol& c8&+@$8t t&e cumn! dircqunt ,mte) 

_I 

^’ 

II’ 
DEFAULT LOSSES NET CASH tionwQ 

,, ,,. , ._ 
II .,,, 1, CCAQ I;. I 

il 
,a 

I I 549 Ii (110) I: 439 ,, .M- 

PV AT 5% 

.,. 

(3) CAiCiJLATk AND RECOGNIZE THE Coti, @P-MtiDI@TION 

The cost of modification is the excess of the pre-modification value over the po+-modification value SlDec I 
the ,pre-modification value is S3.223, and the post-modi+&k ,vnlue,is, S1.902, the cost of modification 1s 
S1.321, which’ is recognized a;’ a subsidy txpcnse for meifkkions., 1 

I 
3 (4) CALCULATE, THt,;CHANGE IN THE LOANS: BOOK VALUE ,, 

1 

The 8ccounting st8nd8rd on &t lo- modi~e8tiql?r;,;rquircr. th86nhen port-1991 dkct loans we 
modified, their existing ,book v&e-‘&‘eh8ngd .to on anount equ8i-to thepresent v8hlc of. the io8ns’. net I 

, / 

cub inilons projected kder the modified tern$ frolir.thedime of modific8tion to,.the lo~s’~m8tu~Q 8nd 
discoyittid 8t the Or@b8i discount’ nti (the I& th8t is ‘0rigin8iiy used ‘to‘ c8lcu~ld .the prmWt~V8iUe Of" 

I I 

: 

., 

In this example, rhc original discount rate is 6 percent. As Table 10 below shows, the present value of the 
ne’.zl cash. inflows estimated under the modified terms and discounted at 6 percent is S1.849. 

E 
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TABLE lo: 
POST-MODIFICATIOti BOOK VALUE 

(in tbouundr of ddllara, calculated at the orilplul discount rate) 
i 
3 i 

i : 

At the $me the moditha~ion action is .4akan, t& existing book value 6f the loans if $3,113. The book value 
is Changed to S 1.849. This rcprcscnu a decrease in book value by ‘S 1264. 

Table 11 displays the effect of the modification on the book amounts. ‘& table shows that, due to the 
forgiveness. (1) the outstanding balance of the loabq receivable is reduced from S8.154 to $2,446, (2) the book 
value is nduced from S3.113 to S 1,849, and (3) the subsidy cost allotiance. which is the diffsnnoe bet&o the 
gross amount and tbe book value, is dbanged from $5,041 io $597. 

TABLE 11: 
CHANGE IN THE VALUE OF MODIFIED LOANS 

(In thobandr of dolhn) ’ ’ 

AMOUNT ALLOWANCE VALUE 
I 
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(!!I CALCULATE THE GALN’ OR ‘LOSS AND THE DEBT TO TREASUR’Y 

&thtion will norm8iiy differ, due to the usk of different diskcount nter or the uw of diffemt ’ 
,:.’ 

meuWmnint iaetkddr Any rdifference between ,the, chmge in book v8 
-#tied ~‘8 .g8i&or .ku For post-199l~~ircCt 1086 & ~odifich~n ~djyr+wH yrfhc p8Jd 9’ 
rod+dd to ;ii;ffset the:gain or. iou,,is recognized ir,8 lkwnc&g sowce.(g,r 4 reduction ,@I f+Fcing wwce). 

’ Q PRp’J@ XkL$ISmES ,’ ’ Q PRp’J@ XkL$ISmES ,’ 
I. I. 

..’ ..’ 

The 8ckunting hnd8rd requiks&! disclosure be m8de tr notes to fhnci8i,st~iemedtr’ to eyphh The 8ckunting hnd8rd requiks&! disclosure be m8de b notes to fin8nci8i,st~iemedtr’ to eyphh 
the a8ture pf the modificcrtion,of direct lomqjihe discount r8te used in c8icuMng the modific8tion the a8ture pf the modificcrtion,of direct lo8nr,,jihe discount r8te used in c8icui8ting the modific8tion 
cxpehe, 8ad Le b8sis for recognizing @ g8in ‘or loss t&ted to the modifiutioh’. cxpe&, 8nd Le b8sis for recognizing q g8in ‘or loss t&ted to the modifiutioh’. 

With respect to the modification described’ above, a foomotc disclosure should be ma& k the ftnanoial With respect to the modification described’ above, a foomotc disclosure should be ma& k the ftnanoial 
. . 

210MBinstnt&ions provide th#t if,the decrease in boqk value exceeds thf c&t of modification, the 
repotting entity receives from the Treasury an amount of modification adjustment tr&fer equal,!o the excess; 
end if the cost .of modificatipn exceeds, the decrease in book value,’ the reporting entity pays to Treasury an 
amouut of modifioaaon adjustment transfer 6 offset the excess. (Set’ OMB Circular A-l 1 J ’ 
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! statements for fiscal year 1996. The disclosure would explain the following:” 
! 
I 

(a) The direct loans in the cohort of fiscal year 1994 were modified in October 1995. The modification was 
I to forgive 70 percent of the outstanding loins and to ext&d the maturity of the remaining loans to the end of (-- : 

l 
fiscal year 2060. ,’ / 

.,. 2 

(b) The mo&fiortion expense is Slf21; which is the decrease in the present value’of the cash flows from 
rhar estimated .t@er pn-modification terms to .tba estimated underpost-modification terms; discounted at the 
current i&rest mte of marlt?etable Tress&y securities of Oitilar maturity. The pre-modifro+ion cash flows were 
discounted-a1 the current disco& mte of 4.5 percent, which was applicable to a maturity of 4 years, and the 
post-modification cash fiows were ,discouated at the current discount rate of 5 percent which was l p$ioablc to a 
m8nlxity of 5 years. ,. . . ! 

(c) & a resuhof the qoclificatio& the book value of the loans mc+abie decreased by $1,264, from SUl3, 
as reported at the’ end of fiscal yiar 1995, to S1,.849. The difference-between t&s decmase in book value and I 

the modification expense, which amobts (0 SS7, is recognized as a gain in tbe opemting statement. ‘. 

E. Write-old Direct Loans ". , ', .' 
.' 

The 8ccounting st8ndFrd on write-off of direct lo8as requires that when post-1991 direct 10~s 8m 
riritten off, the unpaid princip81 of the 108~ be remov&d f&n the gross 8inoent ,of lo8ns ,receiv8blti 
Concurrently, the umt 8mount is ch8rgcd to the 8Ilow8nce for rubsidy costs, Prioi to the writc-off,‘the 
uncollectible 8mountr should h8ve been klly provided for in the .subsidy cost ~8llow8nce through the 
subs!dy cost estim8te or &esti&at&. Thcs$forr,+the .irite-off .wouid )h8ve (no, ckct one expenses. . 

Direct loans in tbis example that are determined to be uncollectible are written off as of the’end of fiscal 
year. 195. However, before tbe write-off, qccouat/ng is performed for, the year-end nestimation, the 
amortization of the ailowance’for subsidy costs, and ihe recording of c&&&and payienu.’ Thi; takes tbe 
following steps: : \i 

.i \. 
@l&J 

-_ 
(~)THEREE~T~~~~~~TIONOFTHESUBS~DYC~STALL~WANCE 

ln ‘taiiy fiscal year 1997. before the write-off, the c&t program WCS a’ year&d re2stiniation for the 
subsidy cost allowance. This recstimation is for the balances calculated ds of,tbe end ef fiscal ‘)ear 1995 
adjusted for the modification in October 1995 (Table 12). The result of the reestimation indicates,that 20 
per-1 of the outstanding loan payments due after the modification were lost,because of..defaults for fiscal vear 
1996. and the expected loss would be 30 percent in f&a! year 19d7 and thereafter. The reestimated loss of 30 
per-t for fiscal year 1997 and the subsequent years is 10 p&centage points more @n the previous estimate 
made in October 1995. when the loans &ere modified. As Table 13 below shows,. &e &t present value of the 
reestimated net cash inflows, discounted at the original rate of 6 percent to the end of fiscal year 199$ is 
51,670. 

. 

. - 
. 

“The disclosure will not be illus&ated for other modifications explained in this Appendix. 
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TABLE13: 
su~~ycO~'R~EST~~!ON:PROJECTEDCASH, FLOWS 

gI~ct)yNTE~ TO’THE END OF FY 1995 
(inthousands oFdol&'n) 

I.. 

, 

! 
‘, -/, ,. 

Based on the nesthate, the direct loans’ booi yahic is reduced by S 179, from S 1,849 ‘to the reestimated i 
pmcht ‘hiu$ df S1,670;: This is accomplished by adjusting the subsidy cost rllowancc upW!rd;@y fiT,9; froni 
$597 to $776. The in&a& df $179 in the ,arbsidy cost allowance ir reco&nizcd as subsidy CX*W 

i 
. 1 

rcmimatcs. . ,. 

A subsidy payment of $179 equal to the subsidy cost ~incrcasc rcsult+g from the ~ccstimatc &$civcd 
under p&knent indefinite authority and is used to reduce debt, to Treasury. As a result, the .debt to T~asury is 
rcduccd from $1.849 to $1,670. Furthermore, the direct loan program also receives a payment under permanent 
indcfmitc iuthority to cover the interest accrued on the increased subsid) expense of $179. The payment is $11. 
which equals $179 times the applicable Treasury interest rate of 6 percent. This amount is recognized as 
intcrcst income reestimates, and the money is used to pay interest accrued for fiscal year 1996 on the $179 
borrowed from Tress*. that ‘is repaid by the subsidy rcestimatc. 

The following table displays the asset and liability balances as of&e and of fiscal year.4995, adjthcd for 
i 

the modification in October 1.995 and the results of the ncstimate that is calculated in early fiscal year 1997. 
‘, 

I/- 
/’ ( 3 
\-. 
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TABLE II: 
ASSETS AND LlABlLlTIES AS OF T@ END OF FY 1995: 

AMOUNTS ADJUSTED FOR ~MODIFJCAT~ON IN OCTOBER 1995 r’ 
AND REESTIMATES CALCULATED IN EARLY FY 1997 ’ I > 

(la tboowdr of dollan) 

, 
ASSETS LrAmrIEs 

Louu Rqceivable S2.446 1 ,‘Dek,.t&&q $1670 

&SO: (776) 
Allowum for subsidy aosts 

. 

Loans Reeaiwble - Net El.670 

(2)THE AMORTrWiION OFTHE SUPSXDY COST ALLOWANCE 1, 

The subsidy oost’elloweace is mrtized es of the cad of fiscel yeer 19%. The emorti& amouat rque& 
the loeas’ effitive interest miaus their aomiael iaterest. The louts’ effective interest for fiscel year 19% is 
S 100. which is the 10~‘s hook value of $1.670, es reestimrted, times the origiael discouat rete of 6 perceat 
The lcnas’ nominal iaterest is $98, which is the low! aomiael outstsadiag beleace of 32.446 times the stated 
iaterest rote of 4 perceat. Thus, the l mortigedemouat is $2, which is the effective iatereat miaus the aomiael 
interest. The l mortiued earouat is recognized as interest income. ,ead the l lloweace for, subsidy costs is reduced 
by $2. cad becomes $774. 

(3) COLLEClTONS AND PAYMENTS 

Of the scheduled rnauel payment of $549 for f&l yeer 19%. peymeats of 5439 em noeived from the 
borrowers, which equal 80 percent of the scheduled payments. Of the amount received, $78 is interest payment 
Which equels 80 peaeat of the losass’ b&ace of $2,446 times the stewed ,iaterest rate of 4 pereeat), cad the 
=nei.aiag $361 is priacipel repeymeat The outsteadmg aomiaal pxiacipel of the loras is redueed by $361 to 
S2.083. There is uapsid l ccrued interest of S20 (which equals 20 percent of the baas aominsl baleace AS of 
the end of fiscrl year 1995 times the stated interest rate of 4 percent). At this point of time. the loans book 
value is 31.33 1. which equals the outstanding principsl of $2.085. plus interest receivable of S20. miaus the 
subsidy cost nI1ownxlce of $774. 

The debt to Treasury wes S 1,849 after the modification in October 1995. Of that rmouat, $179 hes beea 
paid off with the subsidy payment received as e result of the reestia~te. which reduces the debt to S 1,670; clad 
the $1 ,l of eccrued interest on the $179 hes beea pid off with the interest on the reestimate. The interest 
accrued on the nmriaiag debt is S 100. which equsls the debt bslsace of 51.670 times the Treesury interest rate 
of 6 percent. Of the S439 ia peymeats received from the borrowers, SltX.is used to psy interest due Treasury. . 
end the miaiag $339 is used to reduce debt to Treasury. As a result, the balance of debt to Treesmy 
becomes $1331. 

Table 15 displays the asset sad lisbility balances after the unortization aad the recording of collectioas cad 
payments at the ead of fiscrl year 19%. 

,... 

(‘, .- 
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(4) IhITE-OFF OF UNCOLLEC’hBLE @IRECr L+NS ,I ; 
: :  

It ia cw&med that non-perfonniq loans with ,an odstandiq balanceof $489 (20 pgceat of the direct 
. loan balance after modification in October 199s) are in default and will not be collected. The credit program is 

i .” authori@ +I wriw qff those ,logs. and the unpaid l ccnyd interest of $20. The total amount $ the write4f is 
1, .,A: $509: Thus, the principal is reducei by ‘$489 tb Sl$96, ahd $e, herest receivabie of $qO’,is.etten’off. The 

subsidy cost l llowa&a is r&u&d by $509, from $774 to $265:. : ) ,, 

The loans’ book vale is not “changed w the write-off; it remains S 1’,33 1, which equals ,the amain@ 
princkl ofSl.596. mints the subsidy allowance of $265. Table 16 below ‘bows tj~e asset qnd jiability I 
balanws after the write-off. : . t ti 

TABLE 16: k 

ASSETS AND LIABILITIES AFTER THE WRlTE:OFF AS OF THE END OF FY 1996 e i 
(in thouundr of dollara) 

I 

The book value of 51,331, as indicated in the above table, equals the present value of estimated net cash 
,jnflows of the remaining outstanding loans. The estimated cash flows and the present value calculations are 
shown in Table 17. 

IO Table 17 the amounts in column (a) are the schedriled annual principal and interest paym+s. Since the 
principal of the outstandin loans is Sl,S% and the remaM life of the loans is 4 years, the req&d annual 
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payment is 3439. ‘he amounts in column (b) e&al the default amour& reestimated at the end of fiscal year 
19% minus the scheduled payments of the loans that have been written off (recoveries on those loans are 
assumed to be zero). The amour&in column (c) are the projected net cash inflows of the outstanding loans. 

TABLE II: 

T’. 

PROJECTED CASR FLOWS AFTER LOAN WRITE-OFF: 
DISCOUhTED TO THE END OF FY 1996 

(br thoua~da of dollan) 

/’ 
‘3 i ‘_ 

PAYMENTS 

It should be noted that to ca!oulrte the amortixation corredtly in subsequent periods, the unpaid principal ind 
interest should be written out of the nominal ptincipal balance. The amortization wou!d bs distorted if the 
unpaid amounts were kept in the nominal principal balance and continued to accrue int.ereat.. However, direct 
loan programs may need to keep the non-paying loans in their accounting rec,ords until collection efforts are 
exhausted and the loans ‘are author&d, to be written off The non-paying loans and interest accrued on them 
should be accounted for sep-&ately. so that the amortization of the subsidy cost allow&e of the performing 
loans can be calculated comctly. Readers should consult Treasury, OMB..or GAO, for guidance on accounting 
for non-paying loans. 

F. SAFE OF DIRECT LOANS 

The accounting rtandaid on uk of loam states that t@ uk.of port-1991 and pm-1992 direct loam is 
a direct modifIcation.” 

It is assumed that after the close of fiscal year 1996, the credit program is authorized ‘to sell’thc loans. 
October 19%. all of the loans are sold with recourse. The net proceeds from the sale amount to S1.100. 

In 

Accounting for the sales takes the steps explained in the paragraphs that follow. 

2%isassumeathatthesa lea 
subsidy calculation. 

proceeds were not included in the cash flow estimates for the initial. 
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(1) RECQCIWF THE COST OF MYDIFICATION ‘,.i ;.,. :, ::. I ; , ._, i), : ,I 
T&e ‘kou&g ‘&nd&l on .&k of I&IS ++irer, th8tthe .cort of mpdifk8tion be’deteF@!d on, the 

b8sis of the.&modlf&ion’ +8hie’6f t$l+s Ad’ ‘If thc,pre-modillciition ,v8lue,of @eJ08nr @d 
which is r~?gniz~d 8s 

” 

(krihoutids,o”f d3ll8n.L c8jcul&ed 8t thC cGrr&t ,discount r8te) ‘: .,e ” 

The pm-modification value of the loans sold exceeds the net proceeds of S1.100 from the sale by $262. 
which is recognized as a modification expense. The credit program receives an appropriation’,equal to that 
amount to cover the modification cost. (The credit program must have an appropriation equal to the 
modification cost before it can sell the loans.) 

(2) RECOCNIZi 406K;VALUE GAIN OR LOSS ,” : ,‘. 
,., 

The 8ccokting st8nd8rd on’uk of direct lo&s’rtatea t&t tlie book value,has~(or gain).nn.a’~le of “1 
dlroct IOMS equ8lr the l sisting book v8lue of the lo8ns sold minus the net proceeds f&m the ule. &we 
the book v8lue iors (or g8in) 8nd the cost of modilic8tion 8re c8lcul8ted on different hues, they will 
nonn8lly differ. Any difference between the book v8iue IOU (or g8in) tid the cost of &odifi&ion is 
recognized 8s 8 g8in or lora.” For ulcs of post-1991 direct lo8ns, the modification 8djustment tnnrfer 
p8id or receiycd.,to o+t ilh g8b 6r loss is kognized 8s ~~@mncing id& (or 8 kduction’ in llnincing 

.: j_ . I. ._, . 2, _ : _,, .,,. .,_ 
, ., ! ,... ,I .I_ /.% 4.+: : /. . .,_. _ , , . ,, . , .., I / I” 

., I, 

*‘If there is a book value gain; the gain to be mcognixcd equals the book value gain plus the cost of, 
modification. ,.. 

, 
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The existing book value of the loans sold is Sl.33 1. Upon the sale, this amount is removed’ from the’books. 
At the ssme time, the net proceeds of $1,100 ‘from the sale are recorded. .The book value loss is ,S23 1. The 
accounting standard requires that-any difference between the book value loss and the cost of modification be 
recognized as a gain or loss. in this case, the cost of modifiortion is S262 and the book vahre loss’is ,S231. The 
difference of $3 1 is recognized as a gain. Under the OMB instructions, this amount will be p&id, to ‘freasuty as 
a modification adjustment transfer. and is recorded as a reduction in financing sources. 

(3) RECOGNIZE: THE SUBSIDY EXPENSE ONBECOURSE 

It is estimated &at 10 percent of the loans sold with a principal of $166 would default at the end of ftscal 
year 1997. Upon their default, the federal credit program will pay the loan pumhaser an amount equal to the 
defaulted principal plus accrued interest. ?l&estimated future default, payment ,ts Sl66, which equals the 
principal of the loans that are expected to default plus the 4 percent nominal interest of S6 acotued on thaw 
loans for one year. 

At the time the loans are sold, the interest rate of Treasuty securities of a similar maturity is 5 percent The 
present vahte of the estimated default paymentdiscounted at 5 percentis’Sl58. This amount ‘is reoogxuzed as a 
subsidy .,expense and a loan guarantee liability. The credit program receives. an appropriation of Sl58 to cover 
the’guarantee expense, which is pid ‘to ‘the loan guarantee financing ac’count and bebomes part of the fd 
balance of that account., (An appropriation must .be available to cover the subsidy expense before the loans can 
be sold, since the payment to the loan guarantee tinancing account must be made in or&r for the guamtoe to 
take effect.) 

At this point, the credh program has S 1,489 in cash, which was derived from the following events: 

Net proceeds from the loan ssle Sl.100 
Appropriation to cover the modification cost 262 
Appropriation to cover estimated recourse 

liability 158 
Less: modification adjustment transfer t 31) 

Total in fund balance S I’.489 

The credit program uses S 1.33 1 to pay off the debt to Treasury, which was borrowed to finanGe the direct 
loans. The remaining balance of $158 has been paid to the loan guarantee financing account (as stated above). 
That amount, together with interest for one year at 5 percent, is to cover the recourse liability of the loan 
guarantee financing l ccourk 

‘I ,, . 
.( 

PART II PRE-1992 DIRECT LOANS 

pm-1992 direct loans are direct loans obligated prior to Qctober 1, 1991,~ and are recorded in liquidating 
accounts The eccounting skdard nqui,rrs that thi hkes of pm-1992 dir&t l&i. bc ncogiiztid when it 
is more likely than not that the direct loams yUl not betotally collected. The aLlowawe of the - 
uncollectible amounts should be mstimated co& yeor l s of the dote of the finonciai statements. In 
estimating lorrtr, the risk factors diseassed in the shndard for post-1991 direct loons should be 
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considcrcd. : 
,. . 

The am&d fb+er &tcr thd k8tement of pre-1992’ direi lo8ns on 8 present v8iue b8sis is 
permitted but not nqaired. ” *- I 

AII of the amounJs ‘used in the text tl$ follows arc 9 thousands of dollars. . 

,A. PROVIS$IN FOR UNCOLLECTIBLE AMOUNTS 
. .+ .~ .- , ., ,, 

“, ,’ 
Assumo th;li it &i end of fiscal year’ 1994 a credit progmm’his pm-1992 direct loans with outstanding 

p@neipal::of.SS,000.at 7 pcr+$nt iptei&t r+,,,F*qg in three 9ears (at the end of fiscal year 1997). The . 
pognm,~nag&&qvaluates tlte risk. @ton enumenited in @6 accounting’ standard, and estimates that the net 
lti oiprinci@:due ~.&faults.w&dd.~‘b& $2,000.. J’hv, the $@a& mapageqqt pr@es an alloti& of ,’ 
St,000 for ti~ollectible amounts, and charges that amount to bad debt CX+W. “I Thils,..the hb& irl&l#‘of the * 
loans is S3.000, as shown below: _ ,_ : ;‘. i i .:. ,_ ,‘. ,’ : 

:/ )‘. ,; 

R M~DIkICATION’ OF PRE-1992 DIRECT LOANS 

i : ‘. Assumi.tbat in October 1994. shortly’aker the close of fiscal year 1994, a de&on is qadc to take t&e. 
$ ! following actions:,(l) forgive 50 percent of the amounts due. (2) lower the interest rate to 4 percent, and (3) 
‘> :... extend the due date to the end of fiscal year 2000. ’ 5:. 
1 ‘:: 

P “: Y 

Q 

These actions arc within the definition bf direct modification because they are federal govem&ent actions 
: $hat would directly change estimated subsidy costs and the present value of outstanding direct loans by altering 

the terms of exit&g coritraota. 

The 8kbunting st8nd8rd on direct loan modifi&8tio?s st8tes that with reipect to 8 direct or indirect 
modiik8tioa ‘of pm-1992 direct lo&r, @e Cost of mbdific8tion is the excess of the pre-moditk8tion v8iue of 
the ioqn8 over their post-modific8tion vak ‘I’hc amount ok the modification cost ‘is kcognized is i’ 

I 

medifbtion l speaae’when the iours 8re modilied 

Accoimting’ f& tbc cost of modifi&ion takes the following steps: I 

(1) CALCULATE TE?E PRE-MODIFICATION V&UE 
,. 

The pm-modification value is the present value of the net cash inflows of the direct loans estimated at the 
time,of niodifiWion uniieipio-nwdification’tem and d&ounted at the current discoun! rate. 

~ / 5” 
It is estimated that under the prc-modification t&j, 40’ per&t &the cash flbws would bi lost ‘due to 

&faults in fiscal year 1995 and each year thereafter..,:The current d&punt rate for a Iflaturity of 3 years ii ,4 
percent. As TabIe 19 below shows, the present value of the estimated net cash inflows discounted at 4 percent 
is $3.172. This is the prc-modification value of the loans. 

:. ,,:. ., 

“This 8ssumes that no allow&uze for uncollectible arhounts was provided prior to fiscal year 1994. If 
tkre is an allowance for uncollectible amounts, that allowance should be adjusted to the &rent estimate and 
tk difference between the cumnt estimate and the existing allowance should be charged to bad debt expense. 
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TABLE 19: 
PkE-MODIFICATION VALUE 

(in thouunds of dollars, ulculmted at the current discount mte) 
:? i _ _I 

. 

(2) CALCULATE THE POS~MODIFICATION VALUE 
1 

The loans’ post-modification value js the present .value of the loans’ net cash MOWS estimated at the time of 
modification under post-modification terms and discounted at the current discount rate. 

The modification reduces the outstanding principal by 50 percent to,:St$OO, lowers the nominal interest rate 
,’ 

to 4 percent, and extends the maturity by 3 years to the end of fiscal year 2000. As shown in Tabie 20 below, 
under the post-modification terms, the required payments will be S477’per year for six years. 

TABLE ;O: 
PAYMENT SCHEDULE OF THE MODIFIED ‘ibANS 

(in thousands !f dollm) 

kid 

2 -T ‘\, 5 

I 

i 

Taking into consideration that the loans owed by borrowers with poor conditions have been forgiven, it is 
estimated that only 10 percent of the cash flows would be lost due to defaults. The cment discount rate for a 
maturity of 6 years is 5 percent As shown in Table 21. the present value of the estimated net cash inflows 
discounted at 5 percent is S2.179. This is the loans’ post-modification value. ’ 
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: ,: Tlr@.& ti:.' ': ,_. j' ,, 

n 
POST-MODIFi6ATiON’VALUE ‘,. “’ 

1 .;,, "' 
-- 

I 

P’ . . ,.A ‘. ,, (in thousands of’dollarr, &.@uiated it’& erfr##scOimt rat6# ’ ’ ,“‘I 

\ 

!  :  , I , .  ‘,’ .> (>, ‘,,‘., ‘,.‘,. I . : ‘ ;  ~- 
; :  ; ,  :  , : .  , .  ,’ 

Q)  $$C~@ A&j k&(,( . , j& TfiE COST f$@+j&&&jN ”  ‘I 

, .  ”  ‘. . / .  ‘., .  ; ;  

, ,  

iy‘ 

The‘ cost dir%i&iiriciti~n’L~~&e exce& df the lo&s’ pre-mo&fication vaiiie &er,the loans’ post-modifidation 
value. Since the loans’ pre-modification ,value is 53.172, and their post-modification value is $2.179, the cost of 
modification is $993. which is recognized as a subsidy expinse f6r &&catioxis. ‘. ’ ,, ,,~ 

The credit ‘$&a& &iv& an a&opriation: of $993 to cider the modification expe&e. which is @id U 
the financing account. The fmancing icount, in turn, pays this amount to the liquidating account as part of its 
payment to acquire $e loans. (A subsidy appropriation equal to the xost oJ modification must be, available 
kfom ,tbe inodification & take’ place.) 

:. “ . . “’ ,’ 
(4) CALCULATE THE CHAN&E IN BOOK VALUE AND THE GAIN OR LOSS ! 

Witk rorpect to modificatihnr of pro-1992 direct ioans, the standard requires !hat when ,pre-1992 d+t 
loams are dhectiy m&iiiied, th& be irhnrferrcd to a financin~~aeeount and their book v&e be &nged to 
UI amouni iqual ti’ihiii $oit-abod@cation value. Any subrqu&t’modificaii& ti”&ea&d ii a 
modification Of post-199l“io&.*‘, ; .: ,.,, , 

Tka ckanp ia book value of pre-1992 direct loaos rehiring fiom.i direct or indirect m&diflca@m and 
Uw cut of modification will normally differ, due to the use of different discount rater or the ur’4f 
dillereat meuorement metkodi Any difference between the cost, of,modification and the change in the 
loana’ book vaiue due to’ moidifJcation is *g&cd as a’ #ia ir loss, ; ; ” .’ ) 

3%~ account’ g m standard provides that when ~1~1992, direct loans are indirectly modified, they are .’ 
kept in a liquidatiag account; and that their bad debt allowance is reassessed and adjusted to reflect amounts that 
would not be collected due to the modification. Indirect modifications of pre-1992 direct loans arc not 
illustrated. 

f-‘-l I .t 
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Prior to the modification, the book value of the loans ias recorded in the liquidating account at s3,6f)0- 
Upon modification, the loans are transferred f&n the liquidating ioooun~ to the financing account and recorded 
at their post-modification value of S2.179. The change in book value is a decrease of Sg21. Since the Cost of 
modifldon is S993, and the change in book value is $821, the difference of $172 is reoognixod as a gain. 3 : 

* fm* mwt pys &e @i&ing aAnt an amount equal to the loans’ pre-modifioation~value Of 

$3.172. This comes from two soureos. First, the ftaancing account receives the S993 that is appropriated for 
tho w.st of modificetiou Second, the facing account borrows from ‘Treasuty the .remainder, which is $2,179, 
the. post~~ti0~ vrlua of the. J~UIS. .h ea~c~~~ the liquidating account 8raasfors IO .the fioanoing acoot@ 
thd .loen assets that had a bobk value of $3.000 before the modification was made. The gain to the iiquiba~ 
aowunt is Sl72, whioh, es shown above, equals the difference between the cost of modification and the change 
in book value of the loans 

. . 
Post?1991 loenguarentees ue loan guuuntees committed after September 30.1991.. The rcoouuting 

‘., 
’ 

sunduds for post-1991 loan guamtitees are explained l ndillustmtedthrough tho TV of an example &se&d 
belowz _, 

A cohort of S-year term loans that amounts to $10 ,million in face value is guaranteed by a federal loh ,, ., :,’ 
8~~~tco program. The gumntoo.covors 60 porceytt of the principal and interest psyritonts. The borrowers em 
required to pay in-it annually at 7 percenk and to repay the principal~when the loans matureat the end-of the ‘, 
5th YOU. The government agrees to pay a 1 percent interest supplement to the lenders at the end of each year 
Om the MOMS’ life. The loans are disbursed on September 30.1994. me federal loan gwn&c prognm 
COlkdS a fee of 5 percent, when the loans are disbursed. ‘fhe avenge interest rate of marketable T&uty 
sect&& Of a similar maturity f&r the period. in which tho guaranteed loans are, disbursed is 6 pereent. 

All of the amounts used in the text that follows are in thousands of dollars, 

A. REPORTING THE LIABILITY OF POST-1991 LOAN GUARAXWEES AND THhZ SYBSIDY 
COSTS j 

The wcountbtg standard for port-1991 loao guarantem requires that for gum@teed loams outr@ading, 
the present vduo of crtimated net cub .outflonr of the loan gummteer ba tignhcd ma l lhbiUt$ 
Diacloaure ir made of Umface vaIae.of the guamnteed .louu outrtatyling and the amount of the 
outrtmding b&ace that & g&aoteed. 

I 
’ 

io implement the standerd in the example. cash ,flow estimates and present value calculations are prepared. 
It is projected bat the botrowers would pey interest,when due, but would default on 60 percent, or S6.606. of 
the principal repayments. Upon default, the federal credit program will pay 60 peroont of the defaulted 
principal, equal to S3,600. to ihe lenders. It is projected that a net recovery of S2.000 will be realixed a year 
later through the foreclosure end sale of pledged ,assets. The foes of S509 are received when tbo guaranteed 
loans ‘are disbursed. 

Table 22 below shows the estimated cash flows and tho present values of tho cash flows. 
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,’ TAtiLti’22: 
PROJECTED CASH FLOWS DISCdUNTED TO THE TIME OF DISBURSEMENT; 

(in thoururdr of dolkrs) 

1999 ,,. ;‘,)’ ,’ 100. :. s3.600 ‘. s3.7qo 

2000 ” s(2;ooo) boo) 

i’V l \,6H’ (_, , s<w), $471 $2,690 S(1,410) SlfOl 

Thei present val,~ ot thy estirqrted net cash outflows of the ioan guarantees is $1,201. This amount ~a 
y--. recognized as a liability. ‘/ .\ .,? w Disclosure is made in a footnote to the linanoial statements for fiscal year 1994 that guaranteed loans bsvc 

an outstanciing principal of SiO@O,’ and the guaranteed am&at is S6.000. (A similar disclosure is made m Rich 
year so long as the guammeed loans am o~tstandii.) ” 

The 8ccounting rknd8rd for post-1991 Lola gu8r8ntees requires th8t for guwanteed 10811s disbursed 
daring 8 lkc8l ye8r, 8 subsidy crpenae be recognized. The 8mount’of the subsidy crpeaw‘cqu8ls ihe 
prosent v8lue of estim8ted c+ ou+ws over ec life of the guFr8ntced iours minus the present v8luc of 
eetim8ted,& inflows, d@ounted 8t4he intorost r+ of m8rket8bk Tnasuty &c&ties with 8 simikr 
018cPii~ terui, 8ppik8bk to ,tkc period duria& wbti the ioani~me disbumd (hcrein8fter referied to 8s 
the l pplk+bk Treuyry interest rrrte). 

In the ex&nple, the present value of the cash outllows minus the present value of the cash inflows is $1301, 
which is recognized as a subsidy expense. 

($1 
ti ~wuating st8ad8rd for port-1991 lo88 pwanteer requires th8t for the fkc8l year during which 

hew gtmlrateod burr am disbuirid, the componenta of the sibsidy espenw of thorn new 1088 gu8tanteoe 
be keo@sed wp8r8tely among interest subsidy costa, def8ult costs, fees 8nd othei colkctkns, 8nd other 
eubsidy costr 

The in~n~subsi~y co* of the loan -tees is the present value of $e interest supplement paym?ts to 
the i+is, wiii& iii’*. example. is S421. .., .._. .,_ ., ,. 

. 
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The &fault cost is the present value of the projected &fault payments mi..us the present value of net 
recoverk~. The present vdue of the default payments is.S2.69& and the present value of the net recoveries is 
S1.410. Thus, the default cost is Sl.280. 

The present value of fee collections, whioi is $500. :s recognized as a,deduction from subsidy COSTS. 

There are no other subsidy costs in this example. 

The subsidy expense of. the loan guarantetk is the sum of the above cost conqonents, which is S 130 1, L 
calcul@ed as follows: 

$421 
/ 

Interest subsidy cost 

Fee collections (560~ 

Loan default cost L2iQ. 
2. 

Total rubsidy cost sl3pL ,-. ; 

The loan guarantee program vceivis in appropriation equal to the subsidy cost of S I ,20 1. W& the 
guaranteed loans are disbursed, the appropriated amount is paid to the loan guarantee financing account did is 
tic&cd in fund balance witb Treasury. The $500 of fees are oolletked $t the same time. The amount of #the 
fees is debited to fund balance with Treasury and credit&to the liability of the loan guarantees. Thus, ‘tbe fuad 
balance is raised to $1,701, on.which Trcasrtry. pays 6 percent interest. The. loan .guarantee liability is also 
raised from 51,201 to Sl.701. 

Table 23 shows the project&d c&h flows and their present values aft& the receipt of fees. 

TABLE 23~ 
PROJECT&D CASH FLdWS DtSCOIJN’I’&D TO h& &ND OF Fy1994, 

AFI’ER THE RECEIPT OF FEES 
(in thousands of dollars) 

* 

SUPPLEMENTS‘ RECOVERIES 

,/,. -., 
,,+.& ) 
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Table 24 displays the asset and liability ba@mes atthe end of the. 1994 fiscal year. 

I’ L ‘3, 

‘, 
.: ,, . 

‘; ,ThBL& .24: .. ‘. I : 

ASSETS AND LIABILITIES AT THE’ END OF FY ‘1994 
\ .’ (in thousands, of dollars) ,;.<, ,( ‘. 

I ./ %- . :. ., :. ;, .’ -8, ..,, 

a L~I.IJ’IY ~E~RbfATION AND-IPjTERES@MPOUNDING “r’. ” .~ ,, 
, .,‘y .. “.+, ,’ . ,. ,,. 

il) j’# RE&+~‘I~N t& TW’ LU@IirrY OF LOAWGUAR&NTEES ’ ’ ‘. : 
/ ” .’ ,.,., I.., , , 5 “. ._ I. ,( :. 

The accounting standard for post-1991 lorn ~uaniees requires th*t&e~iiaiility for loan gu8ranticr ““:> 
k’roestiutod auh year aa.of ‘thedate.of the’ financial rtatemcntr Since thc‘liability represents ,the .:. 

ptaaaut value of the net cash outflows of the underlying loan &uarantees, the reestjmauon taker. into 
cut oli factors that may: have l ifded ‘.the l athuate of each coinponcnt’of, the cash flowa, in$,tding 
‘propay&& dcfault;;dil~~~enciii, and recoveries. Any-increase or ,decreaw ‘in the’loati guarantee 
lirsuity &Ring from the mrtimates.ir recognized as a subridy expense (or a reduction hi subsidy’ 
CSPHWO); ReportinS ‘the R&tty of !oak‘guaranteei and reestimates by compquerft is not ‘required. ,, :, ‘. ,’ 

a L~I.LITy REEmRbfATIGN AND-IFjTERES@MPOUNDING “r’. ” .~ ,, 
“.+, ,’ , .,‘y .. . ,. ,,. 

il) j’# RE&+~‘I~N t& TW’ LU@IirrY OF LOAWGUAR&NTEES ’ ’ ‘. : 
/ ” .’ ,.,., I.., , , 5 “. ._ I. ,( :. 

The accounting standard for post-1991 lorn ~uaniees requires th*t&e~iiaiility for loan gu8rantics ““:> 
k’roestiutod each yeh aa.of ‘the.,date.of the’ financial rtatementr Since the‘liability represents ,the .:. 

ptaaaut value of the net cash outflows of the underlying loan &uarantees, the reestjmauon taker. into 
cut oli factors that may: have l ifded ‘.the l athuate of each coinponent’of, the cash flowa, in$,tding 
‘propay&& default;;dil~~~enciii, and recoveries. Any-increase or ,decreaw ‘in the’loati guarantee 
lirsuity &Ring from the mrtimates.ir recognized as a subridy expense (or a reduction hi subsidy’ 
CSPHWO); ReportinS ‘the R&tty oi’!oak‘guaranteei 

,, :, 
and reestimates by compquerft is not ‘required. 

‘. ,’ 

In~ndix A, the basis $f’&e’Board’s Conciusions..it is pointed out that the,+m& factor that~causis 
‘, 

changes in the subs&‘&uld be default reest&ites. The. accounting standard provides a mm&r of risk 
II 

factors and other default cost criteria to be considered in making the default ,cost estimates and reestimates.’ 

in the example. it is initially estimated that 60 percent of the loans will default on the principal repayments 
when tkloans mature at the end of fiscal year l999, and that S2,OOCj wili.be recovered from the sale of 
foreclosed ass&. .“?I+ iki reestimate is ‘$le early -iti fiscal year 1995. Because so ‘little time has &sed since 
the subsidy was init&~y’:&tit&l, .the est&nated cash ‘flows are tmchajgeii and the ‘meiiimate is hero. (This 
illustration adunes that tk in’kksi’iates’kt tlt~‘time~‘;;f’coinmiun&t and~‘disbursement are the same, so no. 
reeatimate is ,needed for the difference in interest .rates.) 

,I. L , 

The aaoond re&nat&i of the subsidy coal is made early ‘m fiscal ‘year 1996, in pk&aring financial 
statements for fiscal. year 1991, It rkestimates’.~~,loan guarantee liability as of the end of fiscal, year 1994. It 
indioates‘ that the initial ‘default estimateis comet.’ However, it also indicates that the net recovery real&cd at 
the and of fiscal year-2&O would be Sl,OOO. rather than S2.000. As shown in Table 25; because of the 
decraase in the amount of recovery, the present value of the net cash oi&ws discounted to the end of’ fiscal 
yaar 1994. is $2,406. rather than Sl.70 1, as previously estimated for the end of fiscal year 1994 and shown in 
Table 23. ‘/ ’ ^ ” / 
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TABLE 2% " 
stmsx~~ COST *EST~TION: 

PROJECTED CASH FLOWS DISCOUNTED TO THE ENf.I OF FY 1994 
(in thoumnds of down) 

The reestimated liability is $2.406, bornpared to the existing liability of Sl,701;, an increase of $705. khe 
increase of $705 is added to the loan guara&e liability and is recognized as a subsidy expense~reestimatek ,: 

The credit pro- receives a subsidy. payment under permanent indefinite authority eq& to $705 to “cover 
the cost 3ncrease resulting from the recstimate. In. addition, a payment of Sk2 is also received under p&nanent 
indlf*te authority to cover the &rest accrued on the $705 ,reestimate payment. for the period from the. end of 
fiscal year 1994 to theend of fiscal year 1995, and is np;drted,as interest income. w total amount ofS747 
received is at&d to the fund balance. / 

3 ) 
(2) INTEREST COMPOUNDING 

De punting rtandard for pork1991 loan guaranteea nquinr tlmt interest be accrued and 
compounded on the liability oi loan gu+rantees at the inter&t nti that nar originally used to cakulatc the 
prrmt value of the lo= &antee iiabilitks when ihe gu~mnteed loans were disbursed, kke .accrued 
interest is recog&ed u ikerest eipenr’ 

,‘..., 

With the passage of time, the present value of the liability of the loan guarantees increases at.a rate equal to 
the rate of interest used to discount the liability. ‘The increase for fiscal year 1995 is S 144, which equsls the 
balance of the liability of $2.406, as reestimated, multiplied by’thc interest rate of 6 percent, The amount of the 
increase in the present value of the liability is added to the liability balance, and conctkntly it is recognized as 
interest expense. As e :result, the ‘liability becomes,S2$5O. 

Interest is also accrued on the credit program’s fund balance of Sl.701 at 6 percent. The amount of interest 
accrued is $102, which is added to the fund balance, and is recognized as interest income. As ‘mentioned 
previously, the payments of $747 to cover the reestimated subsidy cost and the accrued interest are also added 
to the fund balance. 

The interest supplement of $100 is paid for fiscal year 1995. Both the fund balance and .the liability are 
reduced by SlOO. 

As a result of the above transactions, the fund balance becomes $2,450, calculated as follows: 

-‘\ 
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‘/ . 
Fund balance at the end of FY 1994 s1.701 
Interest ,on the, ftid ,balance 102 
‘Subiidy payment reestixnates 705 
Iiitkrest tin sub&y payment reestimates 

., 

: interest supplement paid 
(,g _: 

Fund balance ,at the end of FY 1995 S2.450 ‘,’ , 

I 

Tba loan guarantee liability iS also 52,450 at the end of fiscal year 1995, calculated as follows: 
./.., ‘; ,: .i..’ ., 

LiWityba~cat,tbW .. 
end of FY 1994, as m&mated $2.406 ,, 
b&me due to pasSr8e of time 
herd supplement paid 
Liability ~l&e at the 

,&$I i :, 

,. ” 

,: 

,. d of FV 1995 S2.4$,, ,: : .,, 

Table 26‘displays the,.asset and liability balances a! the. end of .&e 1995, fiscel year. 
,:,. : 

.TABLE 26: 
.;;:. ,’ ‘, 

I. ,ASSETS AND LIABILITI@ AFTER INTEREST ACCUMULATIONS 
AT,,,THE END OF FY 1995 .: 

‘.. (in thouundr of dollrn) 

.’ 

C. REVENUES AND EXPENSE? ,’ 

The -unt$g’#tondord for post-1991 loon yaw&es requires that interest l ccrucd on the liability 
4 loan guarantees be reeogriniied aa interest espeaaer and that interest due‘from Treasug on uninvested 
lhadr be re6opized os interest income. 
ht+st &pods& 

Inter&s: l ccNed on debt to Treasury, if any, is recognized as 

In the example. interest accrued on the liability of loan guarankes is $144. which equals the reestimated 
kbility of S2.406 times 6 percent. The amount is recognized, as interest expense, and the same ainount is added - 

. to the liability, as explained above. 
“‘1 

Intekst income recognized for fiscal year 1995 is also $144, consisting of (a) interest income of Slot on the 
fund balance. which equals the fund balance of $1.70 1 times 6 percent, and (b) interest incomk’of S42 on the 
sub&y payment re+imates. 

Costs of administering loan guarantee activities. such as salaries, legal fees, and of’fke costs, that are 
incuricd for ckiit policy evaluation, origination, closing, servicing, monitoring, maintaining accounting :and 
computer systems, and other credit administrative purpks,,are recognized separaf+ as kinii%&&iti~ ex@kues. 
Administrative expensei arc no01 included in calculating the subsidy costs of loan guarantees. 
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D. MODIFKATION OF POST-1991 LOAN GUARANTEES 

~asume that in ~otober 1995, .shortly after the close of fiscal year 1995, the loan guarantee program takes 
action to expand its guarantee from 60 percent of the outstanding loan principal to 80 percent. This action is 
within the definition of direct mxii~cation because it is a government action-that directly changes~thc estimated 
sttbaidy coat and the present value of the loan guarantee liability by altering the terms of the loan guarantee 
agmment. 

The MOO&~ ~ta&&d on modifkationr of loan guarantees rtikr that with mspect to 8 dimt or 

indirect modification of pre-1992 or port-1991 loen ~arantces, the coat of modification ia the cscess of the 
poat-modifka~n bbilky of the loen ponnteer over their pro-modification liability; The modifi@oa 
tort t roeo@zod as modilk&on erpenrc when the loin pwanteor arc modifkd. 

The l ccountitq is implemented in the ateps described below: 

(1) CALCULATE THE PBE-MODIFICATION LIABILITY 

The pm-modification liability is the present value of the net cash outflows of loanguarantees estimated at, the 
time of modification under the pre-modification terms and discounted at the current discount rate. 

Aa used in this part and Part IV of this Appendix, the cur&at di&otmt rate is the~,interest rate applicable 
at the time of modilication on marketable Treasury securities w&b a similar maturity to the remaining maturity 
of the guaranteed loans under pre-modification terms or post-modification terms, whichever is appropriate.n 

Ihe cash flows for the loan guarantees under pn-modification terms during 1996-2000 are assumed to be 
the same as the cash flows that wem reestimated early in fiscal year 1996 for these years and’&at are shown in ,, 
Table 25. Auttme thatthe current discount rate for.a comparable maturity (4 remaining yea=) is 4 percent. ~a 
Table 27 shows, the present value of the pm-modification net cash outflowsdiscounted at 4 percent is S2,61!. 

TABLE 27~ 
PRE-MODIFICATION LIABILITY 

(in thousands of dolbn; calculated et !he current discount rote) 
:: 

‘.‘. ‘. . ,  

the definition of the cutrent disoount mtc is provided in Appendix C. Glossary. [See Appendix E of this 
volunle.] 
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(2) CALCULATE POST44ODlFlCATION LEABlLlTY I, 

3 

-’ .: 
i 

,I’, , 

’ L> The loan guarantees’ post-modification liability is the present value of the loan guarantee2 net cash outflows 
estimated at the time of modification under post-modification terms and discounted at the current discount rate. 

\ .‘. 1: 
The modificaion immam~ the guarintee percentage from‘60 percent to 80 percent., It is estimated that 60 

percent or $6@0 in prinoiprl reprym&iHs will default. This estimate is not affe+J by the modification. 
. HOW, &th.the exp&&‘&’ & &kt& +kitagt, the edit program will pay 80 peE+t of the 

,:j, defiulted a&&&a, equal to $4,800, to the:lendem. The,$et +sh outflo,ys estimated under the post-modification 
;: @rata am diwounted at the current mte of 4 percent. As shown in Table 28 beloti, the presdnt iralue of the 

est@ted net hish outflows is $3,644. This is thepost-modification liability of the loan guarantees.. 
;’ 

; : ,./I ,,+&g 2& : ._ ., : ., ; .I,\. ,.,, 

~qsTIMOIJIFICA~I0~ L&BIL@‘Y ‘, 
- (h &ou&ds $doUan: *Wed 8t the cur& discount r&toj 

_I .c ’ 1 ,- ,..,I, .i :,_ 

(3) CALCULATE ‘&D ~ECOCNIZE THE C&ST OF MODl’FICATION 

The cost of modification is the excess of the loan guarantee’s post-modilication liability over their 
pm-modification 1iaLGlity. Sine the loan guarantees’ post-mo&fication liability is S3.644, and their 
pre-modification liability is $2,618, the cost of modification is Sl$26. which is ~~ognized as a subsidy expense 
for modifications. 

‘(4) CALCULATi THE .CHANGE II’! $HE BOOK VALUE OF THE LIABILITY 

Thi 8ccounttng rturd8rd on lo88 p8r8nt~.modillcrrtions require8 th8t the existing book v8lut of the 
ltbillty of modiflod post4991 1088 gu8r8ntees be churpd to 8n 8mount equ+ to the’ present v8lue of the 
act cash outflows pro&ted qndcr the mod!fIed terms from the’time of moditlc8iion to the lo8nr’ malurity, 
8nd discounted 8t the origi88l discount We (the r8te th8t is origi&ly used to crlcul8te the present v8lue 
ef the li8bllity, when the gu8lrateod lo8nr were dirbursed). 

In this example. the original discount rate is 6 percent. The present value of the loan guarantees’ net cash 
outflows estimated under the mo#fied terms and discounted at 6 percent is S3.401. (See Table 29.) 

* ._ ., ‘, ,’ _ ,-. . . .,. : ,. 
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TABLE 29: 
POST-MODIFICATION BOOK VALUE LIABILITY 

(In thowandr of dolbn; ububted at 8he ori@nel dlscounr rate) 

FY INTmEsT ,DEFAULT NET. NET CASH 
SUPPLEMENTS PAYMENTS RECOVEiUES FLOWS 

19% ,’ Sldo SlOO -. 

1997 
. 

loo 
: I’ 100 

: 
19% 100 ‘100 

$4.800’ .. 
. 

1999 100 4,900 

2000 $0 SW mw 

PV;t6%, ” ij46 53,862 : S( 747) ,” ‘. $3,401 ” 

At the time the modification action was taken, the exist@ book ,value of the lonn gunmntee liability A, 
St.450 (See ‘fable 26). The book value is’bhanged to $3.401. This is en increase of S9Sl in ,the book value of 
the lo8n guu8ntee liability. 

(5)~RECOGNIZE A GAIN OR LOSS.: ..,. 

The &counting stidard on ban yerant& mbdffl&nr staCa ‘tietthe’ehaage in the amount of, 
lbbllity of 60th pr+!I2 and part-H91 loamgumanreea remltitq from l direct or indlrect modifbkbo 0 

and the cost of modiflcatbn will .normally differ, hue. to the ose of different discount &es or the uiof 
dlflerenr nieaaurement methodr Any dlfference between the change in ibbliity and the cost ,of 
modifbatba is recognized es a gain or bu For posh1991 ban gummahea, the modi!lcatba l djostmeat 
traaafefi’ paid or received to off& the @I or t&a Ia recognized u l tlnanc~g &u&e (&r a reduction in 
llnoncing soilrce)m 

The cbn@e in book value in this case is S951. compared to the cost of modification of Sl,ii6. The 
difference between those two rmotits is $75, which is recognized (IS I grin. 

The credit program receives a subsidy rppropriation equal to the cost of modification. Since the. cost of 
modification exceeds tbe increase in book value by t75. the credit program Pays to Treasury ci modification 
adjustment transfer of 975 to offset the &rin. This is reported as 8 nduotion in finrnoing source. The net effect 
of the xhodifichion is to increase the fund brlance of the credit pfognm by $951 $o $3,401; 

TabI+ 30 c&lays the asset and lirbhy balances after the modification in October I?95 

WMB instructions provide that if the increase in liabilhy exceeds the cost of modification, the report@ 
entity receives from the TreasGy m amount of modification rdjustment transfer equal to ‘the excew, and if the 
cost of modification exceeds the increase in liability, the reporting entity pays to Treasury an amount of 
modificatiqn adjustment transfer to offset the excess. (See OMB Circular A-l 1.) 

i 
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,, 
.) TlrRLE30: - : 

ASSETS AND LiABlLlTIES AFTER i$IE MO,DI$iCATION ” i 
,’ IN -0BER 1995 (in tboarmdr ii dojlan) 

1 ’ 
ASSETS LUBILITXES 

e3.401 Lqrti guarantee liability $3,401 

; ”  ., 

At the same~time~ the prognm’s loan gurnntce liability at the end of fiscal year 1999 is also 33,856, which 
eepk the estimated default claim paymtit of S4.800 minus $943, the present value of the.estimated net 
r&ve~y fi’om fonclosing as&s; It has been estimated that the net recovery would be $1.000 ad would be 
rulixed at the end of f-1 year 2QOO. ‘fh@ pre~t val$ of the net recovery disco&d to the end of fiscal 
year 1999 at t&e origiorl discount rate of 6 pement is $943. .’ 

As expected, when the guamnteed loans mature at the end of 1999, $6,000 of the principal is in default. TO 
mctt its guuantee ,obligation, the loan gurmntee program must, pry 80 percent of the *fault amount, or S4.800, 
to the 1cnder.s. When the defaults occur. the loan gurraatee program in this example has the options to foreclose 
poperry pledged by the borrowers who defaulted, and/or to require the loans involved, ns a compensation for 
*wwpyment. -:.. , _ ,’ ,( ,_ .‘~: .’ 

%.is assumption is mnde only to avoid repetitious illustmtiops. 

I) ‘_I 
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The occouating rtendard oo foreclosure requim that when property ir transferred fkom borrowem to 
a fedwai credit program, through fo~ior~re or other mum, aa l compenution for ioucr that the 
government rurtained under port-1991 looa guorontti’ the foreciord property be recognized U an asset 
,at the present value of its krtimated iture net cash inflows discounted at the originai discount rate. 

The accounting rtandard rtatea that at a forccioaure”of yaranteed IOMS,~ federai @wantor may 
acquire the ioaar invoived. The acquired loans are recogi&ed at the present v&e of their atimated net 
cub Inilowr fom wiling * ioanr or from coiiecting paymentr fern the borrowerr, diacouated at the 
origimai discount rate. 

In thisexample, the default occurs atthe~loans’~mat&ity.and .virtually no.cash intlo~ cen,berua@edeither 
from selling the loans or collecting payments from the borrowers. The loan guaranteeprogram thereforu 
forecloses the assets. It continues to estimate that the net cash inflow from possessing and +ing the foreoloaed 
properly d he Si,OOO and will be received at the end of ,fiscal year 2000. The prcse& valueof the es&n&ted 

. ..net.cuh.inflow..di3ooun~.at..the..originrl.rate of 6 percent to the end of fiscal year 1999 is $943. 

- Tb& kcoanting standmd rquim &at if a iegititp& cidm exists by a third party or by the~borrowrr 
to m part of the recognized vaiui of the foreclosed ameta, tiie p&eat vahk of the atimatod ciaim be 
recognized, u l special contra valuation l iiowu~ck : :~, 

In this example, no such claim is assumed. Thus. the present value of the foreclosed property is ncordod as 
an asset at $943. Concurrently, the amount pf $943 iscredited to the loan guarantee liability, so that the loan 
guarantee liability is increased from 33,856 to 54.800. . 

The default payment of f4.800 is more than the.fundbalance .of S3,856,‘and the loan guarantee program 
does not receive cash from selling the foreclosed assets until one year later. The loan guarantee program 
borrows the difference,of $943 from Treasury. ” 
allowing the default payment to be made. 

Thus, the fund balance is increased by $943 to S4.8OCj. 
’ X 

When the default payment is made, both the fund balance and the loan guarantee liability are reduced to 
zero. The credit program takes collection action against the borrowers. However, further recovery is not 
anticipated. At this time, the loan guarantee program has the following asset and liability balances as shoti m 
Table 32. 

: : 
-. .i I, I., 

‘, 
TABLE 32: 

ASSETS AND LUBILfiIES AT THE END OF,FY 1999 
(in thouundr of doliars) 

: > 
. ,. .,P 

%e l ccouutittg stgxidard is the same for property transferred in partial or full settlement of post-l 991 direct 
loans, and the application of the standard to direct loans is ilhtstmted by the present example of loan guarantees. 

s’Borrowing from Treasury is necessary in this example because all default payments occur at ,the same’ time. c 
If they occtured in different years, the default payments in most oases might be covered by the fund balance and 
the proceeds from selling foreclosed assets. Borrowing would only be needed for defaults near the maturity date 
of the guaranteed loans 
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.‘, _’ ,. ‘; 

F. DISPOSITION OF THJZ FORhCiOSEi) PROPkRTY . : 

. 
‘cd 

,/--- 
,c-.l 

The. foreclosed, property is initially ,FcFrded at the present value of the estimated net cash inflows. Until the 
~perty, is sold, +e present value of the property’ mu”’ + updated to ieco@ize change$ imralue due to the 
passage of time. : The recognition is m+ thrt+ an dccrual of interest at the otiginal ,di&ount rate. The 
amount of interest &rued for fiscal year 2OOCj is S??, which equalp,he book value of the foreclosed proper@ at 
the b&@nnin&.of the fiscal yea;; Ghich is $943, times the oiiginal discount m&e of 6 percent. This amount of I 
intemst is reco@xed as inter&i inco&e,‘a!id’is idded to the,bo@k vblue of ti?e fo;eoldid property. As i result, . . 
ti book value of the foreclosed property becomes Sl,OOO at the end of fiscal year 2000. 

2’ 

Inm& is alao a&-d on &e &bt b T&suy of 5943 ai the mtc ‘d 6 pe&~lc ‘,Th& amOkit of i&Wt -for 
fiscal ‘year 2OQCt is SS7, and i! pqp@d as inbrest qxqm:, The amvyt is added ‘0 the debt to Treasury. Ab 
r~t~~‘~btto~~~~~o~~~~l,~ii~eadpf,fiiorlye~2000.‘,’ :/, ,: ., ” ” ,‘.,,\ .., .* ,’ .:’ :.. : 

ft is a&ea & ‘& &&:ii.‘;bi&j,i the &i ‘kf’&l ,yeir ,2m aid k bgodt of net proceeds fram, .1 

m mle b sl,m. me am&t’& & &t ‘jrroo&&’ &“ttd t0 piy off ‘th6 debt to ‘Treasury; AS a mault. the ‘. 
asset l d li&ility balances for tl$s cohort of loan guarantees are reduced to zero. / :; i ‘, , ; ,, ,. 

A ~&&on ah@ b;l’&o&,& for the nei. cash flow ‘&f Ihe &perty aftes’the end of fiscal yiar 2000. 
If the m&&ion resubd ii k’[nd&@xi of the .jkeni value of the property; the amount of thi: reduction 
would be recognized as sub& ‘&$&se re&ti&tes. As illustrated in preoding sixtibna ‘on nesttiatea, a 
Payment from pezmaneht indifinite authority ,would be available to cover the subsidy reestimate expense. &I 
this case. because the property was sold at the eat&n&d time f&r the estimated hmouni. there is no-tieaiimatl 
subsidy expense. 

PART q iPRE-1992 LOAN GUARANTEES ._ ” ‘( 
pre-1992 loa&guati$es aie ldan guarantees comniitted prior ‘to October 1, 199 1, and, the liabilitils under 

pn-1992 loan guarantees are reodrded in liquidating accounts. The ,accounting’standard requires that the 
lkbilitkr of pm-1992 lo8n g&nkca be icco@kedwhen il is more likely th8n not th# the lo811 
guarktee~ wlllx’equire a hiture hh outfloir k pay ddifault”klaims.’ Tlie liability of loan guannteci 
should %e matim8Cd iii&h ye8r 8i’of the date of the fininci8l iit8temenW Iwe&ai8ting li8bliltlea~ the 
risk f8etora discuised,in the &d&d for post-1991 loin @iririnteer should ,be considereil. Disclosure is 
m8de of the f8ce v8lue of gu8Imnteed lo8na outstanding 8nd #he 8m6unt gu8r8nteed;’ 

TbC rtandwd ames th81 rirt8temen~ of pre-1992 lo8n gu8r8nteer on 8 present v8iue b8sia is permitted 
bat hot required. 

AU of the amounts used in the text that follows are in thousands of dollars. 

A. RECOGNITION OF LIABILITIES .,., 

Assume that a federa! credit program guarantees a group of loans and the guarantee was committed prior to 
October 1. 1991. At the end of fiscal year 1994, the loans have outstanding principal of $5,000 at 7 percent 
interest mte. maturing in three years. The borrowers are required to pay interest annually and to repay the 

,-principal at the end of 1997. The iuarantee covers 60 percent of the principal.” 

‘A loan grantee may guarantee bqth principal and ,interest payments. In that case, the estimate and 
recognition of loan~guarantee liabilities should be based on defaults on both principal and interest payments. 
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” 
Dkcl~sttre is made in a footnote to the fmancial statements for ftscal year 1994 that guaranteed loans have 

an outstanding principal of S5.000, and the guaranteed amount,is S3.000. (A similar disclosure is ma& in each 
year so long as the guaranteed loans arc outstanding.) 

“1. ;; 
The program wgement evahates tbe risk factors enumerated in the a~oouttting standard, and estimates ’ 

that $2500 of the loams’ pMcipa] repayments would be defaulted WhCB thk loai mature. ‘The program will pay 
60 pcmettt of the d&ttlted l motmt, equal to Sl.500. It is also estimated that the credit program would realize a 
net moovery of $500 through l cquiriBg and sclling.pledged assets. Thus, tlte progra~t management ‘recoguixes~a 
liability ,of $1 JtOO, which ,eqt& .the -estimated .&fault payment minus the net recovery. The S l;OOO is charged 
to &fault expcttsc.u 

U MODIFICATION OF PRE-1992 LOAN GUAR4JUTEES ,. 
., ~ ., 

AMBM that ia October 1994, shortly after the closoof fiscal. year ‘1994, a &&ion is’made to incre&e ‘the 
.guam~tee. from..60 .peroeBt -of- the--loan-payments-toSO -percent. ~~Thisaction-is tithitt’ the ,&ftition of dir&t 
modifbation bw+ue it is a fcdml govemmc nt action that~diicctly changes the, estimated subsidy cost and the 
present value of outstanding loa~ guaraBters by l ltermg the terms of existing contra&s. 

,- 

Tine aceoaatiag rlurdwd oa modifi&as o‘t ~OUI gyaraateoi St&es thit with respect to l dikct dr 
iadiwt modifiqka of ,prr-#99? or port-1991 iou~ guwwwes, the cost of mod$iWioa is the excess of the 
post-modillutioa ibbiiity of tb? I baa ,--tees over their’ pre-modifktioo lbbiiity. The moditkioa 
cost is reco@zed as modifkatba espeaw nhea the iou~ gu@raatees are modifkd 

AccotmtiBg for the cost of modification takes the following steps: 

(1) CAL&LATE THE PRE-MODIFICATION LIABILITY 

Ihe pn-modification liability is the present value of the net cash outflows of the loan guarantees estimated 
at the &Be Of modification, under pm-modification termsad discounted at the currc~t discount rate. 

It is es,timated that under the prc-modification terms, a &fault payment of Sl.500 would be ma& at the end 
of fiscal YCU 1997, ad a net recovery of $500 from the, sale of foreclosed .asscts would be received at the’ end 
of fiscal year 1998. The OUpBt discount rate for ,a maturity of 3 years is 4 percent. As shown io Table 33. the 
Prewnt value of the estimated net cash outllows discounted at 4 percent is S906. This is the pm-modification 
liability of the loan guamntees. 

%is assumes that no liability was previously ncognited. If a liability has been recognized for the loan 
guarantees, the liability should be adjusted to the current estimate. and any increase in liability should be 
charged to default expense.. 
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. TABLE 33: 
‘. PBE-MODIFICATION. LUBiLrrY ‘., I 

(III tho&odr of dollan, calculated at the curnet diccouat, +) ;. _ ’ . . ,, 
.,“..;. .,. ‘h . ..( ‘/ 

1 
j 

[ 

I 

I 

i 
, 1 ..,.,,. j 1 ,,, 3, .,,) i>. ” ._, ,’ 1,’ ,,, ,.. , ,i:. /‘:;: I ., : 

’ (2) CALCULliTE THE POST-MODIFICATION LUBiIil’b’ 
,, 

,, : 
I 

T& loan guamnte&’ post-m&Mkation liability is the present V~UC of -the )08tl @fantees’ net Orsh hollow? 
* [ 

estimated at,,$te t&e of n@itkation urykr postTmodifrcat$n thy and discounted at the current didcount rate. . 1 1 
h 

“ .,._ ; .’ ‘.., 
Tbo modifica@& &d pbe gbamntee’ frdri;;: 661 @cent to gO,@ceht. It is,est@nated that S&SO0 of the:: 

principal ;Ic&me@s vy’i(j ‘Gf&l~ wlkthe lokns mat*. With th6‘kxpansion of the g-tee ~~rcentagei the 
credit program will pay”&p&ucrit ii t& &faultkd ‘imdiints, ‘equal to $2,000, -to leriders at the end of f?l Ym’ 
1997. A nef:recovey of S500 would be received from selling foreclosed’assets at the end of fiscal yeu 1998; 
Th? cash ou’hows estimated under: the post-modification terms are discounted at the current discount rate of 4 
percent’ As shown in Table 34 below, “he present value of ,the +im&d irct cajh.outflow is $1,351. This is c 
the post-modification liability of the loan guarantees. 

: 

TABL;EM:.,‘. : 
P~STAMODIFICATIQN ~UBi~rrv j” i 

(i+ thyqndr ,ol d6lla~,c$cuhted at tlw current discount rate) j /:, ‘. 

c 
i 

--/VT- ;--’ I-.-.- ‘1 . . . . :, “ ~ ,--_, ,,,,,-, ,!, .‘“I ...j, ., ,,,., ̂. : Y.. . .: _ ., ,, 
. 

, ,i 
II 
y 
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(3) CAL&ATE AND RECOGNIZE THE COST OF MODIFICATION 

The cost of modification is the excess of the loan guarantees’ post-modification liability over their 
pm-modification liability. Since th& loan guaiantees’ post-modification liability is Sl$Sl. and their 

r’ 
-IL 

pm-modification liability is $906. the cost of n@ification is $445. which is recognized as a subsidy CXpenSe for ~ 
modifications.~ A subsidy appropriation of @t amount is required before the modification can take place. The 
apprcipriated amount is paid to the financing account. 

(4) +KUJ,,ATE TX& GHAN& IN THE BOoK VALti OF THE LIABILITY ,, 

WI&. m&t b modi&atiopr of pre-1992 lo- guwaatets, the st8nd8rd requires th8t ihca ire-1992 ” 
lou~~pa~~ l m dim@ modi&, they be tranifecc;md ‘W •-fin~eing~8~uat +d the odsthrg book 
v8k of the l&bUity of the .modifled bur gu8rantee#‘@ changed ,to 8n 8moant eqU8l to their 

,, 

post-modlktbn li8bility. Any subsequent modillutiok is t&ad 8s 8 hiiidIfl&tba of post-1991 lOUI 
#u8~toehW ” ‘. 

.I : :. ‘, I ,’ 
prior to the mod&iion. the liability of the loan~guarantees was recorded in a liquidatingaccqant ai $l.OOO. 

Upon modification, the loan guarantees are transferred from’the liquidating account to a fhancing account, since 
this is a direct modification. The liability is,recorded in the financing account at the post-modification liability 
of Sl.351. The change in book value of the liability .is ui’ increase of $35 1. 

is) RECOCNIti A ,GAIN OR LOSS ..” 
.i 

The ueounting st8ndkl on lo8n w8rrmt&-modifktions states th8t the change in ‘the 8&ou&‘of 
lability of both.pre-1992 8nd ,post-1991 lola gu8r8ntees resulting from 8 direct or indirect modiffc8tion 
md the cost of modlfintbn nili norm8lly.diWer, due to the use of diffetit’discou~t rites oi the use of 
difkent,mcupremeat methods. Any divercnce between. the ch8ngs in’li8bility 8nd thk’&t’of 
modifScation t recophed~u 8 g8in or lou 

In this case. the oqst of modification is SSSS, and the change in book va!ue 1s $351. The difference of S94 3 i=-=- i 
is recognized as.1 gain. 

When the loan guannees are transferred fro& the liquid@g account to the financing acdount, the 
liquidating account pays the financing account an amount eqpl to, the loan guarantees’ pre-modification 
of SF. 

liability 
The transfer of the loan guarantees has the following effects on the liquidating account: (I) the 

existing liability of the transfemd loan guarantees equal to S 1 ,Obo is removed. (2) the fund balance is reduced 
W S% which is the amount paid to the tinancihg account, and (3) a gain of $94 is recognized. 

The financing account records the liability of the loan guarantees at S I.35 1, which is their post-modification 3 
liability. It also reco& a fund balance bf 51,351, which consists of lhe’$906 received from the liquidating 
a-unt, and the $445 appropriated tq covg the cost of modification. 

a The accounting standard states that when pm-1992 loan guarantees are indirectly modifie& they are kept 
in a liquidating account,Xnd that the liability of ‘fib;& loan guarantees is reassessed and adjusted to reflect any 
change in the liability resulting from the modification. indirect modifications of pm-1992 loan guarantees are 
not illustrated in the Appendix. 
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STATEMENT OF FEDERAL l?INmcw’ ,, \ , ,, _ ,. 
ACCOUNTING STANDARDS;NOi 3, 

,s _I ‘, 

,.’ .; regarding revenue recognition for property seized to satisfy ~‘Ly~~ ;~i;lbiliti~. : ;:;; ; : : ,: .‘1 ,‘I 

SUMMARY “” ” ,‘;” ‘. ’ ,,; ri * :,,, .’ ,’ ‘I ,” .,, ,, 

This, statement provides accounting standards that apply to several ‘typesof tangible 
property, other than long term, fixed assets, held by federal government agencies. These 
accounting standards cover the ~following assets: 

- inventory (i.e., items held for sale); :q,,. 

- operating materials and supplies; 
& ,&&pile &$eh&; ’ ,.. .’ 
- seized:& forfeited propetty; .’ ,’ 
m- foreclosed property; and 
- goods held under price support and b 

stabilization programs (including nonrecourse 
loans and purchase agreements). 
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hventory Held For Sali 

The standards require reporting of inventory by categories as follows: (1) inventory 
held for sale, (2) inventory held in reserve for future use, (3) excees, obsolete, and 

,‘I‘, 
>. ’ 

unserviceable inventory, and (4) inventory held for re#air. 

The standards require historical cost or latest acquisition cost valuation of inventory 
held for sale and inventory held in resewe .for future. sale. The. standards permit use of any 
other valbation method (e.g.. standard cost) which re&nably approximates historical cost. 
When historical cost valuation is u& acceptable cost flow assumptions include the first-in, 
first-out, weighti averagi or moving-‘average c&St’ flow~‘tiUnrptions. tie standards donot 
provide. for .use af.tht last-in, first-out cost fl~yc-~p$~n 0~. lower of cyst .or market 
valuation. .Whon !atst aqu@ition coqt valuation ‘is.4 the values must be adjusted for 
unrealized h&ling gqi=:and loss&. .’ 

. . 
,, 

Excess, obsolete and unserviceable inventory is to be valued at net realizable value. 
Inventory held for repair is .to be valued at either historical cost or latest acquisition cost less 
‘an allowance foi the estimated r*air cost. 

Opcnting Ma@riaIs -and Supplies 

Operating materials and supplies are to be accounted for under the consumption 
method and valued at historical cost or any method approximating historical cost (e.g., 
standard cost or latest acquisition cost). In addition, categories for (1) operating materials and 
supplies held for use, (2) operating materials and supphes heid in reserve for future use, or’ (3) 
excess, obsolete and unserviceable operating materials .and supplies must be reported. 

.’ 
An exception to the consumption method .is provided #ten (1) the operating materials 

and supplies are not significant amounts, (2) they are in the hands of the end user for use in 
normal operations, or (3) it is not cost-beneficial to apply the consumption method. In any of 
these events, the purchases methodmay be used. 

Stockpile Materiala . 

Stockpile materials are to be accounted for through the consumption method using the 
historical cost valuation or any method that reasonably approximates,historical cost. : ” ,. ,: 

1 
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Seized and Forfeited PropcrtJr 

The market value of seized property other than monetary instruments is to be disclosed 
in the notes to the financial statements. Seized monetary :instruments are recognized as assets 
with an offsetting liability. This treatment was.provided to foster a higher level of control 
Over seized monetary instruments. 

-.. 

Fo&itld property is recognized as an asset upon forfeiture ,&d valued at market value 
1~s~ any lie&. Revenue recognition .is deferred until, sale except formonetary .ir+umena ,, 
Special pro+ions are made for. items seized in satisfaction .of t& liabiiities and for transfer Of 
the.propertfto government edities for their use. ,.: ‘_ .* )/..> 

- : \  

I  

Foreclosed Property 

Foreclosed property must be classified as Post-1991 properly or Pm-1992 properly to 
remain consistent with the provisions of the Credit Reform Act .of 1990. ,‘Post-1991 property 
is associhcd with loans or loan guarantees issued after September 30,1991 ,and is valued at 
its net present value. ‘Pm-1992 property is associated with loans or loan guarantees issued 
bdore September 30,199l and is valued at the lower of cost or net realizable value. 

Goods Hel’d Under Price Support and Stabilization Programs 

Goo&s held under price suppo rt and stabilization programs (e.g., commodities) are I- 
valued at the lower of cost or net reali&le value. For nonrecourse loans the-standards 
provide that allowances be established for expected, losses and losses recognized if it is more 
likely than not that they will occur and the losses are measurable. For purchase agreements 
the standards provide that contingent liabilities be established and losses recognized if it is 
more likely than not that a loss will occur and thatthe loss is measurable. 

v01umc I, v&ion I.0 
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’ )I. “,., , ‘. : ‘, ‘,.:,‘(,‘, 
17. ~cfhljti*tL *~nven&l’ is t&ble’pcr?onal’ y!vp;at); that is (1) held for sale, 
(2) iq t,&miceu of ~rodu&on for @de, yy(j) to b$ constuned in the produotion of 
goo& for..sale.or in the provision of services;.for,,r fee. The term “held for mle” shll 
be &preted to inch& item& for sale ,or transfer io (1) entities outside the feden 
govmrmen!, & (2) 0th fecieid eittitiei. The ‘p&&al objective of the mle or transfer 

,g. ‘/ / ,A,.. &$$,,&,w In-+ &I, &,,nc9,@,&&&&, title psses w he 
purchasitrg~ entity ‘or when the goods rre+l&erki tothe$rchasin~ entity. Upon sale 
(when the title psses or the goods are delivered) or upon use in the ,provirion of a 

.I service, the related expense $a!1 :be recogn@ed,and the cost of those 8ood.s shall be 
/( ‘&&i&i fro+: iiivenjory. Delivery or @i$kuve @ivery, shall be based on the texkts 

‘of the ,contmct re8~ding.$$jxn$~bndloi dehvej. ’ ,, 
,,I. 

20. ‘Vduitieni i+qory +ll be v+kd $‘eit+(l) historical cost or (2) 
latest acquisition cost. ’ ” I. 

Historical cost %lW~include iI1 ‘approprk purcbade. transportation and 
on costs incutred to brin8,the ite? to their ourmnt condition and location. .c osts. ‘such is excess&e handlir$‘or reworhcosts; shall be charged to &*ti. of ,*e pend.’ Db/&d &&+:~i;h,* ‘b; i;iilGd rt its f,ir wl; rt *e 

t&e of,donation. Inventory &q&d through ix&rig; of horunonethry assets (e.g., 
km) shall be valued rt the fair value of the asrt.received at the time of the 
exchange. Any difference between the recorded rrxtount .of the asset surrendered and 
the fair value of the asset received shall be recognized IS a gain or a” loss. 

1% 
22. The furt-in. fust=out (FFO); weighted avenge; or moving avenge-dost 
flow assumptions may be applied in F,ving ,at the historical cost of”md@tg,inventoy 
and cost‘bf .goods sold. In addition, my’ other valuation method may be used if the 
results reasonably approxitnate.those of one of the above historical cost ,methods (e.g., 
a aadard cost system). ‘. . 

.j,l. ,.._ 
*, : - ._. 

,--, 
L-J ,’ - 
\. . 
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23. (2) The latest acquisition cost method provides that the last invDi= price’ 
(i.e., the specific item’s rctuel cost used in setting the current yeu iubilized S& 
[sales] price) be applied to all like units held including @ore units acquired through 
do+ion or nonmonetuy exchange. The inventory shall be revalued periodically but at 
least at the etid of each ftsorl year. Revaluation results in recognition of unrealized 
holding gains/losses’ in the eirding inventory value.’ Upon adjustment for tmrealized 

.r’ 

hold@ &as/ios&s. the lkest~roquisitioa cost method then results in an 
qJproxiJwtion of historiorl con 

24. An ~~llowawe ‘for imdibd hoid@ &tts/losses i inventory shall be 
&tablished to capt~ these &iisIlouer, The end& hlance of thisrIlownace shall be 
ti+ cutn~ti~ ciiirerenci b&we& tiii~iiisto~wl ~~b8sed 00 l stitwied or l ctwl 
~.ltution”alld th$ l&t ioqliisition~ tio:ori of &lb iMentoly. The balanoe rhrll a 
l dj* ,+ch t@e thy ik+y b+nci $ l djiidda The rdjusttaeat .neo6Iuy to .‘. 
t$ine’the #low&e to the rppropkte 6jlrrrce’+l be a cotn@oncnt of cost of goods 

., sold for the pcriod~udesoribedbe@v. 
: _ ,: : .,:.- ‘.’ ‘* 

25. The c&t of goods sold foi +e poiioa +a11 be eontputed as follows: 
‘- 

Be8ktpin8 inventory at be@ia’g-sf-@-period .lrtest kquisition cost 
1ess:.k&nirg rllow+r$ for uplulikd h&t& pin&@ ., 

C&t of Goods Available for Sale 
less: ending inventory at end-of-the-period latest acquisition cost 

; 
‘. 

26. ,EsceptYn to Vduatiom. Valu& inventories at expected net rutliuble ’ 
value is acceptable if there ii.( 1) an inability to determine approximate costs, (2) 
immedirte marketability at quoted prid;es. and (3) unit ‘ktercbangesbility (e.g.. 
pctrohm metves). Application of this exception may result in inventories bein 
valued at gruter than historical cost. 

27: @vaitoq Held br R&&e for,,Fm$twe Sde. Inventory stocks may k 
aruintriued because they ke nd;t’ readily available in the market or because there is 
more thn a remote ohanc~ tht they Will eventually be needed (although not 

‘This wit VOW k mfetrcd to as the latest acquisition cost for the remsittder of this standard. 

%Mttg srins (or loss@= result from holding r&s in periods of chat@g prices. Under histotical oost 
methIs. hhiiq @ns (or losses) ue not sepuately rrcognizecl even though they exist. Under the latest 
l C@dJn cost method, holding pins (or losses) will be recognized in the valuation of inventory sinoe tht 
VrJW is rdjwted perbkaliy to present the more current latest acquisitiork costs. These grins or losses M 
unrealized hold@ grins or losses. ‘Unrealized” refers to any pin or loss l ssocinted with iuveatoy still held 
by the tntity. “Rcrlizati~tt” of the holding grin or loss occurs only when an item of inventory is sold. 
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item on the .face of the. fmnciel statements r&h separate disclosure in footnotes or (2) I 

*own u l .sepuato l@e item on the face of the frnrncial statements. 
: 

30. Such i&on&y shall be’ valued at its r.xueoted not realixablo value. The 
difference between the ,Orrrying amount ~of~the+AMty before identification as 
excess, obsoleteor ukervioeable and itr expected net realixablc value shall be 
recognixod as a loss (or gain) and Elhcr separately reported or disclosed. Any 
subscquont adjustments to its net realizable value or any loss (or gain) upon dispose1 

,i 
/ 

shall also be recognized as a loss (or gain). 

. 

31. Management shall develop and disclose in the financial statements its 
criteria for identifying oxcoss, obsolete and unseticeable inventoty. 

32. Inventory Held for Rep& Inverttoy held for repair may be treated in 
one of two ways: (1) the allowance method or (2) the direct method. 

(1) Under the allowance method, inventory hold for repair shall ‘be valued at the 
same value as a serviceable item. However, an allowance for repairs coatm=aaset 
account (i.e., repair allowance) shall be establjshed. The ennual (or other period) 
credit(s) required to bring the repair allowance to the current estimated cost of repairs 
shall be recognixod as current period operating expenses. As the repairs are made the 
cost of repeirs shall be ohargod (debited) to the allowance for repairs account 

33. (2) Under the direct method,. inventory hold for repair shall be valued et 
the same value as a rmriceable item less the estimated repair costs. When the mpair is 
actually made, the cost of the repsir shall be oapiulixed in the inventory rccorint up to 
the vrlue of a serviceable’item. Any differencebetween the initial estimated repair 
cost and the l ctual repair cost shall be @her debited or credited to the repair expense 
accoun; 
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34. Trausition to either of these two methods may result in n+aiziug an 
iec~+ed‘imouat of needed repin tht W& not prsvi~wly accounted for. To 
avoid overstating k&r expense’ for the ‘Ii& period tbat repair expense is accrued, 
p&i per+ l kinta irk td bb’aeepintely identified or estimated. The estimated 
amount, to rep~‘inveato~ ‘that is attributable p priti’periods shall be credited to the i 
repair l llow+tce under the r+r ~llowake method or to the inventory account under 
the direct method and reportkd as an adjustment to equity. 

. DkbnweRe&remea(r. 

35. - &era1 composition of inveptoy. 
- +sis for *ten+ipg iaveritory v&t& kcluding the valuation method a& 

..my con no* l umptions. ,, .. 
- Changes from prior,yorr’r rccouating me*, if my. 
- Baluiceti for each of the follow;iag. oatqo;iir of inveatqy; invtitoty hefd 

.for,.cupnt ad+mqttory .&Id in qaerve for .fimfe ule, cxceu, obroletc 
j “and unserviceable iaiktito~, rhd“i&atoy held for repair U&U otberwi~ 

p&d o&he fticial qtatem&e. 
- Reigidns od the ‘ule,Of ,pW&ia~: 
- ll+ie+sion wit&i for i&w@ t& category to which iaveatoty ir 

as&n+. 
- d~esilithe &ia for identifLiag the category to which iaventoty is 
I assignsd; 

4 
The pkoiisiow of this, statement need not be 

applied to immaterial items. 

1 
-1) 

/ 
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OPERATIl’iG M+~EkI+S +l’lD ,SjJPPLIEF : ‘_ ,,,: 
,I ,. ,_ :; ;., )I.~ ‘_ / I. 

36. ‘, . . ,.D$I+qn. “Opt ratin materiaIs and supplia7 consia of tan- personal 
property i&be cotistitn 

g 
e d’ innortnal’opeAio&~ Excluded are (1) goods that have been 

). ,-., acquired for tt+n cot$tucting real property or in assembling eqt@nertt to be used 
by* the ent&y,,(2) stockpile .m&ials.: (3) goods held under price stabilixatio~ 
pew-, <4J. @y&y+ property. (?I yi=!+ forfpited, properry. and (6) m=ntw. i !, 

.i/ 

,x 

. . j7, : 
.,,.,“, ‘ .‘.. 

&$ting ,mate~als and supplies shall be oategorixed as (1) operating 
m&ial; a&+j& held, for’ us& (2) o#ti$g materials and sttpphes held in 
&VC forTwS&.‘or (3) ‘lx&ss,~obsole~, ,a,nd u&r$eable operating materials 

,. ,& rupplia f&a ccl~g~~es.ui”~~f~,in:-~~~~,36; 45, & 47 ~$p~Ctkly. 
.;: _,.., .i, : ‘, ,_>,’ : I. _ 1.. : I _: ‘_ ,~ 

.’ _, 

/, 
pss upon: deliv+zF of,he:;goods. &livey or ~o~t$tive, delivery shali be based on 

: ‘die’ t&i& ,yf ‘th+~ottt;ia rega+ng ,&&mg,,~d/or delivery; :_ ., ., .’ 
,,, i 39.: .’ 

r 1 ,;- / ; 
‘i& oon ,bf’&ds &all be i&&d from oph$& materials and supplies 

ii$y bea4pp;lied to o&&i& inat&@ and ~su$piies;.~e~j$rchaas method provides ‘.‘, “;. *, 
thht, o.ieram@taterial~ a&$&&s be txkned’ when purchased. ‘. ,’ _, .~ 

41. &it ‘;i3d ,$br ii ‘any ‘o&ponetii of. a repoiiing .enhy that obtains’ goods hr 
direct‘use in thk c,om$onetttQuwuial olk&63. isny component of a reporting entity, ,:..,, ‘!.‘I ,,.I ‘. 
in&ding’qontractot$ tlyt t&r&i$‘or ‘s&s o~~&ttg &erials.and supplies for Eimvc i,+&&j+not b.+&&d.an id Fri ‘,:, 

,‘. “.!’ I 

4% ‘-’ * va!ii~& Under 4hb Consitmptim Method. Opkting tthrials and . 
supplies shall be valued on’ the basis of historkal cost: ” .’ .,. i. 

43. Historical cost shall include all appropriate p&hare ad production costs 
incyred to. b@ng ‘the items to their cun-ettt cot&ion and location. Any l bttormal 
coats. such’ +i excqssive himdlihg 07 tqwork co&, shall & charged to op&tions of i., 
@e peri%Doni~ ope@g tz&$a\s had supplies, sli$l’b;c &lucd at their fair value 
at the time of’donation. Of&ing ‘mi+erials and’&tpplies acquired through exchange 
of nout&ietat$ assets (e.g.. barter) shall be vahted’attbefau value of the asset 
‘received’at’ the time of the exchange. Any difference bekeen the recorded amount of 
the .asaet m&t&red and the ‘fair value ‘of the asset .reo&ed shall be recognized as a 
gain or q loss. :. 

/, 
44. ‘I’he first-in, ftrst+ut (FIFO); weighted average; or moving average cost 
flow l ssumptions shall be applied in arriving at the historical cost of ending operatiug 
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materials and supplies and cost of goods consumed. I~I additiort, any oe valuations 
method may be used if the results reasonably approximate those of one of the &we 
historical cost methods (e.g., a standard cost or latest acquisition cost system). 

Q&w CtterpdSr af OotraypL MtCritlr and. Se ;’ 

45. Opahhag Matoriais and Sapplitt Held In Roiont for Fotuw Utt. 
Oporeting mr@riala and supplisi stocks may be iz&taiued because they are not 
readily itiilablt in the market or beoauri theie is more than a remote chance that they 
will sventqdly he Be&& l ltboqh no1 nocouui~y in tbc rtomal come of operations. 

; These stocks shall be. classified @s 0-h ‘mtetils e& sup$ies held in reserve for 
fimro W. O&king mate& and supplies ‘%&in rep ,for f&ure use shell *be 
vaI+ t@ng the snye bash es ope,mting ma&ids ad siapplies held for use in normal 
opemtions. ihe valuc’of opemting mate& an&sia&lies held ir; reserve for future use 
sheII,he either (1) hiclude# in the operating materials end supplies line item’on the 
faeq of the fmial statements with s+ar& diwlosure #8 footnotes or (2) shown as rl 
stpmtt liit iy on, the face of w @n@ii~,~stat&i~~ts. ;Sach materials and supplies 
rhll k,valued !he same as operating m+iA and supplies held for use in normal I 

Opm+S. 
._’ 

:, “. 

i6. ~‘I%aiteriacoasideredby -&BeBt irkltlltifyiBg op&iBg lBmxi8ls 
end suppliti held in rtservt foi fimare use till& ‘&&lo&d. Examples of factors to 
be konsi&red in devel~piag the critetia are (1) l l! relevant cos!s risociated ,tith 
holding these items (including the siorage and h+lling As); (2) the expected 
rtpltctmtat w+t when aeeti; (3) the tiqe rqu@d to riplesh operating materials 
and supplies; (4) tbt potential fir deierior+ion’or .pilferagt; and (5) the likelihood tbrt 
a supply of the item will be available iq $e future. 

it. Exe@, Obtilttt, and IhtrGicci~li‘~6ptrAaig Mattrialt lad Suppllts ~ 

‘Exc+s .opemtiq materials ibid supplies” are oeting materials and supplies stocks : . ‘i 
that exceed the amount expected to:be ,wd in,nornu~‘optratiorts b&ruse the amount v-z-- 

1 

on hand is niorr tbaa can be u&d in the foreseeable ‘hhiw and that do not meet 
,I 

I 
mai&agemtit’s criter& to be held in rev for future use. ‘Obsolete operating 
materials ind -lies’ a& operating materials and sup&s that are no longer needed 
due io chbgu in~teohaol,ogy,~laws,, customs,,.& operations. ‘UnsWicablt op&ating , 
mat&iali and supplies. are o+ing materiaii aad tipplies that are phykdiy 
damaged ind caauo1 be conruined & opentio&. The citegory ‘excess, obsolete and 
unserviceable open&g .ma+rials and supplies’ &all be either (1) included in the 
operating materials,&i supplies line item on the faqe of the financial statements with 
separ8tc disclosure in foomotes or (2) shown as a separate line item on the face of the 
fwiaJ statementa. 

. 
48. Such operating materials and suppliei’shall k valued at their estimated net 
realizable value. The,di&erence bee the carrying rmo& of the operating 
materials, and supplies before identication es exce~;ebsolete or mwrvictable and I 
thee e&mod net realizable value shall be recognized as a loss (or gain) and either 
mported atpuately or disclosed. Any subsequent idjustments to their estimated xtoLct 
realizable value or any lou (or gain) upon disposal shall’also be recognized as a loss 
(or ga&). . 

. 

. . 
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49. Management shall develop and discloae’in the finracial stat&& its 
-=>;: I (, criteria for identif@g exceq obsolete, and, unserviceable operating materials ad _‘. 

=Pl?m: ’ I,, ,, .. ,, 
, .,.,, ,o 

. , Dlrch-= Rc$P@fe~+ ‘, ,, ,, i( 

so. ,- @nqki, ootapiitioa $ opemting ctkeriilr ’ bd supplies. 
- B$s ‘for’ &#$ag opcmting’ materiil~ ir;d supplies. values; 

.I. in&d& iIiluitiiii in&d iild my cost ‘SW ;s¶umptioas. 
., .,. 2, ,.* ., ,- _, dhinljei &&.;j& y&s ~~~o;rtins”‘tie&&; .if my. 

. .w. - Balaih fir ka& of tl&‘$&~?rki of opbm& materials mad supplies 
desqibd ahova. 

,‘i ‘, ‘_ 

/‘, ; . . 
, ./ ‘1 ‘. ,.; : i., ?- 

.: : 
; ‘./ .; .‘: ,, 

,, ,‘, 
.’ -’ ./ ,, .., ;, .,, . 

: 
,.“’ \. ; The provisioitsof this stat&tkitt n&i not be 

applied to imnukial items. 
.,._’ .“,., _’ 

* I’ :. ! i 

,,.C..’ : ,.. I : : AI I 

.  .  
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STOCKPILE MATE+ALS 

51. Defbitioa. “Stockpile niatcrials” are. strategic and critical materials held 
due to, statutory requirements for use in natibnal defense, conservation or national , 
emergencies. They arc not held with the intent of selling in the ordinary course Of 

business. The following items a& &cifioally ex&&d from stockpile materials: (1) 
items that are held by an agency for sale or use in normal opentions (see proposed 
standards for intitory and opar+in8~~te~als and ‘%tpplies), (2) items that are held 
for Ure in the event of an agency’! +a@ ,emergency or contingency (see proposed 
standard for operatin materials ayd supplies), and (3) materials acquired to support 

2, market prices (v proposed staadaicj for goods held rinder price support and 
sutiiiuti0n~ognmr). 

52. Reco@h~. :?me cgtfurii~$on~method of accountin for the recognition, 
of ~pc‘nre shall be l ppli+ for stockpile ‘$i&ials. These materials shall be fecognizcd 
as r,ucu and ~mportd when produced’ or$ur&ased. “F’urchase” is defmed as the date 
that title passes ta,the $rchr&n8 ‘e&ty. If the contract between the buyer ad the 
seller is sileni re@dine passage of We. title is assumedto pass upon deliyey of the 
goods. The cost of stockpile m@teri?ls shall be removed from No&pile materials and 
reported ,u .~~..opemting expeti yhen issued for use or sale. 

53. Vdu~th. Stackpile. materials shall be valued on the basis of historical 
cost. Historic61 cost ihall inclu& all‘.appropriate purchase, transportation and 
production costs incurred to bring the items to their current condition and location. 
Any abnormal odsts. such l <excessive handling or rework costs, shall be chuged to 
operations of the period. The first-in. first-out (FIFO); weighted average; oy movin8 
avenge cost flow assumptions shall be applied in arriving at the historical cost of 
stockpile materials. in addition, any other valuation method may be used if the results 
reasonably apP;roximatc those of one o-+ JR above historical cost methods (e.g., a 
standard cost or latest acquisition cost system). 

kia 

I. 
t 

: 
54. Exception to Valudion. The carrying amount of materials that have 
suffered (1) a permanent declkre in value to an amount less than their cost or (2) 
damage or decay shall he reduced to the expected net realizable value of the materials. 
The decline in value shall be ncognited as a loss or an expense’ in the period in 
which it occurs. 

55. Held for Me. When stockpile materials are authorized to bi sold, those 
materials shall be disclosed as stock$le materials held for sale. The matefi,als ” 

,L authorized for sale shall be valued using the &me basis used before they were 
authorized for sale. Any difference between the carrying amount of the stockpile 
materials held for sale &d their estimated selling price shall be disclosed. The cost of 
stockpile materials shall be removed frop stockpile materials and reported as cost of 
goods sold when sold. Any gain (or loss) upon disposal shall.& recogaized as a gain 
(or loss) at that time. 

. 

?he decline in value shall be considered an expensa if it is an expected decline in the normal course of 
opmtions. 

c 
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Disclosure Requirementa. 

7 c---) ._ ‘-. 

56. -- 
.’ - 

i 

General composition of stockpile materials. 
Basis for valuing stockpile materials; including valuation method and ally 
‘cost flow-assumption. ,, . 
Changei thn @ior year’s rooounting methods, if any. 
Restrictions 0x1, the use of qayrialr. : i ~. 
BaIences of &o&pile materials in each category described above (i.e. 
sib&pile materials and.stockp/le ~matetials .held ,for ale). 
Decision criteria for categotiz&g stockpile materials as held for sale. 
Chinger in criteria for categorizing stockpile materials as held for rlc: 

i ,-._ 
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SEIZED AND FORFEITED PROPERTY 

57. AS a consequence of various laws. certain property is seized by authorized < : 
law cnforcement~agencies. in some instances, there may be as many as three :? 
government entities involved with seized property. The fvrt is the seizing agency. 
Second the seizing agency may turn the property ovei to a custodial agency. Third 

:f~cialrecordstnay.be. maintained ,by a %cntral .fund” created to support the seizure 
activities of multiple agencies. Alternatively. the seizing agency may carry out one or 
both -of thecustodialagency ‘or central fund roles. 

58. The seized assets may be subsequently forfeited to the government through 
l bandonmettt,or administrative or judicial procedures. The forfeited properry is then 
sold,, c,onve+d for use by‘ the govetnrnditt, or transferred to other governmental 
entities. Because this property is.fiist seized, then all or a portion of it is forfeited, this 
standard &rately addresses the l ccounting,and reporting for seized property and the 
l ccotmtmg and reporting for forfeited property., 

; 

SEIZED PROPERTY 

59. DcfSnition. “Seized property’ includes monetary instruments, real properry 
and tangible personal property of others in the actual or constnactive.possession of the 
custodial agency. 

60. Recogdtion. Seized property shall be l ccotmted for in the finrncial 
records of the entity that is operating as the central-fund.’ 

61. Seized moneta& instruments *,I1 be recognized as seized’assets when 

d- 

:(‘- b 
seized. In addition, a liability shall be established in an amount, equal to the seized I r 

asset value. Seized monetary instruments are recognized upon seizure due to (1) the 
I 

fungible nature of monetary instntments and (2) the high level of control over the 
assets that is necessary. 

62. Seized property other than monetary insttumenu shall be disclosed in the 
footnotes. The value of the seiZed property shall be accounted for in an agency’s 
property management records until the property is forfeited, returned, or otherwise 
liquidated. 

63. Valuation. Seized property shall be valued at its market value‘ 
when seized or, if market value cannot bc readily determined, as soon thereaftar as 
reasonably possible. Market valw shall bc based on the value of the property 

‘P 

‘If the central fund is other than the seizing or custodial agency, the latter should maintain sufficient internal 
I’WO~S to CT out its stewardship responsibility. 

“Market value’ is the estimated l motmt that can be realized by disposing of an item through at&s length 
WUlSOCtiOM in the marketplace or the price (usually representative) at which bona fide rrles have been 
consummated for products of like kind, quality, and quantity in a particular market at any moment of time. For 
investments in marketable securities, the term refers to the per-unit market price of a security times the number 
of units of that security held. 

. . . . 
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_ 

i 

I’ ‘9 

asauining an’activc market exists foi the pioperty. if no active rnarket’exirts for the 
property in the genenl a& ,ia which it wis s&cd, a value in the principal market 
nearest the ,place of seizure shall be used. 

. . ,’ 
64. Esce~tioas td Vduatiok Valuation of property seized under the Internal 
R&etiitc Code shall be bas+l on the’ taxpayer’s equiry, that is. market value less any 
third-patty liens. 

65. Seized monetary instruments shall be valued at .their market valtic. 
: 

Dlsclorure fieqihemcntr 

66. - Explanation of w&t constitutes a seizure and h genera1 desoription of the 
,’ cmnpoiitiotr of,seizcd property. 

- Metlid(s) of valuing ~seiztxeS. 
- Chptges frdm .prior ye&s accounting tneth&,~if any. 
- Analysis of change in s&d property, inclttdi~g the dollar value and 

t&ii&r of tiized’pro~rties~that irr (1) on hitnd at the beginning of ihc 
ydr. (2) scizid’duiin‘g the+&r, (3) dispoqcd. of d+tg the. year, and (4) on 

‘. :h+d,at4he ettd of the year as well as kttqwqjiens or &her claims l gsutst 
thc$ropetty. This information should k,.presented by type of seued 
prciperty and method of disposition .wherc material. 

.,“L’.. ?s _ 
FORFEITED PROPERTY 

67. This stibrction dcfmes “forfeited property” and presents the accounung and 
te#orting standards for ,ii. F+resentcd below are’ examples of forfeited propcm 

:_ ,, ., , 
j -. monetary, instrumenu, 

- intangible proper@. 
- rUl property and-tangible, personal- property. 
- property acquired by the ~ovemrnent tn satisfaction of a tax 

liability, and 
-. unclaimed and abandoned merchandise., 

.’ 
68. Dell&ion. “Forfeited property’ consists of (1) monetary instruments, 
intangible property, real property, and tangible personal .propcrty acquired through 
forfeiture $roceedings; (2) property acquired by the government to satisfy a tax 
liability; and (3) unclaimed and abandoned merchandise. 

69. Reeegitieo end Valuation. Monetary insvuments shall be reclassified 
from seized monetary insttuments to forfeited monetary instntrnents when forfeited. 
Monetary ins-eats shall be valued at their market value when a forfeiture judgment 
is obtained. When the asset is recorded, revenue shall be recognized in an amount 
equal to the value of the monetary instrument and the associated liability for possible 
remittance shall be removed. 

70. Intangible property, real property and tangible personal property shall be 
rroorded with an offsetting deferred revenue when forfeiture judgment is obtained. The 
property shall be valued at its fair value at the time of forfeiture. A valuation 

Vo1umc I. ‘Version 1 .O 
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l ilowanbe shall bi;established for liens or claims from a third-parry. This allowance 
shall be credited for the amount of any expected payments to third-p@ cleiman~. 

71. Forfeited property that cannot be soid due to legal restrictions but which 
may be either donated or destroyed shall be subject to the disclosure requirements 
described below. However. no financial value shall be recognized for these items. . 

72. .&mu&m& sale’ of nroq~~& shall be recognited when the property is 
sold. . 

73. 

74. 

W=heldbsale 

- pl8ced into offkiahse, 
- transferredto another fedem! government agency. 

diatributed to l she or ,loql law enforcement agency. or, 
,I, dstributed4o~a foreigx~~govepment. 

,: 
When a determination ii-m+& that property wiI1 be distributed in one of the, 

ways &s&bed above and not held, for sale; the property shall he reclassified as 
forfeited pmpcrry held for donation ,or use. kevenue associated with property not I 

disposed of through sale shall;be reeognited upon approval of distribution and the ; 

‘previously established deferredrevenue shall be reversed. 

75. Revenue shall be classified as it arises from sale or from disposition, and 
this distinction shall ,be maintained in the entity’s accounting rcpons. 

76. Ropetty acquiredby .the go.vemment in satisfaction of a taxpayer’s liability 
shall be recorded when title to the, ,property passes to the federal government. &Q& 

property shall be 
Mluod at its market value lessany thjrd-paq liens. Upon sale of the property, 
revenue shall be recognized in the amount of the sale proceeds and the property and 
the third-party liens areremoved from the accounts. 

77. Unclaimed and abandoned merchandise shall be recorded with an offsetting 
defersed revenue when statutory and/or regulatoy requirements for forfeiture have 
been met. The merehndisc shall be valued at its market value. Upon sale of the 
merchandise, revenue, ahall be recognized in the amount of the sale proceeds and the 
ttwthdirc l d the deferred revenue ate rem&red from the accounts. 
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‘Discloaurc~Requ~nmcn~ .I ., , 
., . ‘,‘. II.2 ,, ,I.<” ,J .., (I s .,, ,: -,;<,; d,., 

. . 78. ,I_ ‘1 - :.; 5 Cdmposi$on~of forfeited property. ; 
‘mm Method(s). of ,valuing forfeit@ property. : ,. ‘_ - Rest&iionsl&+ the’ use ~r”di$position sf forfeitid property. ‘1 
- Cltsngcs$om prior yea+ rccotmting metltods, if any: 
- Analysis of change in forfeited property~providing the dollar value & 

,1’ ,~umber of forfeitures t&at (1) erconhm&at the bqhming of the year, ,.x.. I~>._.,, [. . 
(2). are a,& duMg the.. y&r, (3) ‘iri’ d@hed af dtxiq ‘the year and 
ee method of dispchitiqn. ad (4) are on band at the end of the yeu. ; 
This information wdtdd,be presented by type of property forfkhd : 
wljen mat+. j /- \,’ ,: 

- : I .~ If-available, +xt estima~.of~the value ob.propqty or his to be ,.,M ” 
‘, ‘. ,I ‘/. didributcd to fed@ sgte and local agenciq in fur rchtiiig 

,q ., ,:jicfi&. ,,’ : :.: . ,’ ; :^’ iji. ./ , 
(: .,_ ,$, ,, ‘, : : : :_ .’ ,, .“, >,;,:, * :; 

+.,’ ‘, 1 ,‘ 

/ ‘, ‘, -. Tbc proviiions of this statement ‘iteed’ tiot be ,, ., ,, j 
applied to immaterial iteny;. . ,. ,’ ; ..‘,’ ., .: 

: 
\., 

. ., . ‘i ,, ~.<~?~ ,.l 
!! ‘. ‘. ;.’ 

., : 
,“,’ 

., ., ., 
,.;. I’ _’ ” ’ . .,:, j 

;A 
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FOREbLOSED PI@kERti 
., _, 

3 \\, 
,‘,’ . “. ,. : : 

78. 
: .’ 

‘Dcfinitim. The term ‘foreclosed property’ ‘meansany rsset received in 
satisfaction of a loan receivable or as a result of payment of a claim under a 

i guaranteed or insured, loan (excluding cpvodities acquired under price support 
prpgmns), All properties included .in f~reqlosed property are assumed to be held for 

. sale* -. ;, __ _ ,_ 
Hp. ~, : ‘1. ;,, 

kr ++qce w$h theFederal ,Cred$Ref&m A& of 1990. the remainder of 
. : tlj? iii&d $1 ,refer: to, Spcific, ~~3ioni’~~rl~~~~92’I~clowd property and 

; ., ., P!P!~!eq.! ro~!~~..PqJYy. ‘p!?~~.;~ypd pro]* rdm to property ;“.f2ya.; r,,_ .I p rt 
._: : ?~ u?oc,&@+~t?h !!nct. Iqy oWgq@ qrc +t.syy-$j conunirted b&m ~~bcr 

.&1991. .Poat-199i.z fo,rW&d pro&’ refers ,tq ~@pqr&,‘a~iated with dimct 
,, kyj? obli~ted,,9r;,:lo~, e@rrpt#r +inniitted#er~$&lbet 30? 19q1. The 

~~~~n u yy$, Wy ,!y ,k$@ ~qi+~ ,!ky~ fhw~ l s50dd with 
pW:s?!, .+@y’ti: !e ~~Wty~‘$$~I~3hc iah flows aiscwiabd~ with 
post:j?9,! fore$o@ property, must be ,measu&&‘@$e$tt value basis. However, 
pm;,!992 foreclo~sed propev, need not be valt+Jn thts basis. Additionally, any V,,_L’, 
programs that are spccifloally ‘exempt’iiorh the use &r+nt value techniques for 
dcterminittg the COSTS of direct lo&u and lo& ‘&knees shall rely on the accounting 
pria$ples provided for pm- 1992 foreclosed ,property .’ , 

81. i” :~&I& oi ~&&owd P,r~p&t$ “ ‘Post- 1991’ foreclosed property is 
valued at the &t present value of the p&je&dJ fut& ‘bash flows associated with the 
,propmY. Fl992 foreclosed property is re&ded l t’kost and adjusted to the lower of’ 
cost ‘or its net realizable ‘value;‘any difference is &ed’in a valuation allowance. Both 

3’ .i of thwmndmds am ,described further ,910~. For either post-1991 or pm-1992 
foreclosed property. other .hation,methqds ‘miy be ,used as an-approximation for the 
above m&hods ‘q po material difierencei in kalu&ai ‘wjll, result. .I 

82. ,, HOt ,Pfcmnt Vduc ,‘_ The’f&t s$p in deteq&ing net present value is 
proje&isthe future gsh flo~s,associated Cith the ‘property. The projected future 
W* ~~4W.Shrll include estimates of (1) the sales prokeesij, (2) rent, management 
CXperUe. a+‘tiir co?+ +uiiq the holdin8’period. and (3) selling expenses (e.g.. 
+yWyg and kimisGns). In estimating the sales prooeeds, the entity’s historical 
eXp@ien~ .itt ,@n8 property and the n&e of the sale shall be considered. For 
i+tk. market valuebased on sales b$we&,$llin8 buyers and sellers may not be 
appropriate for properties to be disposed of in a for&d or”liquidation sale. If the entity 
hu hi,st+$ly bee unable to qalize t$e fair value of property, this shall be 
considered F estimating sales pidceeds. _’ ,” ‘, /, ,’ . 
83. The second step is k discount these cash flows to their present value. In 
order to place the .pkjected cash flotis on a present &e basis, a discount (interest) 
rate tttust be selected. The discount rates used shall be the same rates that were used 
to discount the cash flows of the related loans or guarantees. 

_.. .  . I ._ :  ._. . ,  , ,  :  ,-7. . ;  _ . ,  ..1 , /  ,  

‘Section 506 of the ‘Federal Credit Reform Act exempts specific agencies, such as the Federal Deposit 
Insumn~ Corporation and the Tennessee Valley Authority. .’ 
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84. Following foreclosure, the ne: ‘present value (measured in a manner 
consistent with the measurement at the time of foreclosure) shall be adjusted 
periodically to recognize both changes in the expected future cash’ flows ,and for 
accrual of interest due to the passage of time. Any adjustments to the oarrying 
amounts shall he included in the presentation of “intcrcst income” and the rcestimatc ’ “, 

I 
f 

of ,+bsidy expcnsc.“’ 

85. .,,’ .-Net Reelkebk Valoc Prc-1992 forccloscd property held for sale sbottld 
be reported in ihe c&y’s financial statements at ixpcctcd net realizable value. The 

, cxpcotcd net rcalizablc value shall be based on ancstimatc of tltc market value of tbc 
property adjusted for my expcotcd losses and any other costs of the sale. The cstimatc 
of market value rhill bc b&d on (!) tbc tnarlcct value of tbc property if an active 
muke!‘~xirtr; (2) the nuirkct tiiuc of similar properties if no active market exists; or 
@)a i&nablc f&coast of cxpcctcd cash flows adjustcd.for .cstimatcs of all holding 
Costs, itt&cling ‘hny c&t of ca*ital. In, addition to ociribidcring market value, tltc 

‘,eiipsot$ ~~~~l~blc‘~tnlu~-~~coosider-~thc~~entiiy’s-hi~orl~e~cncc in 
disposing’of forccloskd propertick i.e.; if ‘tbc entity is’t)i@ally unable to obtain 
market value .for propcities, tbc cxp+cd, net rcalixablc tilttc &all bc adjusted to bc 
consistct+ with liistoiicllly cxpc&&cd loss&.’ #lditionally, if tbc cntily will not bc 
able to sell tbc pro+ undcr’notmal ma&t conditions or is forced to sell tbc . prodcrry within i yen time, tbis factor shall be considered in arriving at net 
r&able value. ),’ 

86. If tbc cxpcctcd net realizable value ii less tban the cost,’ a loss has 
occmrcd. ‘Ibis loss shall be charged to operations, and a valuation allowance shall bc 
established. If tb& asset’s net rcalizablc val& subsequently incrcascs or dccrcascs, this 
imount shall ,bc &&cd or charged to results of operations and the valuation 
allowance adjusted. However, the asset value shall not be adjusted above cost. 

87. Assots SubJcet to Claims of Other Partks. If tbc property is taken 
subject to claims of tbc lender. debtor. or other @arty, thcsc claims shall bc accounted f ,’ 
for in a valuation allowance. These claims can be in the form of a lien or a residual 
intcmst of tbc debtor or lender. etc. For post-1991 foreclosed property, these claims 
shall bc rccordcd at their net prcscnt value at the time of forcclosurc. The discount 
rate applied shall be the same rate that applies to the ‘related foreclosed property. For’ 
post-1991 foncloacd propciry. any periodic changes in the net present value of tbc 
claim shall bc offsct by a charge or a credit to “intcrcst income” and tbc rcestimatc of 
‘subsidy cxpcnsc.’ as appropriate under the standards for direct loans and loan 
gumntaes. For pm-1992 f&&lord property. thcsc claims shall be recorded at the 
expected amount of tbk cash rcquircd to scttlc the claims. 

88. Rceeipts 8nd Disbwsemeots During the Holding Period for Post-1991 
Forrcloacd Property. Airy rcccipts or disbursements associated with acquiring and 

1 holding post-1991 foreclosed property shall bc charged or crcditcd to forccloscd 
property. This shall incJudc rcnul receipts. maintenance and repair cxpcnsc. lr 

‘See FASi exposure draft No. 2. Accounting for Diner Loans ond Loon Guarantees, Scptcmbcr, 1992. 

‘Cost is tbc caying amount of the loan at the time of forcclosurc or, for a loan guamntcc. tbc amount of 
the claim paid. 
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adveitkng costs, and any other elements bf the projectid cash flo@cqpuic+d in 
artiving at the net present value. 

,sp: S&‘oC Fbicclomd Ptipcrty” Upon sale, any’ difference between the net 
canyiq amotit’ of foreclosed property and (the net proceeds of the, sale shall be 
mdognized’ hr a .c&n@tent of >opeiat@ res@ts. Fdr .postr199 1 foreclosed property, 
interest income ihell be accrued, from,the previous periodic adjustment in the oqying 
amount up to the sale date. The difference between the adjusted oartying amount and 
USnet saldi:‘@dbe&is shall bcrecqnized as a reestimate .of “subsidy expense.’ For 
p&992 fkecloicd~prope~,: this differnice sh+l be recogaized as a gain or a lpss on 
thk sale of fo&losed p+rty: ,. :, ,.,’ ., ,‘._ ‘. ., .‘Z’.~ : .(!_ 

.90. Aaaotr Converted FroiJield~for+k, Ame@;to Operating Amoth 
Assets not sold’but placed intd operation s@,be removed from foreclosed pr?perty 

” i&on ‘iit& ioti&i ir’,tien;. If .reimbursem+t: fgr,. the transfer of assets from one 
Mm:ti.ido& ’ is ma&3he proceeds from the transfer shall bs treated in t&e 

.j’ -&m&& m.a ale to l &&#rty.- ,.“.. ,,’ :., 
,,- 

‘; . . ’ .I 1_ ,:.,:. :;;;: I< .I) ., ..:, _: ‘._ <, .ii, 
.’ ” 

.,-’ Dtibtire~Re~uinmitr; 1m ‘, : ,’ ,. .’ “,_ ‘;. ,“. ‘,,. ’ ,. , 
,I .‘. 91. k Valuatioh .bsis used for foreclosed. pr&t$. 

- Ch&s from prior year’s rccountiagmethods, if any. , 
- Restiictions 6n the &e/disposal of the propCrty. 
- . . . . Balances in the categories described above. 

i ‘. , ,.“. - .Number:tif properties held and average ,holding period by type or 
crtcgory. x ‘, 

- Number of propenies for which’f&eclosure proceedings are in process 
et the, end of the period. 

:b’ 

The jkisions of thij statement n&d not be 
appiicd to imniaterial items. 
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GOODS HELD UNDER PRICE SUPPORT AND STABILIZATION PROGRAMS 

,/ 

92. Dclhition. Goods acquired under price support and stabilization 
programs are referred t o as commodities. Tornmodi,ties” are items of commerce’ or 
trade having an~rxchange value. They are acquired, held, sold, or otherwise disposed 
of to ,satisfy or help satisfy,ecobomic gods. 

93. In conducting price support operations, the money is frequently disbursed in 
the~~fomt of l ttomecourse~ loans.?, ,Recipients of such loans pledge specific farm 
commodities as collateral for the loans and have the altemstives of redeeming the 
loans (repaying them with interest) or sutrenderiag the commodities in exchange for 
the outstanding loan balance. 

.: ,.,” ,, 
94. j Besides l cquirmg .oommodities through ‘s&en&r of collateral for 

,.... n~oune~lointi.an..enti~,c.mry,~acquirr. commodit&s by a purchase settlement A 
purchase settlement is exercised on the basis of a purchase agreement between a 
producer and the Commodity Credit Corporation (CCC). On the basis of the 
agreement, a producer has the option to sell commodities to CCC and receive full 
payment for the commodity at the price support rate. The amount of the purchase 
settlement is calculated by multiplying the price support rate by the number of units 
purchased by the CCC. Support ptice rates are set by law. 

9s. Because nonrecourse loans and purchase agreements are closely associated 
with the l cqtnsition of the-actusl .commodities. the three components of the price 
support progrrm are addressed in this accounting standard. 

96. Reeegnition, rJonredourse loans shall be recognized as assets when the 
loan principal is disbursed. These loans shall be recorded at the amount of the loan 
p+cipd. Merest income shall be recognised as it 3s earned and an interest receivable 
established. 

97. B. settlements are executed at the option of the producer 
(seller). This creates an uncertainty regarding losses to be incurred by the purchaser. 
At furancial statement dates a loss shall be recognized if information indicates that ,it 
is ,prubable that a loss has been incurred on purchase agreements outstanding ,and the 
amount of the loss csn be reasonably measured. The amount of the loss shall be 
estimated and may be bssed on the contract price and the expected net realizable 
value of the commodities to bs acquired. 

98. if the contingent ,losr is not recognized because it is less than prubable or it 
is not reasonably measumble. disclosure of the contingency shall be made if it is at 
least reasonably possible that a loss may occur. 

99. m shall be recognized as assets and reported on the face of tk 
ftnancial statements upon the producer’s surrender of titkto satisfy a nonrecourse loan 
or upon purchase by the agency. 

100. bvenuq shall be recognized upon the sale of commodities. At the time of 
sale, the carrying unouut of the commodities sold shall be removed from oouunodities 
and repotted as cost of goods sold. 
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lOl.*,.,,.: ge:m’if >om&ditics held for other p~lrpascs M be 
removed,, from the commod+ ,A&! t@$nt and reponCa AS nn expense upon Uunsfer 
ofthe commodity, , : ./_ ; :,., ,’ 

.;’ .. ’ I~ ;;, ~_ ,’ _: ‘; I. \ A. j: I, ,I, .* 
102. ,.; :. Yaluatiqn. .,.A!! nonrec urse loans shallbe valued at the loan .amount. 
Losses .on nonrecou& +ts &lo@ moo8nizcd when it is more likely than not that 
the l~~will~.not be totaRy cqlleoted. :The phrase “more likely than not” means more 
than a 50 percent chance of lo~.~currence. The loan amount shall be preserved in 
the asset account AS tbe gross value of the loan. When the loss is recognized, l 

valuation rllowanie. ‘fallowance for losses”, (a oontra:asset) shall be established to 
‘red& ‘the’~gross’value to its expected net, rerlizablc value. The allowance shall be 

!, r&siitited im eqh fmacial reporting date. 
I :. ,,,>. ‘_ ;; 1 :.. 

. 103. The lirbility for losses on i*“Nai(L. .\Tv ,,,,., *,,,<“+ ::. P-Q& shall be valued at ,thc net of 
the contract prtce and the tit iiilizable value of.the commodities described in the 
purchrse rgnement.” ., 

I 
: 104. Ai, the time of acquisition and for financial statement pgoses, all . . 

commodllles shell be valued at the lower of cost or net real&able vhlue. 
/,,” 

105. The cost for commodities acquired vih A nonrecourse loan settlement is the 
amount of the loan principal (excluding interest), processing and pa&sing costs 
incurred after acquisition. plus other costs (e.g., trgsponation) incutred in taking title 
to the commodity. 1 

106. The cost for commodities acquired via a purchase settlement is the. unit 
price agreed upon in the purchase agreement multiplied by the number of units 
purchased by CCC plus other costs (e.g.. transportation) incurred in taking title to the 
commodity. 

107. For financial statement purposes, any adjustments necessary to reduce the 
carryin amount of commodities to the lower of cost or net real~able value shall be 
reco8irized as a loss on farm price support and reportedin the current period. The 
adjustment to the can$ng amount shall be recorded, in a commodity valuation 
allowance. Recoveries’of losses hay be recogntzed up to the Roint of any previously 
reco8nixed l&es on the commodities, and the commodity valuation allowance 
reduced accordingly in the current period. 

108. For cost determination. any of the following cost flow assumptions may be 
applied in arriving at inventory balances and cost of goods sold or transferred: first- 
in. fint-out (FIFO); weighted avemie; moving averaBe; and specific identification. 

Dbclosure Requirements. 

109. - Basis for valuing commodities;includin8 the valuation method and any 
cost flow assumptions. 

- Changes from prior year’s accountin methods, if any. 
- Restrictions on the use, disposal. or sale of commodities. 

‘@Contract price is the emotmt the government would be committed to pay in exchange for the commodities. 

f-1 
l 
d. 
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- An analysis of ~hrnge in the dollar vd~e a$ v~lume’of commodities. 
incbiin& thou (1) on band at the keg of the ,-ear, (2) acquired 
during the year:(3) disposed of during the year by method of 
disposition, (4) on hand at the end of the year, (5) on hand at year’s 
end and estimated to be donated or transferred during the coming ?! 

period, and (6) that may be received as a result of surrender of 
I 

coIlatua1 related to nonreootuse loans outstanding. The analysis should 
also show the dollar value and volume of purchase agreement 
c+qtmitme7lu ‘Q_ 2,. 

The provisions of this stateme+ need not be . 
applied to immaterial items. 

.A 
a 

/ 

! 
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,, ..” :, . . ‘,, ,i, ., 
APPENDIX ‘A: BASIS OF THE-BOARDYS CONCLUSIONS 

.; 
.,i. I, \. 

l*o* L I+‘.’ -* ” ._ ,.m %’ ( .,,” ,: ,,> I/, 
ms,,App&dix .dis&es the substantive comments‘& th! Board jeceived 

” INVENTORY 

f?fn ~~sp9nc+~s:~ the Exposure Draft, Accounting for Inventory and Ahad 
Proper& issued in +&i$~ 1993. The Appendix explaik thi ‘BoardfS’Codolusions on 
&I& iri&,d by ‘&.rkp&dents. A se&rate sectiqn is ideFt$ed,,for each of the six 
recommended standards. 

t , :., t- 
,:, :, ,,- _:-. :’ .*-’ “, ; “,.‘,. 

111. Several respondents quesboned the need for the various inventory categories 
- 

1rr: ‘. In the exposuk d&t: thf Board rkquested op’inions on two presentation 
fo?tL for cost of goods sold and ilie chanie in the &lowance for holding gainsand 
adds under Wit acquisitibn’ciht &AC) ‘(pa;$.87). The following two cost of goods 
rold ~08~1puIatioas under the Iah acquisition cost method where presented: 

,. 

, / , . .  ,  /  , .  _, ,  .  
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Rqmmed pfaamulion: 
(Appadir A) 

CoeIofooodr sold: 

etdaaiy&~rtLAC 

CarcofGoo+Av&bkfaUk 

Bcgilm&bl~mLAckuAttorraec ,,, 
baofGoodsAhikbkfa&k i 

E 

11:. IUIOS~ reapolldears to the questioll re&iing the two rltetlutive cost of goods 
roti compt&oiu indicated a prefer&ti for the rltertutive presentation from 

.,@)+jix,g?.?jq) c1c- ~spondenir itated, tht CtUlt@S sift, dOSt WCS ‘QpCl’bf in .mtlWG 

and should b; &Wed in the o&ating results. It was ilso noted that compambility 
+uld be irhpioircd under the rlternative treatment si+e cost of goods sold would 
ippiiiximie JAiiri~~ &ist. Two redpimdenti provided exiitnples of the “distortion of 
cost of goodi sol& that may r&t under the proposed Rkentation. The examples 1 
showed that. cost of goods sold as ea~cuirted under ‘the ftit proposed treatment 

i 

(Appe&x ‘A of the ED) might rctudy be less than it would have been under 
hiyto&t cost. 

‘.T 

116. In reviewing the resjx+s, it was noted that the “nonoperating change” 
seems io,hy ken confused by some respondents ,tith the ‘unrerlized holding 
ga,tioss’ for the period. ‘III; full title, “Nonoperating Change - Change in the Balance 
of the Allowance for kealiied Holding Gsinshosses’ is. rlthough cumbersome, 
more descri$ive. The change in the bduwc is made up of decreases, due to 
hpi~tkn’ o~inventofy 6i’,c& dc~rcmes~ a&d incrccscs, due to holding more 
inventoiy or cost increases. The net chsnge should not b&confused with the 
“unrdiz~d holding grin/loss” for the periOa 

117. The Boqd, after much discu@on, decided to adopt the alternative 
presentation (Appendix R of the ED). This would svoid (!) confusion 8s to the 
significin~e’of the ‘nonoperating change’ and (2) distortion of the cost of goods sold. 

. In addition, for those who ‘kish to know the change iu the allowance account. the 
Boud de&d that line items should be included in the cniculation of the cost of 
goi& sold & show the beginning and ending b&n&. 

118. a Some respodents believed that the Board should adopt the lower of cost or 
mark& (U3vf) rule (traditional under Acoounting Resesrch Bulletin (ARB) 43) for 
valuing inventory. Respondents supporting the LCM rule ststed that: 

- it provides a basis for measuring the utility of inventory, and 
- the operating performance financial reporting objective seems to 

require that matching or assigning revenues snd expenses to the 
rppropriate period be a primary concern. 

119. ln evaluating the LCM rule the Bosrd considered some of the unique facets 
of the Federal environment: 
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- pricia&ir &a based on fall coat reoovey regardless of changes in 
mrfl=t pricing. agd ,.( 

- manqgqs are ,oftea rqaired .&&& iav&ory based on legislative or 
..’ ’ mission cpncqm that are not driven, by +it maxiakation (therefore, 

cod fiuctwtiom are pot as rejevaar to pe;fonaaace measaremeat). 
Y . 

12d., ., The Board cok&d that thk was ao,aeed to include the LCM rule in the 
iaveatory staadads. 

‘W. I 
‘,‘, 124. 1~ a ‘&adh &it system, va;aaces tktweea the l ctql per-uait cost and the 

w per-aaii rac ut ideagfied. Var&&r are typic& calculated for the 
in&vu&u1 cost coaq@n~,ats, sac6 as mqials or labor, included ia the overall per-unit 

. rate. .’ 

125. * +dard costi$so p&de awagers ruiful iafonn8tion for aaaaagiag 
inventory Cost& As ati agency putdasy &eittory da+g the year aad iacars 
operating costs:the act& costs are coqqed .with the standard costs to identify why 
the cost ~ariaaccs occuriid~ &ah iavqn& ad opentiag.maangen are evaluated 
l gaiyt the #aadan& the myageri have ati ii&alive to meet the staafbn& which, ia 
turn, providii for eff+e @atory cost control. 

126. ‘@e distiaktjoa betweea the traditioaar staadakcost system aad that 
outlined ia the exposwe drafi &t&s to keplacemeai cost ‘kformatioa: The method oa 
which coaaneats were reqae?ted would re&ire standard costs based on the aext 
pekiod’s ixpected replakent costs aad overhead rates. Further, ao l djastmeat to 
h$orical cofi iraotaits would have b&a eqaired for extenq] report@ purposes. 

127. % .ga@rity-$ !J+&$a@ents cited .&st&tially the sxa~ problems for 
@tiS iaithod u:they -cited fo~.muket v& l ccottatiag ia g&r81: The calcal~tioas 
were view* as complexi costly aad subjective. 
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128. Orie Board member is concerned that this method would be excluded under 
the recommended standard. The Board does not believe that this is Vue. 8tanchrd Cost 
systems, including replrcement cost, are used internally in private industry to getterate 

valuable msnagemeat information. Standard cost information is then revised to 
approximate costs urider historical cost bases because it is generally- accepted 
sccouttting practices for financial nportiag purposes. Therefore, a meaagerisl oostiag 
system em~loyiag stsndsrds or replacement cost iaformation that improves 
maangement’s decision making could be entirely consistent with the stnadsrd so long 
<es externally reported informstion rpproximstes historical cost. Further, the Boerd 

-. expects to -take up the issue,,ofoostiag systems in a future project on cost 
meesuremeat. 

,. :. 

129. With n@rd to~iaveatoj held in reserve for future sele, one respondent 
iadioated that the pbiise ‘either reported or dis@osed” (psr. 39) implies off-balaaee 

._ sheet reporting. ‘fhe re@xuieat believes that this category should be reported oa the 
b@eocesheet ,mtherthaa .disolosid: Tlte~~Btird’eoticluded that the decision as to the 
levei of detail showa on the balance sheet should b;e left to prepsren aaUor ruditors. 
While the Bird did aot revise the standard to require reporting on the fete of ‘the 

. . fiaaa~irls. the lsngusge describing the mrortiag sad disclosure optioas wes clarified ” 

130. One respondsot suggested that the &a&d be revised so that excess, 
obsolete mad tmsewidesble inventory would be valued at the lower’of cost or net 
~lixable inhte rather than at net rerlizsble value.. The respondent indicated that say 
gains on excess, obsolete or unserviceable inventory due to valuation at net rerlizable 
value should be recognized only upon dispoal of such iaventoy sad not when 
ideatified as ‘such or upon periodic revalilitioris. Private sector GM, per ARB 43, 

. requires that losses be recogaixed prior .to’,diipbal of inventory but thst gains not be 
recogitized until reslized. This one-sided-treaunent has been criticized over the years 
but has survived based on the principle of coaservatism thst has prevailed. . . . 

t 
131. Since the Federsl governmcat &es not operate in a ‘for-profita environment 
and does not seek financing from investors who rely on audited financial ststemeats to 
make decisions, the coaservstive position taken ia the past is not as relevsat. 
However, the Board concluded that no &sage to the standard was required. 

132. Some respondents comareated on the absence of the last-in, frrstout cost 
flow (LIFO) method under acceptable cost flow a&taptioas; statiag that LIFO should 
k included as so acceptnbie option tmder historical cost since it tends to metch 
curreat costs with curreat revenues. The Board did aot include LIFO as an acceptable 
cost flow assumption due to the stale inventory values reported on the hleace sheet 
as a result. However, the Board did pennit -use of any method that reasoaably 
approximates historical cost under one of the acceptable cost flow sssumptioas. 
Therefore,, LIFO could he acceptable for an entity whose jnventoty tutas over rapidly 
Since there may be little difference between LIFO sad any other oost flow assumptioe 

133. Oae respondent requested iht the standard specifically address goods: a) 
held on coasigament. b) scquind through batter. c) doaated, d) that must be : 
maiatained by statute but hsve no market value. or e) that will not k .sold or 
consumed but which must be held (e.g. weights and measures). The Board eoachtded 
that goods held oa consignment were not within the scope of this staadud. Goods 
maintained by s&e but hsviag no market value, sad goods that will not be sold or 
coasumed but must be held would presumably be categorized as stockpile rmtcrisls 
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and therefore no change to tba standards wss warranted. The Board did decide that 
valuation of goods acquired through barter or donated should be ad+ressed under the 

c---l 

.1 inventory, operating materials and supplic’s. and stockpile materials standards. ,. 
Jf 

.I 
OPERATING MATERIALS AND SUPPLIES ‘\ .---. 

: ,, b 134. Respondents suggested that if a’ valuation method such as latest acquisition 
cost &AC) is acceptable for inventory it should also be rccoptablc for openting 

2-r ‘*I. materials end supplies. The Board agreed with this proposal since LAC appm~imrt~~ 

histori~l cod Further, the Board ,kliovos that eny method that approximates 
historical cost should be acceptable. The .standard was revised accordingly. 

‘, : ‘.’ . 1’ ._ ; ~ 

STOCkh,E MAtEikAiS ‘:” ; ‘.( : 
,.,’ _,. i ,,. ,. 

..‘. .,, ,, 13% ‘, . Respond&us indicated that ~thedefiiition of stockpile materials would 
o&o&ass routinely hold resetvos AI Well as major sto&pilos of materials. It %r tha 
Board’s intention to include only ,those.items speoifioally,.i~ntified by law as kmg 
‘stockpiled.’ Items routinely used but held in unusually large quantities would not be 
i&hrded ‘in this categoy but would remain components of inventory or opemtmg 
titqrirls eird, supplies; possibly categor&d is held in rese~e for future sale ‘or UT. 1 

136. In addition, one respondent idantifiid~heliutn resecNes as being mandsted by 
_: j> law for “conservation” purposes. The Board.concluded that it would be consistent to 

include these reserves in stockpile materials. The definition has been clarified to lumt 
; ‘..;, stockpiio tt$~rials to items held in -order to .comply: with legal requirementa 

established for purposes of defense, cmergeticy. or conservation. 

: 
$2 

~: ‘/. 
137. As was the case for &ant@ materials and supplies. respondents mdlcrted 
that usa of LAC would k appropriate for stockpile materials. The Board reached tha 

Y same conclusion for this standard, that any method that approximates historical cost 
should be l cceptabIe. The standard was, revised accordingly. 

138. One respondent suggested that an &option to,,petmit market valuation for 
items that are interchangeable, have a ready market, and for which the unit &ost is not 
detiinablo be added to the standard.,The inventory standard provides this exception 
a&the respondent suggested that it k available for stockpile material so that items 
such es strategic petroleum reserves could be valued,at market value. The Board 
honcluded that since theaaitems are not routinely ‘sold in large quantities tho 
recognition of holding pins/losses may have an adverse impact on measurement of 
operating performance. Therefore. the exception was not ad&d to the standard for 
stockpile materials. 

SEIZED AND FORFEITED ASSETS 

139. A respondent explained at the public heating that a good portion of the 
forfoited assets ara seized and valued under conditions which mako l ccurate l ppraisa& 
oxtr~~ly difhdt. As a result, there have been values reported for assets well in 

). oxcoss of what -is .eventtially rirlixed. -The. detetmination of the market value prior to 
the’ actual sale of the item is very difftcult. The respondent has found that when the 

-. 
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best estimate of market value is made on an item by item,basis. the total value is still 
found to be overstated. 

140. To avoid overstating deferred revenue, the respondent recommended that a 
valuation allowance be created to adjust the reported value of assets in the financial 
statements. The valuation .allowance would be based on histo&al trends or other 
relevant information; in a manner similar to that used to establish an allowance for 
uncollectible receivables. For example, information over the la,st six months may ahow 
sale proceeda were 5% to 10% less than appraised values. Further. the respondent. 
believes that ~use.,ofthe.valuation.allowance would +o@xe the inherent difftculties 
in estimating market values and would present better fmanbial information. 

I 141. Although the proposal is not without merit, it may be an unneceuUy 
exercise. Market value is an estimate of the amount to be tialiaed” upon disposal Of the ,, 
property and should tak e into account the marketpla& in whic,h,.e ,properIy ir 
expectad to.be..dispord .of (e.g.,.auction. fire sale, retail or .wholesale dkets, etc.). 
The use of valuation allowances against any asset category is not prohibited. However. 
the.Boarddoes not believe it neo.essary to require theuse of a valuation allowance in 
this cimmstance. : / 

142. 0ne respondent requested that the htandard require that, in addition to 
recording deferred revenue, deferred distributions be recorded. A respondent at the 
public hearing explanted that historically as much ‘as SOW of the forfeited property is 
eventually distributed to federal, state. ad local law enforcement entities ivhich 
participated in ,tlte case. It was furt@expla$ted that once property has been forfeited 
a participating state, .local, or federal agency,may have already applied to .nceive that 
asset because of its@tticipation in the case. Therelore. the recording of defemd 
revenue could beraccompanied. where appropriate. by .the recording of an estunate of 
defemd~distributiona. The intent of this is to avoid reporting misleading infotmatton 
in thefinrooial .statements. 

3 
c z-L-- , 

143. ‘.‘l’he defemd distribution would represent another level of estimates related 
to forfeitedproperry. Jttdiscwions with representatives from other agencies that 
handle seixed ah-forfeited property, the Board has been told that no reasonable 
‘estimate of deferred distributions was available. 

‘, 
144. In addition to the difficulty in estimating distributions, the Board notes that 
there is no legal @remeat to make a @ecific.distribution until an application has 
been approved. Thiais similar in a ‘sense to dividends ,&Glared by for-profit 
enterprises. There is no legal obli@ion to make a payment until the actual declaration 
by the Board of Directors; and the entity does not record dividends payable until that 
time. Ihenfore. the Board has not revised the standard as suggested. However, the 
Board has added,a disclosure requirement for any nasoneble est$ttate of future ,, 
distribuqons. 

145. The comment letters also included proposals for miscellaneous changes to 
this standard? 

1) In that the @ovemment does not have ownership, seized monetary 
instrun~e~~ts: should k- disclowd rather than repotted on the face of the 
fmncials. 

II 
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f---h 

2) Seized property other than monetary instnnnents should be epfied as 
assets, like monetary instruments; with a liability for possible 
remittance ‘of dqtil value~recorded.. 

t ) . . 

!_ 

.j 

I  

: /  
Y  

3) For non-monetary forfeited assets ~thedisclosure requuemenu are 
adequate to ensure information is .avAilable to users. Therefore, IIOn- 
monetary forfeited assets should not bereported on the face of the 
fmincial~stitcments~ ‘. 

4) At the time that forfeiture judgement .is obtained, ownership of the 
prcipcrtf is effectively transferred to the federal agency and the 

” ..:: 
, ,““” ‘, gov&itehtshouid recognize..the revenue earned at that time rather 

than defeiring it. I ,“ :, .+ , ,.,_ ,,’ (. .,” i ,t,_ ,, ‘. : 
iraY The first twii suggestions ralate~,to seized property. The Board considered 
these suggestions during itsdiscussions of&xed property. The Board did not revise 

/ the standard; this was based on (1) the desire to esiabltsh strong controls over 
. monetary ‘instr&enrS and (2)thi,‘ difftculties in valuing and uncertainties regarding 

dis@$$&so$ted 5th seized non-monetary propem. . . .,, I ,:, I/, ,,,I ..:P ,.( ; ,, ,;/ ,,_, 
_- 

1’47. : Thi third ‘ittd ‘,fourtb i emsrelateto t forfeited property. The suggestion to 
disclose forfeited non-monetary instruments. ,item.3, would result in understatement of 
the ,&y’s l &e~.~Diaflosure requimments~should .emphasixe that the value reported is 
m&1) an ‘estimate”‘~of the propet+ vrlui.. The suggestion to recognize revenue 
up&t fotieituri. item.4, &tile theoretically correct wasnot adopted by the Board. Due 
t6 the ‘difftrdulties in valtiing: forfeited property and the risk of overstating the revenue 
the Board’decided to defer revenuerecognition, until the property was sold. 

,. 
/ :.+ 148. One respondent requested that the standard address valuation.of property for 

: which them is no value, which cannot be legally sold, -but, which: can~,,ionated to 
museums or other non-profit 0rgani.l) 3ns (e.g.. stuffed endangered species) or 
desvbyed (e.g.. narcotics):The-stanoard was revised to clarify the disclosure 
requirements and to indicate that no financial.value need be reported for.thesc items. 

” Entities are not prohibited from, reporting information regarding the dollar value of 1 .’ 
‘illegal assets se&d if they so chose. The standard only relates to financial recognition ‘. 
and disclosure. ‘- t 

: 
149. One respondent indicated that the analyfis of change in seizures disclosure 
requirement is very detailed and should not be required for agencies with only 
incidental seizure l cttvity. The ,Board’has indicated that the standard is not intended to 
be applied to immaterial items. ’ 

. : 
150. One respondemnoted that the definitions of seized and forfeited property 
seem to be limited to monetary instruments, real property and tangible personal 
property. The respondent asked that this definition be extended to intangible assets 
(e.g.. savings and loan ohrrtct-sj. The Board did broaden the definition to address . . 

: ’ intangible property. 

151. One respondent ,explrined that the exposure draft can be interpreted to 
advise agencies to account for the assets through the. seizing agency’s propercy records 
and financial statements. However, in most cases, .the seizing agency is different from 
the custodial agency whiohmay take:pc&session .of seized properry. in addition. there 
may b; a central fund created to support activities of multiple agencies. It was 
recommended that the standard be modified to recognixe the distinction among 
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“seizing agencies”, “custodial agencies”, and the “central fund” responsible for 
accounting and reporting for the seized property; and, to remind seixhg agencies of 
their responsibilities to maintain sufftcient internal records to carry out their 
stewardship responsibilities. I 

152. Th’~xposute draff had defmed ‘,seixed property” ‘as being ‘in the actual or 
constructive possession of the seizing l gettey.’ The &portdent has correctly pointed 

;7 . . . . . . 

out that this. ismot always the case sitrae custodial agencies frequently take possession 
and/or responsibility for seixed property. Depending on the circumstances, each party 
rmy,:hm.a:n ae d’ tomaintainpropertymcords regarding seized. property. For example, 
a seizing agency may wish to. track property that may he ultimately ~distributed to it. 

. 

la addition, seizing agencies may maintain physical possession of the prom during 
the forfcittue process. The Board has modified the definition to include seized 
m held hy custodial l gepoies. .’ ,‘_ ‘_ :’ ,, 
lS3. ” With reghd ,to the rqu+ .for,‘i .cleqr $&emktt of -which agency is to 
maintain recordi onseixed property, the Board b&ves,that central fund would be 
responsible for accounting for and reporting seixid property, but that seizing agencies 
or custodial l gencics~mey have a need for pro&y records related to seized property 

. and doemot wish to prccluds them frog. doing so. However, in preparing 
consolidated financial statements care should be taken to avoid double counting these 
items. With regard to’forfeited property, ownership should be the determinant for an 
entity’s recognition of an l sseL However, an aghcy ‘et maintains physical custody, 
but not ownership, of forfeited,properey is not precluded from maintaining property 
records l ithotqh no met should be recognized. 

FORECLOSED PROPER-I’Y 
.’ I 

154. Many respondents objected to the requirement to value post-1991 fondlosed 
prop&~ at net present value (NPV). The primary objections to the use of NPV were: 

- NPV, is not a more accurate valuation basis than net nalixable value 
WV) 

- NPV does not improve the information presented 
.- Difference between NPV and NRV is immaterial 
- Loss of comparability with commemial enterprises 
- Maintenance of two systems to value foreclosed property (pre-1992 

and post-1991), is costly and unnecessary 
- Changes in existing systems would be complicated and expensive 
- Cash flows may not be forecast with sufficient accuracy to measure 

NW 

155. In proporing present value l ccountmg, the Board’s primary considerations 
were to cay out the intent of the Federal Credit Reform Act of 1990 (the Act) and to I 
make financial reporting compatible with the budget. Since foreclosed property is a 
rrsttlt of the original lorn transaction or km guarantee, reporting on this activity 
should be guided by the provisions of the Act. 

156. An extensive discussion of the Bosrd’s~ overall decision to require present 
value accounting is presented in Recommended ‘Accounting 8tandard No. 2. 
Aceountin~ for Direct Lwrrt and Ltmn Guarantees (see Appendix A). One of the 
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objectives of .fmntzial reporting is tii’enable :the reader to &ermine the status of 
bud&& resources, and whether ‘those resources were acquired and used in 
accordance with the enacted budget.” The’ Board believes that only by using the same 
basis can financial information be used to compare. the actual results of operations 
with th&‘bud&t : 

h’ I 
i. 

:, 7 > ‘) 

157. ” However, the Board wishes to acknowledge that respondents may be correct 
in stating thst’in certain cases theremay be only~immaterial differences between net 

., &i&tile ‘&e (or other niethods) and NPV. The standard has been revised to 
indiite that if no material dif’fennce~ results. other valuation methods may be usid as 
an rppr&ution of the ‘bet, prorent value ‘of .foreclosed property. 

; 

The Board has not revised the standard as a result of this request. The Board believes 
that there are no unique circumstances in’this case which would preclude conformance 
to tile standard. 

.., 
GOODS HELD, UNDER PRICE SUPPORT AND STABIL~IWTION PROGRAMS 

159. The proposed standard required that nonrecourse loans be adjusted at time 
of disbursement to recognize n 101s if the market rate is lower than the loan rate. 
This constituted a’ departure from current practice that is to,,adjttst the loan values to 
their expected nel realizable value at report date. Respondents’ expressed concern that 
the proposed method would tesuli in r&ognizing losses without consideration of the 
underlying economic transaction (i.e., will the loans be repaid). 

160. Based on two respondents’ comments, the ,Board found that the approach 
originally proposed ignored the “probability”, component in recognizing unrealized 
losses; these losses have typically been recognized only if they are “probable and 
measurable. Nonrecourse loans, being short-lived, are similar in nature to notes or 
accounts receivable. Therefore; the Board referred to its recommended standard for 
accounts receivable. That standard states that: 

Losses on receivables should hs recognized when it is more likely than not,, 
that the receivables will not be totally co!lected. The phrase “more likely 
than not” means more than a 50 percent chance of loss occurrence. 

An allowance for estimated uncollectible amounts should be recognized to 
reduce the gross amount of receivables to its net realizable value. The 
allowance for uncollectible amounts should be reestimated on each fiMnoia1 

“FASAB Exposure Draft, Objectives of Federal Financial Reporting, Vol. 1, par. 13. 
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report@ date and when infomtion indicates that the latest estimate is no 
longer correct. (PAM@. Recommended Accounting Standard 1, Paragraphs 
44 and45) .’ 

161. In l dditioa, one respondent indicated that tbe,origi~lly propoaed standard if-3 

? would have excluded loss recognition due to factors other than fluguations in the 
markat rates. Lames can occur due to (1) farmera’ minrrc or handling of the pledged 
wmmodities, or (2) bud. Clearly the concept of loss recognition should be broadened 
in order to recopixe them events. The Boqd modified the standard for nonrecourse 
1~. p be more consistent with the l cco& receivable stamhrd a& to encompass 
the Bowl’s cumat thhkitq on the liability, proj,+. 

162. ’ One respondent rqued that put&se agreements Constitute a contingent 
liability. Tbc-proposed star&&would gt@re reeom a liability and ,a lore If tbc 
eomtnct price es&&d .#he.espected net reekable ,+uc oft&e commodltiea. It is 
clear that et any iveo ,time the market ,pricc &y be lover than the eontraot priae but 
that due to cycles in the harvest-and post-hen&t market thi8 may ‘not he k indication 
that the contract will be executed end l loss +zed. ‘@e Bti revird the star&d _..,, . . 
to provide for 1088 recogtiti~ in connection with purchsc agnements if the Id&- ir 
both probable and measurable. 

. 

‘ 

” 

4 
i i 

,I 

. 

. . . . . . . ..-., -,, , 
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Managerial Cost Accounting Standards>, *’ :’ ” 

STATUS 

hssud ’ July 31.1995 
‘,! I 

1 Effective~ Date: for fiscal years beginning after September 30, 1996.’ .’ 

j, Volume I References: SFFAC No. 1, Oejectives of FTdemf Financia! Reporting ,. @&id& &scb’. f ton o tire data and environmental ‘data i weII ,.~‘typfs.~of repb*) ,; ,:’ r ,:.; .,‘, 

SFFAS No. 13, AcccGring]or ‘Ziabil~iiek bf thi’Fede&l.; .’ 
Government, (provides information on’ pension and other 
retirement benefit costs to arrive at full cost) 
SFFM* No. 7, Rc&+in~ foi Rei;)riiie and Oiher Fiironcing 
Swrrcs (paragraphs’ 73 and 333-338 address im@rted finanking 
for inter-entity costs) 

Volume II References: Managbid,~Cdst Accounting (M20) 

Interpretations: Interpretation No. 2, kouniing foi Treasury Jud&ment Fund 
Tmnkicrions a ‘, 

Affects: No other. statements. 
. 

Affected by: No other statements. 

SUMMARY 

The managerial cost accounting conceptsand standards contained in this statement are 
‘aimed at providing reliable and timely information on the full cost of federal programs, their 
activities, and outputs. The concepts of managerial cost accounting contained in this 
statement describe the relationship among cost accounting, financial repotting, and budgeting, 
The five standards set forth the fundamental elements of managerial cost tiwunting. 

Mmtgerial Cost AcCouating Coaccpts 

Managerial cost accounting should be a fundamental part of the financial managemeat 
system and, to the extent practicable, should be integrated with other parts of the system. 
Managerial costing should use a basis of acwunting, recognition, and measurement 

t 
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apjxopriate ‘for the intended purpose.’ Cost infotmation developed for different purposes. 
should be draw from a common data source, and output reports should be reconcilable to 
each other. ,’ 

! 9 1 

Mmrgkhl Cost Accounting Standards 

. 
rement for cost accounttag - Each reporting entity should accumulate and report the 

costs ofitsactivities on’ a regular basis: for managememinformation .putposes. Costs may be 
8ccumht~ either through the use of .cost accounting systems or through the use of cost 
finding ttthniques. 

.,, ‘. ,,I ,...s. j . . . &ggggastbtlttv senments T Management of eakh reporting’entity should define and establish 
.&sponsibilitysegments. Managerial ,cost’,,accounting.should be ,performed to, measure end 
report the costs of each segment’s outputs,. Special cost studies, if necessary, should be 
performed to determine the costs of outputs. ,, 

Full cost- Reporting entities should report the full-costs of outputs in general purpose 
financial reports. The full cost of an output produced by a responsibility segment is the sum 
of (1) the costs of resources consumed’by the segment that directly or indirectly contribute to 
the output, and (2) the costs of identifiable supporting services provided by other 
responsibility segments within the reportjng ,entity, and by;;other reporting entities. 

Jnter-entitv co- - Each entity’s full cost should incorporate the full cost of goods and 
se&es that it receives’ from other entities. ,The entie,&-oviding the goods or setices has 
the responsibility to provide the receiving, entity with ,xr,iormation on the full cost of such ’ 

..“” 

k2 
/ 

,1 goods or services either through billing or other advice. 
=-- 

Recognition of inter-entity costs that are not fully reimbursed is limited to material items that 
(1) are significant to the receiving entity, (2) form an integral or necessary part of the 
receiving entity’s output, and (3) can be identified or matched to the receiving entity with 
reasonable precision. Broad and general support services provided by an entity to all or most 
other entities generally should not be recognized unless such services form a vital and integral 
part of the,operations or output of the receiving entity. 

methodology - Costs of resources consumed by responsibility segments should be 
accumulated by type of resource. Outputs produced by responsibility segments should be 
accumulated and, if practicable; measured in units. The full costs of resources that directly or 
indirectly contribute to the production of outputs should be assigned to outputs through 
costing methodologies or cost finding techniques that are most appropriate to the segment’s 
operating environment and should be foBowed consistently. 

I 
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The cost assignments should be performed using the following m&ho~:listed @ WC Mkr of The cost assignments should be performed using the following m&ho~:listed @ WC Mkr of 
preference: (a) directly tracing costs wherever feasible and econoxkcally practicable, (b) preference: (a) directly tracing costs wherever feasible and econoxkcally practicable, (b) 
assigning costs on a cause-and-effect basis, or (c) allocating costs on a reason+!? and assigning costs on a cause-and-effect basis, or (c) allocating costs on a reason+!? and 
consistent basis. consistent basis. 

’ 
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INTRODUbTION~ ~. , 
, 

BACKGROUND 

13. Reliable information on the costs of federal programs an&activities is crucial 
for effective management of government operations. In Statement of Federal Financial 
Accountin Concepts @WAC) No. 1, Objectives qf Fedeml Finaneid Repming. 
issued in 1993, it is state+ thit the objectives of fedenl f-&l repotting are to 

., provide .wefitl ,inforrmioa to .assist &enul.~~ ~externalIuser8: in aueuing the bu@et 1. 
integrity, operating pcrfonmnce. $ewudship, and systems and control of the fechnl 
8OVClTUMlt’ ,’ 

14. Managerial cost accounting is especially important for fialfilliq the objective 
of assessing opera- performance. In relation to that ‘objective, it ir’ stati in’ S&AC 
No.. 1 .that. feden ,fuuncial reporting shoirid.+rovide iafon~tion~ thit ~hel+sera to > 
detemine: . . 

l Costs of specific pro&s and rctivities ‘mb the composition of, aqd changes 
in. tbofe costs; 

l Effor&s and rccomplishments associated with fedekl programs and t&ir 
changer over tiine and in relation to costs; and 

l Efficiency and effectiveness of the govemmeqt’s man&nent ot its usetr and 
lirbilitier.’ 

15. It is further stated in SFFAC No. 1 that ‘The tqics of costs and performance 
measurement are related because it is by rssacirting cost with rctivities or cost 
object+ that accounting can make much of.its.contribgtion to..reporting on 
performrace .‘I . Cost’ is the monclry value df resources used or sacrificed or 
liabilities incumd to achieve m.objective, such as to ?cquire or produce a @d or to 
perform an activity or service. Cogs incurred mry ben$t curmk end funrrr peri&. 
In financial recounting and reporting, the costs that apply to an entity’s operations for 
the cumnt accounting period are recognized IS expenses of that period. 

16. The Chief Financial Off@ers AC! of 1990 ikluder among the functions of 
chief facial offlcen ‘the development and reporting of cost information mad “the 
systematic mkurement of performance.” In July 1993, Congress pused the 
Governnq Performance and Results Act (GPRA) which mandrtes performance 

’ Statement of Federal &uncial Accounting Concepts No. 1. Objecrivrr o/ Fedeml Financial Raparting 
(September 2. 1993). pars. 110 l d 1 Il. 

’ Ibid., pars. 126-130. 

’ Ibid., per. 192. 

’ 104 Sut. ‘2938 (See pnniculrrly 3 1 U.S.C. set 902). 
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‘ileUU&dnt by fedem1 Agencies.’ h ‘-’ 
on the Netionel p&o- 
wtipn which requhd tk Federal Accoy,eg Sundsrds Adviror); Boerd to iti l ret 
of ‘q&t l ccotiting stadh’for 4a fedml rctivities.‘:~lhose stand&s will provide l 
metkd f& ideriti@iag tk &it cod’of ,& ~over&en~‘ictivitics. 

., : l;,’ 71 .:‘,.;J. i <L, 

Ii. In dy 1994, t@ Federal Accoytjq Stuuhis Advisoty Boerd (tk Baud) 
co&u+ rh +vioijy @up ” help ‘+ircldp‘ Naduds for Mnrgerir1 cast •c@Sm~ 
iQtbCf&8Oi&Ul+ * @'Oll+hdd+flikn fiOUi8OvCmmen s- 

anti uad+. lkC~ew#~e+popo$ls.kve b& ooruidered by tk Boerd, end 
tkir iiork contrib&d greatly h develop&his document. 

.I .(, 

; well as to tk federal 
rbc,omplishments ,ceaaot k 

8. “’ *~ is 00 ‘ktlom *inc. 
’ Hdwever; government 

usixq both fwirl end non- 
fmenciel ,meuuru. and ‘cost” is an imporhnt ‘finmoirl m&sure for govetnment 
propuns. Intend end cxteraal federal information users ide@fied k!ow will fred 
tkw stendards helpful irl rsseuirrg operating perforrMllce, stewardship, syh. end 
OO&fOlOftbf&f8l~OWlUWIt. 

. ,19. Gowmmmr man& we the primary usen bf cost infonnetion. Tky are 
responsible for cerrying out program objectives with resourcc~ entrusted to tkm. 
Reliable end timely &a ihfon&on helps them ensure tkt resources l re spent to 
achieve expected results end &puts, ind alerts tkm to wrs!c end inefficiehcy. 

20. Ca~grws and fid#ml l ~~eutier. i~cluditq ,the President, make policy 
. decisiona on program priorities end ell&rte resources among programs. These 

offbls wad cost information to compare rltemrtive courses of r&on end to make 
progrun l borizat’ion decisions by ruissing costs rad kircfiu. They also need cost 
infonlutioll to cveluete prc@ua perfor&nce. ,, .) 

21. Ciriwu. includiq news medie end interest groups, are concerned with tk 
costs md ruul~ of federal programs t+at &feet their interests. l%e need piom 
eosi inform&ion tb jhe wktkr rc~~~cs are rlhcated to programs ntionally-aad if 
tk pmgims operate efficiently end tffectively. 

’ 107 Stat 285 (see puticuhrly, 31 U.S.C. wctionr 1101. 1105,1115, 11161119,9703.9704)., 
. 

‘ Vioc Prbident ‘Al ‘bon, vt 
. 

Wo&&ter Bt cbru Accompanying Raport 
of tk Nationel Performauce Review (September 1993). p. 39. 

/ 
i 
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22. The auasgerisl c&t rccountin~ concipts .aad staadsrds presented here are 
it&&d for all the user groups identified above. These standards UC aimed (II 

,;““*4 

rchieving three +&xl obj,ectives: - “i i F 

l Provide program &114pif with XdeVMt d relieble id~rmrtion relating 
costs to, outpuu aad +ities. Bared on ,ti ‘iaformstioa, program xaxaegers caa 
respond to inquiries rbout the costs ‘of the ikivities they auaagc. The cost 
iaformrtioa will.rs&t them ia improving opcritiohl economy aad efircieacy; 

l Provide nlevaat and reliable cost iafdrmation to assist the Coagus aad 
executives ia makiag decisioas rbout rllo+iag feel resources, l uthorixiag aad 
modifyiag programs, aad evrlkiag Prognm perfokace; and 

l sasu+ y*,ncnty beiw~&‘~co& &rted ia general purposk f-ii) 
reporti l d,costs tipoqed IO pkgrqm k&&s. This iacludes staadudixiag 
tCll&OlOgY for tlUl?ljiJCtil COst&?COUd!t~ ttii+~VC COUUllrmiUtiOn Ml0n8 

federal orgmizations sad users of cost information. 

SCOPE OF STANDARDS 

23. This statement coau&s mekagerirl cost concepts and five stsadards for the 
fedenl goverameat.. The five standards address the followiag topics: 

(1) Requirement for cost rcdouaiing, 
(2) Respoasibility egments, 
(3) Full cost, 
(4) Iater+ity costs, end * 
‘(5) Costing &e@d?logy. 

The esseak of each stqadard is briefly stxted ia a box followed by detailed 
explanations. However, both the words, ia the boxes xad the entire text of 
explanations constitute the reqoirementa of the rtafbdardr 

24. These standards ate bud on sound cost accounting concepts sad allow 
sufftcimt flexibility for agencies to de-velop maaagtial cost l ccouating practices that 
l e suited to their specific opentiag environments. Also, it is expected that cost 
rccouatiag standards md practices will evolve aad improve as agencies gsia 
experience in usiqg them. 

2s. Other Sta?emeats of Fe&n1 .Fiaaacirl Accounting Stmduds (SFFAS) rddress 
recognition end mea-eat of assets aad lirbilities. For l dditioaal guidsa& niders 
should coasult: SFFAS No. 1. Accounting for Selected Assets ond Liabilities; SFFAS 
No. 2. Accounting for Diner Loons ond Loom Guoronters; cad SFFAS No. 3, 
Accounting for inwttqy ond Related Property. The Baud is work@ on cad will 

. 

’ Strtemeat of Federal Fiaancirl Accounting Concepts No.1. Objectives of Finonciol Reporting. defmed 
‘Progmra XBkge& as individuals who meaege federal programs, and stated that ‘Their coacezns include 
opentrng plaas; program operations, aad budget execution.’ SFFAC No. 1, par. 85. 
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26. h4mBgerid cou~rccoun~ inforrtlaion, to be useful, must rely on wMluutlt 
and unifoml ttmiaology for coaccpts, practicer. 8nd tectiqucs. coasistent uld 4:; uniform use of tkrminology can help avoid eoofusion and mis-oommunibbtiw UDO~ 
orgmimions end individurls. ‘I .h. il 

27. As l start towud developing con&tat Mnrgerhl cost l couu~ ” ,; 
5 this statement .iaclger a glossuy of basic 

! tetminology witbin the federal $overnmcn ” 
1, wst wcoutlting terms. 
Ii < -5 ,.I, 

[purgnphr 28.30. omitted.] 
! .: :‘: 

,., 
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PURPOSES QF USING COST INFORMATION 

31.. nwfc Ire tnmy different purposes for which coat iafotTMtiotl uuy be used by 
tile feden1 govertuncat. l-k focus of this statement is on cost ~ormetion weded to, 
iltlpmve fcdenl fwiel ~gement +td mlugeriel de&ion uukiag. 

32. .In tmqiag fedeml goVernment progru& colt informtion is mentie izt the 
following five arms: (1) budgeting end cost control, (2) petfontume m (3) 
determining reimbursements and setting fecr and prices, (4) progmm evalu&ms, md 
!S) ~m&iag:eooaomi~ choice decisions. Exch of these uses is discussed below. 

BUDGETING AND COBT CONTROL 

33. IllfonMtioa on the costs of program rctivities cm he used as l b&s to 
estimate future oostl in pmperitqmd reviewing budgetr. Once budgeu UC approved 
ad executed, c&t informdon serves as l fcedbrck to +dgets. Using cost 
iafomaioa, federxl m+mgers cm control md reduce costs, ead fti md avoid wmte. 
For exxmple, with rpproprirte cost inform&on, federal mmxgers cm: 

l Compare costs with known or l sauned benefits of rctivities, identify v&e- 
aided end aon-vxlue-edded activities, cad m&e decisions to reduce resourcea 
devoted to rctivities that are not cost-effective; 

. Compare md determine reasons for vrrimcer ktween rctual xnd budgeted 
costs of 111 Activity or a product; 

l Compare cost changes over tir8-d identify their CIWS; 

l Identify and reduce excess cqucity costs; l nd 

l Compue costi of s&tiler rctivities md find causes for cost differences, if 
uty. 

PERFORMyCE .MEABUR&MENT 

34. Mwsuring perfonlunce is l mexas of improviag progmn efftciency, 
effectiveness, UXI progrm r&&s. One of the stated puqmes of the GPRA of 1993 
is to . . . improve the cotideace of the Americut people in the cqubility of the 
fcdsnl government, by ystcmutiorlly holding federal rgencier rccouauble for 
rchieving progmal results.’ 

35. ~Gortrirmintegnlpurofm~perfonrrrnocintermrof 
efficiency xad cost-effectiveneir. EffSency is mewred by +ing outputs to iqmta. 
It is ofka expressed by the cost per init of output. while effectiveness in itself ia 
meuured by the outcome or tk degree to which I predetermined objective is met, it 
is comtnoaly combined with cost infotm&a to show l cost~ffe~tiveness.~ ‘Ilm. the 

c smice marts ina rcwttt~liihmonu of I’ -goifemmat 
follow&g 

entity cm be avxluB&Kl with the 
w -: 
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‘. (1 j MNSWS 0fbice effom whi& idudc the ~ortr 0f - d to 
provide the sewices l d aon-fd V 

(2) Meuurer of rckomplisbmenU which are outputs (the quantity of eerviecs 
provided) and OUtcOmes (the mulb of tllok mrvices); end 

(3) ~rtht~~~effo~torccomplirhmmtr,Suohu~ortperurritOf 
output or aost4fectiveness. 

36. Thus. u steted previously, perko~e meeswem eat lwpirer both finulcirt 
and non-f-id meesuree. coet ia i neceesey element for performulce 
l#mummmG but is not ille only element. 

DtRRMMMC REIMBURSEMENTS 
AND Sm7xNG FEEs’AND PRICES 

37. Cort’ infornution is an imporbnt berir in setting fees end fcimbrmnacntr. 

pricjng and costing, howyer, are two different concepb. sMin# prker i8 a policy 

mater, sotneti&r governed by statutory proviaio~ end ngulr~ons, end othertimer 
by mmegeriel or public policies. Thus, the price of e good Cr’eervice doen not 
neeessudy equal the cost of the good or the #emice detmai&d under l puticu& Kz 
of piaciples. Nkertheleu, cost ie en importent considemtion in wtting govetmmt 
pica. With certain exceptiotu, OMB rquirer:’ 

. With mpect to goods end KtiGeS that, the ~OWnrment providei in ite 
mmeign cepecity to I perticulrr group of individuals es a specie1 benefit, ueer 
cherges should .k ruffGnt to recover the full cost of those goods end reivicer; 

‘6;1’ 

rnd 
” .? .., ..“.. 

l With respect to goods end services thet the gqvemment~ provides under 
business-like conditions, user cherges for thorn goods end rexvices need not be 
limited to tbe remvery of Ml co+ end mey yield e net revenue. 

4 
38. Also, cost iafdrmrtion is impomnt in ~lculeting reimbursements for products 
and services provided by one government rgency to mother. Even if fees or 
reimbunemenb do not recover the full costa due to policy or econpmic oonetfeintr, 
management peeds to be l wui of the difference between cost mad price. With this 
information, progrun nmnegen cm properly inform the public, the Congress. and 
federal executives about the costs of providing the goods or services. 

4 I’ - 
L-l 

PROGIUM EVALUATIONS 

39. Cosb of federal resources required by programs ue ea important factor in 
rlmkiq policy decieiona relrted to prognm ruthorixetion. modificUion, and 
discontinuation. Theas decisions rrc usuelly subject to policy ~oantminte, and often 
require the consideration of social end economic GON end benefib'rffecting different 
s+on of the maocoy end eociscy. Neverthelerr, the COSU of federal mouroee 

’ OMB Circulu A-23 , m (Revised July 8, 1993). 
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required UC an i#mrtan~ factor. In’onnrtion on progrun costs can be used aa a basis required UC an i#mrtan~ factor. In’onnrtion on progrun costs can be used aa a basis 
for tort-benefit coasidemioas. for tort-benefit coasidemioas. 

ECONOMIC CHOICEDECISIONS 

40; Often, agencies and programs face decisions involving choices amon . 
rltemative dons, such as whether to do l project in-house or contract it out; to 
rceept or reject 0 proposal; or to continue or drop l pzoduct or acmice. 

., decisionr ,xquircs. oost com~na ~atno~. rvailrble alter~tiver. 
M&in8 time 
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MANAGERIAL COST ACCOUNTING CONCEPTS 

Y-i h 

.Muagerid eort mcomntiog ahoold be a fundamental part ef 
tbr flnao+l maoyeiaeot nyrtem and, to .tbbr ixtent p~ticabk, WmId 
b :hte#nted with l tbcr partr of the iyaemL Mamprial carting 
rboald..ow a buW of accaaating, mce@ioo, and murpnmcat 

:& l ppioprtte lor the intqded parpow Cost hformatioo developed Lr 
differcot pwporir ahiuld bcdnh, from a common data aomrce, d 
oatpmt reports rboald be mconcikbk to each other. 1 

‘. ,, 
41. I’ Minrpial cost mcouritig should. be ,111 essential element of proper diamcirl 
lAumin& contr61, .mdWalWion for my oqmization or activity that WI - 

1 ha* mop+uy value. Managerial cost accounting is a basic put of the fin&W* 
rmnagement. ystem in that it supports and provides &tm to the budgetary aud 
fmnkl iccounting functiona and, by it&f, provides usehil information fao both , 
intern1 nd exte~l users. 

/. 
’ 

ROLE. OF MANAGERIAL COST 
ACCOUNTING IN FINANCIAL MANAGEMEV 

42. -@A1 GOSt WCOUlltiXQ iS the proCSU Of ~CCWZlUhtill& lNWhU& 

analyzing, interpreting, and reporting cost information usetkl to both internal and 
external pups concerned with the wry in which the organization uses, accomts fiw, 
safeguards, l nd controls ituesources to.lirect its objectives. ‘Managerial tort 
recounting. th-fore, ir the servant of both budgetmy l d .ftnmcirl l ccouut& rrd 
reporting koruse it assists those systems in providing information. Also. it provider 
usefut ix$otmation directly ti management. These relkionships arc shown in Figure I- 

Fieurc l:, Financial Manaecmcnt Information Framewar& 

Dam ” Accounting Aetkities WPM 

. . . 

ti 
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43. The information flow within a financial management system begins with a 
basic iaformation pool or common data source. This data source consists of all 
frrrurcial and programmatic information used by the budgetary, cost, and facial 
ncoounting processes. lt.includes all finucial and much non-fmanoial data, such as 
ouvironmental data, that are necessary for budgeting and finrncial reporting.” The 
common data source also includes evaluation aud decision information developed as a 
result of prior reporting and .fecdback., Other types of data may be iucluded based 
apon prceivcd neads and putper related to the ultimate users of the iuformation. 

44. The couubon data source may include many different kinds of data. It is far 
mom than the information about fiaracial transactions found in the standard getteral 
.lodger, although that is a signifioant patt of the dau a0urce. Few organizations or 
.eoiities. maintain all .these .&to .in any dne system or. looation. Furthetutote. the use of 
the term ‘data soyce’ is not meant to imply tbe,use of computeri@ systems for 
aource infotmation. Instead, the term is used in a broad way to include many sources 
of iufonMtion. 

45. Managerial cost accounting, financial accounting, and budgetary accounting 
draw information as needed from the common data source. The &ta obtained by each 
of the& is processed to attain specific objectives ‘by reporting useful information. 

46. As shown in Figure 1 by their overlap, managerial cost accounting and 
fun&l l ccountittg are closely related or integrated. To some degree, this is due to 
the historical development of cost accounting as a method for more detailed 
scorekeeping .tith the requirement to pr&tde inventory values for exteinal financial 
reporting putposes.” In par4 it is kcauw cost information generally originates with 
tmniactions recor,ded for financial accountings purposes. 

47. While inventory valuation is still part of the fundamental relationship, 
managerial cost accounting setves ftnrnGa1 accounting in several other ways. 
Fundamentally, managerial cost accounting should assist financial l ccounttng in 
determining the results of operations during a fiscal period by providing relevant data 
that are accumulated to produce operating expenses. These data include the allocation 
of capitalized costs to periods of time or units of usage. 

48. Traditionally, managetial cost accounting information pertaining to financial 
l ccountmg has involved costs of past transactions and the assignment of transaction 
value to fiscal periods and outputs. These &KS and uses are closely aligned with 
the financial l ccottntittg activity and traditional external financial reporting. This past 
cost aspect has been l clmowledged in Objectives of Fedeml Financial Reporting 

I0 The makeup of oom data and ettviroumental data is discussed in Statement of Fe&ml Finanoial 
Accounting Concepts No. 1, Objectives of Fedeml Finonciol Reporting, Chapter 7, and. therefore, a detailed 
discussion is not provided here. 

” Coulttturst, Nigel and John Piper. ‘The &ate of Cost and Management Accounting,” Mansnernent 
Accountinn. April 1986. 
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*ich ,$a+ wt “fi~ac~sl~,rcoounting is largely -cd with assigning the V& of, 
, p+ uuu?ctio*. Wqpypri~~ ~t@gm&is.“~ : 

,: : ,T! I ,,: r I, ., :: : .‘..‘. 
” ..’ ., .‘. 

j,lli , ,“. ;, ,, c 
49. : I’ 1;. Ma&xi&oqst .~.~ouit& should rl: ‘&v+e budgeuy rcootmtitq with 
+st ,m,fO,rrrWio& Xot@!er, the.twoare not as closely aligned as is the case with 
’ frnracial &mming (qe Figure ;I). h@y, this is b&se costs ue usually reaonkd, 

3. i r~~utnuhd and rllo6ated by managerial cost hothing on an accrual basis of 
‘&, l.& rocOunting which is’different from:~.(\4cobligrtion or cash basis generally used in ’ 
..,n #.’ lydgetaty l counting. ,. 

’ ..C 
,“, :,; ,..‘, ; ,,j ,“I. . . . . ., ‘, ,.;,y;_ r, .‘-’ 

a j ” ?i &,; ‘: .gdn$&&ost ;ccppting do$s providi cost inforlMtion to IpJdgeurg 
,” . . , .>‘. ~~~!@f-=~~ ~mp&&Y,q!Y~:prjg .kpg+7+ldgets for required materials. -:,:.I , ,$‘.6”“‘,“’ /I/\ ‘il. 

1,. ,’ .,: . . ** L ~!lC%.?fp$p!!$ ~~~:,~~ourc~s,~d othn, ~+pces needed to produoe differatt 
,* s ,.. ~~~‘f~:?!;~?‘W+~ ..~stil:co~ ~~csunti’ne &o-he@ in making many budgetary . . :, , 
.: ” :.) “‘I ’ dcc~~~,..~~.~;.~~,,:oonccming~funuecrp~ullex~pdinrres and ptuchasi$iers~ I .j ,, 

,,‘, ,. / ! ‘. :” ., rltelq+g. :., ; S.1: ‘,ii> : . . ‘. ‘: ,. t,. .: .~‘:i, :i:: ,,d ,,: 
:: >,’ ‘I ; L’ : ,’ .: : “‘i (1) ,,., ,$ $ .ja 1 ~*.<(3~:,.’ :,*;t, _; j .,.., 

5 ! +, * ,., : it @pp’t& 4 ,!j&,, f)@. tlkBoy#~ &~@y does ‘not extend ,to ‘. 
I ., F’%pF?n~..u~ rt?ndudr or.~budgetaty:conceprr. &xi that is not the purpose 
1. of thjs.;st+ment.” ,,,/ &~ver..thc &rd is comm$ed,to providing relevant and 

.) i &able cost accounting infomastion thst supportsbudget planning, formulation, &td 
execution. 

I :;, I ‘... 
_. for m I?urDoses 

*.. ;’ “/c /’ ,; “., 
1. ,I,. .j;‘. :; sg egerir$ CO,?. ym&ing~‘&oduces 4nformrtion directly for msnagement 

.%& * .,/ ,. .F* S$WtirqSS, ?,p!?~/qg. $+ produced by the. ,bLigetary and financirl ~ccoutuing 
I ,s.. .I wt. Cost@fo,rrnWon is .wd,.for manydjfferent purposes which can be 

,. ” ’ gendly &s&d into five types: p&&&e mes&emcnt; cost reduction ad 
%’ ,, .’ @nqOl; de,t@+on of reimbursements qtd fee or price setting; program ,’ 

‘. l $horixJt!.ooi ,modifiWion, and discontinuation ~de~jsions; and decisions to oontrcrct ’ 
/ ‘, ,j?$ u&k or mrlii .04&i cl+ges h”tly m&y& ,qf production. ,’ ” 

!3. TS Fv! .tip ,@h nyqrial coq ..accounting should use basic cost &B 
‘f@ aon-finr~ir!.o~~~pognmmrtic.dru. Fr~r exrrnple, it tricks units of output 

I W!#+ *: pptt M+$ding,~e l wunt of I+, in terms of employees or 
W@Y!e+;@h +@tMS,, infonr+n &m’cost &lysis is used to compare rcttml 
to PedeWed or qdcjphd costs. &mgqizition my use cost estimates, cost 
$&a, a+& fmdjng techtj&s. 

54.’ while m-gerial cost rquulting is concerned not only with pest costs and :’ 
future Costs. one Of its most ‘important features is the use of present costs to l &* 
mmgement. This wn-ent cost aspect of msnsgerirl cost recounting is referred to m 
tht Obircriw of Fedeml Financial Reportmg Seeri ii states that “iccom~ &u 

‘5 ’ 

u SIltcm~~ of’ Fehl Fimhl Accounting Concepts No. 1, Objectivrs of Fedrw1 Ftvci+l Remng, 
pm 168. 

” Memorandum of Understanding establishing the FA$AB, octokr 10.1990. 
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/ may be further l signtd, all,ocatcd, it l sso&inted with, units of activity or production. I / segments of organizations, etc., within rhr same rime periud. These kinds of 
introperiod allocations are developed most extensively in the branch of accounting / called cost accounting. Neither: the FASB nor the.GASB has devoted much attention / 
to this branch of accounting, but the FASAB. because of its unique mission, will need ‘3 ?’ f 

to do So:” Managerial cost accounting information lrertdining to present costs is 
- most often used for controlling~and reducing those costs, controlling work processes, 

uldmeJruringo~t perfozlnance. 
.I ,,’ ,’ i, 

‘.a’ 
:, 

55. Roper financial management requires that the three accounting processes 
work closely together to provide ujcftil &orting to both internal and external users. 
The internal&ernaIdual focux of:fed&al reporting has been established in the 
Objecthh bf Fiditil Financial Re@rtiitg. .It stmtbs that ‘The FASAB and its 

,’ .’ .; me kljevt,,,ut ‘+uty‘&scription ofifederal financial reporting~objectives should 
eons&r thk neds of both internal ‘ind’e&d ukti and the decisions they make.’ 
In addition; it says that ‘the FASA&..considers the information needs of both internal 
and external users. In par& this ii kcause the distinction between internal and 
external t&s is in r&y ways less significant for the federal government than for 
othei etititiks.’ It goes on to classify the users of, fmaticial information into four major 
groupk program managers. ef6&hives. the Congks, ind citizens.” These categories 
include both internal and external’usen. 

56. Federal financial reporting encompasses general and special purpose reports 
: _ to meet the needs of the. four user groups.’ Information produced by managerial cost 

accounting appears in or influences both types of reports.“ As discussed above, 
nuna~erid cost l totmting should provide itifomation for use by both financial 
l ootiting and budgetay accounting. That,infonnation is used by those processes in ,-- . produc~:bth generalpurpose and special purpose repotts. J 
57. Managerial cost l ccotmtiag,also ,results in repot of its own. Most often 
these UC special purpose reports designed for internal users, typically program and 
line managers. However. they may be for groups generally considered external users. 

58. One of the most important aspects of reporting in which managerial cost 
rc~unting plays (L large role ,is that of perfkmance reporttng. Measuring and 

‘, repming rctual perfotmance’against established goalsis essential to assess 
g~ventmeiitd accountability. Cost infortnhiod’is necessary in establishing strategic 
goals. measuring setice efforts and l ccomplishments,‘and relating efforts to 
accomplishments. The importance of cost information in relation to performance 
measurement and perfot&nce reporting has been recognized in the Objectives of 
Federal Financial Reporting, which said ‘One reason for performing cost accounting * 

,,’ 

H strtement of F&ml Financial Accounting Concepts No. 1. Objectives of Federal Financial Reporting, 
par. 174. 

” Ibid., pus. 23.25, and par. 75. 

“ The tYpeS Of general purpose and special putpose reports are discussed in Statement of Federal Financial 
ACcOttf~w COXICCP~S NO. 1, Objectives of Fe&ml Financial’ Ripming, Chapter 7. 
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ii t&s@ in perfo;tm&c mus$emcnt’ and it ‘also Wed that “Thr t&s of cost ii t&s@ in perfo;tm&c ~mus$emcnt’ and it ‘also Wed that “Thr t&s of cost 
d $erfomunci m&trkrne~~~iri r&d because it is by associating cost with d $erfomunci m&&me&‘ti r&d because it is by associating cost with 
l &tik~ ?W ‘GO& objectives’ thai ‘recounting tin- make much of its contribution to l &tiks &r ‘GO& objectives’ thai’rocountins &make much of its contribution to 
reporting on pirfonnaocc.“’ reporting on pirfon&ou.“’ 

BASIS OF ACCOUNTING AND 

bl posit& d fmmoa w&i* of 
e&iii& end other us&11 fmeacial l d o*cr ~onnrrion & 

., co&l&$s’&e inforn+i$~‘av~l~b~e .“,“, : &i ‘@ b&et (emphasis added].“” 
._ . . ,.,, ” ‘,,‘,, 

60. in add&on. it is st&d that ‘ln defitig’tie p&per mersuremeot, assignmet& 
and rllocatioo of cost for 4 given purpose. selecting the l $proprirte l ccotitiag method 
ai4 whlier to use ‘fuli costi shiiuld-be d&fully M;nsidend.“’ Further. it r&d 
chit Tbk &ual basis of &&n~.,genenlly p&rid& 8 better ma&ing of o&s to 
the @duction of goods l + &n&es:bk its use and application for any #vat 
pmpoh musi be carefully ~+a&‘ii.“~~ 

61. Therefore, man&g&~1 cost rcc6unting should provide cost informati- a 
l basis of accounting and recognition/measurement standnrds that are l pprop&c for 
the intended use of the information. When managerial cost recounting is used to 
supply information for use by financial recounting and fmmcirl reporting, that 
infonnrtion should be consistent with the basis of recounting md 
recognitionhnersuremeot standards required by federal accounting principles. 
Traditionally this ha! meant the use of accrual accounting and historical cost 
mwurcmeot. prticularly in geoenl purpose reports. 

~ 
62. When marugetial cost accounting is used to supply information for tk 
preparation and review of budgets, cost data should be consist&t with the basis of 
accounting and recognition/measurement used in finracial reponing. but may be 
rdjusted to meet the budgctay information needs. 

63. Special purpose cost &lies and analyses rre sometimes performed for 
decision m&in& In thor studiis and analyses. management may need to &v&p . 
con dab beyond those currently reported in geneml purpose fiarncirl reports. For 

” Ibid.. par. 174 aad pu. 192. I 

a Ibid.. per. 191. 

” Ibid., per. 1%. 

p Ibid., pu. 197. 

* 
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‘. 
example. jo making planning decisions. management may develop replacement -orU 
and cepitel costs. Howevti. the basis and methods used should be appropriate tar the 
circumstances and consistent with the intended purposes. 

RECONCILIATION OF INFORMATION 

64. Differetd brses of l ccountittg will prodw different co+ for the +ae item. 
rctivity. or +ity. This can 00ttfUe useir of cost infotmatioa. Therefore, reports tbet 
ukdifferetit rccoun;ine bases or different recognition~md measuremen tmethods 
should be reconcilable. end should fully explrin those beses end mebds. Regerdles~ 
of the type of report.iq which it k pmecntcd, cost ittfotmation should ultimately be 
trace& &ok to the originri common data source. 

65. To be ‘~cott&ble, Lhc amount of the diffehaces ih tbe hfonnetion m 
should %e &&taituble ied the. reesoth foi $ $ifferences sho$d be explainable. In 
so& sithtiotq inf@ta&ul differeqei~idry be clearly ua&tataadeble without 
f&t@ explanation. However, other o&es may reqt$e I narrative statement v 
co~~hng the differ&es. In &mpiicated shuetions. a schedule or table may be 
required to fully expl& the differences. 

,’ 
66. Fituaciel repow has .long recogn‘ited the necessity for reconciliation 
bitweea hformation rep&ted on different rcco!,tttting SAKS. Reconcilirtions luve 
been required in federal fittaaciel reports to show end explain significaat differences 
betieen budget reports md @ncirl statements prepped in accordance with generally 
l coepted l ccouttting pm&es. 

. . 
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ACCO~INC ON A REGULAR ,BhtIS :” ’ ’ ‘, 1,.,/‘~, 
.; : ., j ,’ ‘. ,, ,.,, : ‘..,i, . . .; ,. 

68. To perform aianagirial &oh accotiii& on’ i ‘reguhr basis’ means that 

j entities should’ establifh procedures, to accumulate and report COW oontkously, 

5 
routin&ljr ; lad ‘c;oriiirt;intly for m&&ment itifha$on purposes. Consistent end rrgulrt.coit&M’&& G &&d’to’.&&j &e,.&&&d objecti”e of fedcnl rrnracirr 
rrpoitinl;~hich $~tci,~~rmiiion: rhouid ~~~b~d to help the uSer ~~~ th 

costs of providing specific pro+ and activities and the composition of, and 
‘, ‘,I C&&S‘ h &OK ~@&?“~t &j&&d ii;O: &,&&‘& +fiing of p&o-e 

irrtbrmrtidn~of~fe&~1”~grains i&j ihe +a+ over time in that perfonaance ia 1 
rrhtj’.jqj 16 (&;oo*.. :, ,: .j,’ ,, 1,,&‘, ,: 

./ ‘.’ v:.,s 

69. The requirim~t~for~mana~erial kost l ccotit+g on a regu!ar and conksteat 

basis supports recent legislalive actions. The Cf6’Act of 1990 states that agency 
CFOI shall provide for the development and reporting of cost inform&on and the 
‘jxribdic meisukment of prfohike. ‘In i&ion, the GPRA of 1993 requires each 
agency~ for each piograi th&bii+ p&fhnence indicators and measure or aaseas 
‘klevant outputs, qervice livels, hd oritconies.$f e&b progrrm as a basis for 
comparing actual results with established goals.,. The nature of these legislative 
mu&e8 requks tepoitin~ igities td devei2p and kpon cost infotmation on a 
consistent and reguW&is. ,” 

70. The managerial cost accounting processes consist of collectiq data tiom the 
somenon data souk, processing wt data, anti reporting cost and output inknation 
in getteral~papo~ and special purpose rep&. -Approgriate procedures and pmtices 
should also be established to enable the ooilectioni measurement, l ccurmilation, 
analysis, interpretation. and oommunic’ation of cost information. This can be 
accomplished through the use of a cost aocouathg system or the use of cost fhd@ 

” The term ‘fupodq entity’ as used in this document conveys the satiie meaning as &f-d in FASJB 
Strtmtmt of Recommended Accounting Concepts No.2, Entiv and Disp&y (May 1995). 

.’ 
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. ; 
t&hijiquea md otbbi cod’sk&es and l alyks. A c&t iccounting l ystemm is an 
organized grouping of methods and activities designed to consistently produce reliable 
cost information. 

BASIC COST ACCOUNTING PROCESSES ! 

71. Regardless of whether 8 reporting entity uses 6 cost accounting system or cost 
fw tech+es, the methods end procedures followed should be designed to 
perfotp at 1crst.r cetta@ tniqimum lewl of cost rcoounting end provide I basic 
amount of wrt information neceuuy. to aocompkh the many objectives essooieted 
with plann& decision making, control, and reporting. The more important of these 
minimum criteria for cost accounting are associated with the standa& in the 
lemhcicl oft+ sta~ment. qIers are rlsq iniportul~ : 

,. 
l Respon&ity &t&s -..Cort’info@tion should be collected by 

_’ responsibility a&nenti. ~Jtich have .I+6 ic&tified by management and outputs 
should he defmed for uoh responsibility segt&ntP 

l Full Costing - Eecb repotting entity should ‘merrutc the full oost-,of outputs 
so that total opeiational costs end tot+1 unit oostkof outputs can be determined 
‘Full cost’ includes the cost of goods or services provided by other entities when 
the rpplicrbli critetir m mcka’. 

. &sting .l&hodology ,- ‘&costing ~methodology used (e.g., activity-bnsed 
costing, job order costing, standard costing, etc.) should be rppropriate for 
metugexk’s needs and the operating en~onment.” 

l Performance Measurement -‘Cost accounting should provide information 
needed to detetmine end repott .service~efforts and rocomplishmeats and 

hi2 

,y” ‘, 
information mssary to meet the &uirements:of the GPRA or interface with a 

b 

system that provides such information. This includes the quantity of inputs and t 
outputs and other non-financial information needed in the measurement of 
pelfollMncc. 

l Repottine Frequency - Cost information should be reported in a timely 
manner end on a regular basis consistent with the needs of manngement and the 
quimmcnu of both budgetuy and fmancial reporting. 

l Stendud Geqml Ledger - Managerial cost rc&ounting should be integrated 
with general fuuricial accounting. Both depend on the standard general ledger for 
brsic fiaancial transnction data. 

l Vision of Information - Cost information supplied to intetnal md extetnel 
users should be reliable and useful in making evaluations or decisions. At the 
snme time, unneccurty precision and refmement of datr should be avoided. 

p gee sUndud in this statement concerning responsibility segments. 

a gee 8Wdud concerning full costs,and star&xl concerning intercntity costing. 
. . 

L Se 8Utderd conwning costing methodology. 
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$pCCid Sitt&idiu - The maniS&ia1 COSt IC~bU&@ m imu,& ’ 1 . $pCCid Sin&i&t - The maniS&ia1 COtt 8C~b~&@ m imu.& ’ 1 . 
I I depigned.to accotnmodata any. of manaSetnqrt’r~~ial cost kfotynation necdr depigned .to accoinmodatc any. of managem@r:mial cost information necdr 

that try l SC dttc to unusual or speci,ai.s@ati&ts or circumstances. that may arise due to unusual or speci,ai.s@ati&s or circumstances. If such cost If s&t tort 
c 

h 

information is needed on a regular basis, appropriate procedures to provide it information is needed on I regular basis, appropriate procedures to provide it . . 
shouldbe deve1opcd.i ‘1. ,, : ‘_ shouldhe developcd.~ ‘1. ,, : ‘_ 

,, _.. 
l Docuamtation -‘All atakgerial cost aiounti(le activities, processct, l ud 
procedures should be docim&ed by a.manual, handbook, or guidebook of 
applicable l cchntiqS operations. This refermae should outline the rpplicrble 

. . 
: : 

l htivitics, provide iastmctihs~for procedures and practices to be f611owed. list the 
cost accounts and subsidiary accounts related to the standard Settenl ledg&, and 
contain examples of forms and other documents used. 

COMPLEXITY OF COST ACCOUNTING PROCESSES 

. I  

72. While each entity’s managerial cost accounting should meet the basics 
discussed above, this standard does not specify the<degrce of complixityor 
sophistication of any managerial, cost accounting process.. Each reporting entity 
should determine the appropriate detail for tts.cdst accounting’ processes and. 
procedures bawd on several factors. These ‘mclude the: 

. nature of the entity’s operations; 

l precision desired and neided in cost information; 

l ,. practicrlity of data collection and processing; 

. 
L’. availability of electronic data handling facilities; 

f . 
,‘? 

cost of installing. operating, and maintaining the cost accounting processes; 
and 

. any specific information needs of management. 

73. Some entities may find that they can purchase basic ‘off-the-shelf” cost 
accounting proSrams. systems, or processes, or adapt those of other federal agencies., 
All’entities should consider using similar or compatible cost accounting pro&es 
throughout their component units to facilitate comparison and consolidation of dost 
information. 

I 

COST FINDINGS, STUDIES, AND ANALYSES s 

74. A cost accounting system is a continuous and systematic cost accounting 
process which may be designed to accumulate and assign costs to a variety of objects 
routinely or as desired by the maqement. Such a system may be best for some 
nponing entities. 

7s. Some htities may not need a sophisticated system to perform detailed cost 
accumulation and assignment. They need to accumulate- and repon costs nguluiy as 
n&red by this standard, but they may ‘determine and analyze costs through specie1 
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Cost studies and l rlyses. Al%,. some entities may use a combination of a system 
ntpplemented by cost studier.. 

76. Cost iafotmation may be developed and savings achieved in some cases by 
the use of special cost studies or cost analyses to develop kformrtioa helpful in 
certain decision making sittitioas. ,ln addition, cost finding techniques niay be wed 
to determine the cost of @tits or services. Cost finding is a method for 
debmining the cost of producing goods or services using appropriate procedurer. 

- Cost finding techniws may also be useful for coqputitq costs in casei where the 
infonmtion ,isxtot needed on I’ reour~ing buis. 
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121 
,77. The standard st~tis that the management of each reportinp entity should 
define and crublisb responsibility segments. This sectioa,explrin~theconcopt of 
responsibility segment, purposes of rgmentation, and how’ kp&&ili~ &&US clol 
ksuu+d. 

“.” ‘: .< _,,, :“< ‘, !,’ ,, ‘, ,.’ ‘,’ 
,;> : y,., .’ ,. ‘..~, ” . 

D&ND% RDSPONSIDILITY SjECiMEiWg, ,, . I. ; .,.. .:;-: 9, .I ” ’ ‘:: ,’ .’ .’ .” 
: .’ ” 78.’ ” . . :;‘ ,y: .q’.!$ &&&ibility -&&& is 1 &p&t of, mpodi& enti&U ,&t L 

reipansibli for ‘crrrying out‘,~‘niiuion; &ndu&rii~~~m~jor line of activity. or 
prodGig on&k’6 soup of ‘&ted prod&or s,e&c~~. ), ‘i. ,!” jcgmcnts usilly p&&k the iolbwi~~c~,~ctcristicr: ’ 

In addition. rem- 

J ,-. ,,~ 

‘(1) Their &i@ers report 6 the’ entity’s top management directly; 

(2) ‘,Their resources &d r&s ‘of operrtiong can be clearly dirtingMmd 
from thok of other dgmints of the,entity.” 

: ‘, 
19. A rkponsibility segmiiit ii i unit for which managerial cost accounting i+; 
performed. ‘Entities inry ‘ye 8. ceniral@ed r+ou&ng system or segment-based 
r~items to prokic cost iriform~tion for each segment. For each segment, e. 
cost accounting should: 

(I) Dcftne and &mu+e outputs. and if feasible. quantify each type of 
autpiit in tiu; (. 

,’ 
(2) AccLm~late corts’md quantikive~ &s of resources consumed in. 

produ~ing~the OuQi~u; and 

----. - --- -_ e7-- -- be fedenl BOB 

o The term ‘nponine entity’ referred twin this document conveys the same meanin as defined in FAS+ 
Statement of Recommended Accounting Concepts No. 2 Entay and Diq& (Ahy 1995). 

’ ti two ~h~kristicr mahe r&ponsibility segments, as the term is- used in this document, differ haa 
cost sentem. + ,c4wt cat* +n he at any, level t$ an orgaabtiqn and may not report to the top ~WMSUB& 
dimotiy. AC ~lll be explained later..a responsibility &ent can domain cost centers in itself. 

c p*-- 
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my k l reportihs entity itI itself and, 81 the’same time, it may also be a 
responsibility segment of a higher level reporting entity to which it belongs. The 
Forest Service, for e~~otple, may be a reporting entity because it may meet the 
reporting entity criteria. As such, it may establish responsibility segments for itself. 
At the same lime,~ the Forest Service may be regarded as a responsibiliry segment of 
the Deprrtment of Agriculture, of which it is a component. 

81. However, for a given reporting entity, ita murrgement should establish one or 
more responsibility segments to perform managerial cost l ccountmg functions. 

PURPOSES OF SEGMENTATION ’ 

82. A basic purpose of dividing aa entity ko &em is to determine and 
report the costs of servicer and products that each segment produces and delivers. 
Maoy federal departments and agentiies manage programs that produce a variety of 
go+ nod services. Accounting for entity-wide revenues and expenses in aggregate 
wouid sem financial reporting for the entity,i but would not serve costing purposes. 
In order to dete@ne the cost of each type of service or product, it is necessary to 
divide l o entity into segrneots such that each qegment is responsible for certain types 
of lcrvices or products. Raih segment can thee be used as a vehicle for accumulating 
costs iocumd by the segmeot to match with itsoutputs. Each segment can use a cost 
methodology that is be&suited to its operations. 

83. Anotheritnporunt purpose of segmentation is to facilitate cost control and 
management. Cost information provided for each segment helps managers to examine’ 
costs of specific resources consumed and activities performed in each segment. 
Managers can analyze cost variances in both dollars and the units of resources 

. consumed against budgets or standards., Since each segment performs a particular 
pattern of processes, and activities to produce its output, managers can analyze those 
processes and activities to compare their costs with the value they contribute to the 
output. 

‘84. For entities that consist of components engaging in diverse lines of activities, 
it is desirable to provide financial reports that display information for significant 
components jndividually and of the entity in its entirety.3 Some entities may find 
costs accumulated by segments useful in support of financial reporting by components. 

85. For internal management, segmentation could also facilitate performance 
measurement. Since each segment is responsible for a mission, or a line of activity to 
produce a certain type of output, petfotiace goals can be set for each acgmeal based 
on its specific tasks and operating patterns. Information on costs, outputs, and 
out&mea ralatad to each segment can be used to measure its performance against the 
goals. The nsulta of the segment performance measuremcot could also support 
external reporting on performaoce measures for the entire reporting entity or its major 

* prognmr. 

n ‘This point is disottsaed in FASAR Statement of Recommended Accounting Concepta No. 2. Enriw und 
Display pus. 75-76. 
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SITAS’ l!&?.‘r : !, ‘. ” ,’ 

,sraU’crURrNC RESPCiNSIBIL@! SEGMENTS 
_. ,,” ..I ,’ ,. 

. :I <‘I ,. 
,A, _ .’ 

861; ” R+nifigbit$y ma@ageihCnt should definb mnd structure its responsibility 
’ ‘. sqtnefiti:,, l’$desi&natio~~~frkspbi&bilitrj ‘segments should be based on the . folloWiq frctors:$@~etitity’s or@niAion hucture. (b) its lines of rerponiibilities 

~,.~&o~; (c) id’b* (i)oiidi.&&j~s.it. &jiwn), ,md (d) b,,Qct •~~0~~ 
aif fhdbig’iriih$ititi.” Homimi 6~ predodnad factor is the tiporting’entity’~ 
.owtion stii&& &I ‘iti ‘cxis@g retinsibility ,coqjonents, such (IS bureaus, 

,: l hinbtmtioas~ ‘~ffi&s, atid divisioni tithin’i .&+&eat.. 
,’ : ,: 

87. The ~~.S~Ge&ral &v& &ministration, for example, provides five distinct I 
./ I* grvices: (I) managing public buildings, (2) distributing supplies, (3),providiq tivcl 

:,. ‘_ s * tkspW&i*!*dti8; (4) ma&@ hfotiiion t&ttrce~ (hclidiag 
” co+unication +d data proc@tg4@~8), add-(S) disporrl of real propertier. 
li’ ’ / :’ :; ’ I J&h .&tbo;& ‘&f+idi: ‘&&& c&ld& &i@$&d 18 a njpomibility KIpnent. ‘fhc 
..;, ;. Dcputment0f.V;~~’ etenm”flrirk (VA). raibhg its other. s&&es. p&ides health cue to 

1: s. vsrmriri,.p”iys:,~t~‘~~~tion’~d ,pension beiiefiti; rind provider home loans 
;. ,/ ,I d h&e ~l@b@dihttc~~ to derbs. Eech of the& @ro+ areas could constitute a 

,“’ I” ,’ ; mqnsibi]ity w&i.,’ 7 ‘,:;,.ti,,~$c ‘2; :. : , ; / ., 
., I. .s * _. : : ., ” ,‘,, -;:,: ,,.$, ; ‘.I, ‘I ,.:’ : 

I’ ,, :_/, .88. ‘. ;,Sinoe re@oliiibiIity segments ue major partr of in entity, some segments 
may cay ,ti@e 4~;: bne~~gram~ ‘; Some$row may be jointly managed by two 
oi more segments. Thus. erch segment must rccumulate costs for each type of output 
‘produced for various prognms.. To accomplish this, a network of cost &tters can be 
established within L segment to accumulate costs. Managers of erd coit Ccnteiwill 

,;e . be provided with information to control’mnd manage costs within their &rea of 
. . I,: . respotuibility: &p&ding on qeration&p~tterns and coit methods, cost centers can 
\.:, : J; be +tctured rlong different ‘dimensions, tich as orgnaizationsl units, oper&g . . .I processes, and activities. :; 

3 
+\ 

I’ ,. 
- __ _ ., 
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DXRECI’ COSTS DXRECI’ COSTS 

INDIRECT COSTS 

i 

other repding eotitks 

89. =fhir stutdud &es thrt .~~ltiltg entities should memum and report the full 
oosts of their gputs ig 89lWV1 pJxpose fwcirl repark ‘outpuW me8ns products 
iWhkiOCS,@~ted~fromthe ~,8SUU+OllOflWO~S. ti fdbSt Of l , 
mspoasibility segwnt’t 0utpW ‘is the total mount of resource8 used to pfodwe the 
output This .iacludes direq:~nd.indimct costs that ~oauibute to the output. regrrdless 
of filadiq souroes. It rlso in&Mler cost@ of, suppktix@ services provided by other 
responsibility &meats oi entities. The standud doer.not require full cost rcportiae 
in federal entities’ internal repour or special purpose cost studier. Entity Margement 
oan decide on I car-by-case basis whetherfull cost is appropriate rad should be used 
.for iatemrl kportiq and special purpose oost .studies. 

, 

. 

90. Direct costs arc costs that can be Tcifkally identified with an output. All 
direct costs should k included in the full cost of outputs. Typical direct costs in the 
production of ul output inchlde: .’ 

(a) Salaries mad other benefits for employees who work directly on the 
outpw 

(b) Matetilt and supplies used in the work;. 

(c) Various costs associated with office space, equipment, facilities. and 
utilities that are used exclusively to p&u+ the output; and 

(d) Costs of goods or services reckived from other segments or entities that 
are used to produce the output (See discussions tid expl&Wioas in the 
next section on ‘inter-Entity COSU’). 

Idimot costs am oosts of resources that are jointly or commonly used to 
uce two or more types of outputs but are not specifiorlly identifiable with soy of 

tk outputa Typical exunples of indirect costs include costs of 8-1 adminiStmtiVe 

WVicC8,8Cnan1 research and techaicrl suppon, security. feIIt, WtplOj’CC health rod 
recreation facilities, and opentin A& maintenance costs forbuildinSs, equipaken& and 
utilities. There are two levels of indirect costk 

vohlme r, vemioa 1.0 
Fekurry 28.1997 



/- i 3 
. 

.tss 
SF@ NO. 4 

.t ,. 
(a) Iadirect,wsu iacmd *thin l respoasibili~ qiaeat. These iadhct 

dpsts s!wuld be rssigncd p outputs on l cmmkdzffeot bmis, if such 
ea rssig@pi is ecoahnicslly’ fer~i~k. or through reesoaeble l llosetio~~ 
(See diicusiio~’ on con.essigame$s ja the ‘Costing Methodology’ 
‘ec”y> : 

(b) Cqsti of support ~+ervick Ur! ,i responiibility segment receives from 
otbei segwtks 0~ entities. The,‘s&kt costs should be fvrt dire@ 
‘heed or rssi@d to vhious segmenti t&t receive the support services. 
They should thea be l ssiSaed to outputs. 

CERTAIN bOST ELEMENTS 

93. Employee beaefits i&de: 
’ 

T 

(a) Herlth end life insuriace knefits for cumnt employees covered ia pert 
by tbe government’s ckibutioa to health ad life iasumace prrmirrku, 

(b) Peon benefits for employees, their rurviyon, and dependents, covered 
by d&f& pasjon’pl=mucb as Civil Service Retirement System 
(CSRS), Fed+ Emplo+r~Rctiremeat Plsa (FERS), ad Militay 
Ibmt syrtcin (MRsj;- 

(c) H+b cad life hueace beaefip for retired employees, their suwivorh 
mad d+eadeats, covered in part b the govemmeat’s coaaibutioa to 
he&b iad life insumac! premiums, aad referred to as “&her retiremeat 

’ benefits’ (ORI& in this docu&ai; 

(d) 0tkr postemployrneat benefits (OPEB) for terminrted ead iaeotive 
* ‘kxnployees, which in&de rv&aace payments, training and counsel@, 

coatiaued health cue. mad uacmployment mad workers compewtion. 

94. ‘Most of the e&oyn beriefit progrsms are covered by tnut fuads . . . dmmsted by the Ofk of Persoaael Management (OPM) ad the De&tmeat of 
;kfeaes (DOD). Coatributioas to the twt funds come from three sources: curreat aad 

. 

retbed mpioyees. &ployiag agehdies. ead direct approprirtions. The auaegeamt 
~peaser of the tmst fuads ue peid with the funds’ receipts. 

aa A rimibr explmatioa is provided ia FASAE Statement of Recommended Accouating Coacepts No. 2. 
&ntiy and Display, par. 93. 
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95. F&n1 ftnrnciel l c~tk$ng stander& pquire thd: the employing entity 
accrue the costs v’the federal go-eat of providing pension end ORB benefita to 
employ~s end recognize the costs es in expense when t& benefits ere earned.” The 
employing entity shixald recognize tbor expenses regardless of whether the benefits t 
are funded by the reporting entity or by direct l ppropriatioas to the trust funds. This 

: 
;3 i , 

prin+ple should rlso k.rppliid to health end life, insumnce benefits for current 

employees end comjmrable’ benefits for military personnel. The costs of employee 
benefits incurred by tisponsibility segments should be directly traced or essigned to 
OUtpUtS. 

96. OFEB oos?s include severance payments, counseling end train@, health cue, 
end workers coppinrrtion bentfits paid to fo-r or i@ctive employees. OPEB costs 
ue dfteti. incurred as a resul! of such.eyen? 9 red*&ons in force or on-the-job 
itijurk of erhployees. +le~l’f~i+ iccormting standards require that OPEB aosts 
be rcpomd as M ,ee for ‘&e psriod +$g which l funplc outflow or other 
tlcrifki of resources is $robeble end mernvible on the basis of events occurring on 
or before the l ccounting date.” 

97. Since the recognition of OPEB costs is linked to the occurrence of eo OPEB 
event rather then the Fuction of output, in many instances. rssigning OPEB costs 
recognized for I pciiod to output of that period would distort the cost of output. In 
special purpose cost studies or cost findings, management may distribute ,OPEB costs 
over a number of yeus in the pest to &term& the costs of the outputs that the OPEB 
recipients helped to produce. 

. 

98. Major coits of welfare. inspmnce, and grant programs are the cosu of 
reqrces transferred from the federal government to i&ividuals end state end local 
governments. ‘Some .of them are refezred to as ‘transfer payments.’ The following are 
some typicel public assistance end insurance programs: 

l Grants, such es eid to stete end ~local governments; 

. ‘Subsidies, such es rgricultural commodity price support and subilizrtion 
prom; 

l Credit end insurance costs, such IS the Family Education Lorn Program end 
Swings Association Insurance; 

l Welfare pyments such as Aid to Families with Dependent Children (AFDC); 
=4 

l Sociel innxence, such es the Old Age. Survivors, end Disability Insurance 
pwit-. 

as FASAB EX~OSWC Drift, Aectnmt@g /a Uabilitiet of the Federal Government (November 7, 1994). pars. 
62-99;. 

m Ibid., pus. 100-102. 
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99. The. full cost of such a program includes: (a) Ik cos& of fcdml w8 
that hove aen or will be transferred (0 individuals end ststeffocal gowcrmneats, ud 
(b) ‘ihe c+s Qf OpChXll the progmni. The& two typer of costs should be 
reco&ed,on a basis of rocountiag that is prescribed within the Federr1 Finenciel . 
Acco&tix@ St&&s’ These two types of costs should be separately identified so 
that each can be used for differenl uulytic pmposes. 

16. The costs rrgulting f&m transfer peyments are determined by the level of 
grants. subsidies, entitlement benefits, credit subsidies, or loss payments made under 
insurance l nd gurmntee rgreements. They l rlrs determined by the mimber 6f 
eligible persons who receive the transfer payments. The program cost of AFDC, for 
example. depends on the ryenge payment per family, the number of eligible funilier. 
and the federal gqlrernment’s share in the payments (some payments are a&e by rtrts 
uxI local governmenu). Information’ on this type of cost is useful for e policy 
deciqions about leveis of subsidies or benefits, eligibility of recipients, l nd how 
transfer payments are made. Thij cost infomirtion is ai& useful for measwiag the 
cost-effectiveness of l transfer payment program. 

-101. Program openring costs. bn the other hand, are costs of managing the 
‘@rognm and deliver@ &he prymenu. They include the costs of personnel, supplies, 
equipment. and offkes. The costs are related to such activities as screening benefit 
recipients for eligibility, keeping their accounts, making payments and collections. . 

rnswering inquiries. etc. Information on this type of cost is useful in measuring the 
efficiency of prognm operations. 

Dmcn Costs rein ed to Prowrtv. Plant and Ea t ui t 

102. Depreciation erpenw. General properry, pldnt, and equipment are used in 
the production of goods and WNICCS. Thciq consumption is recognized as 
depreciation expense. The deprectation expense incurred by responsibility segments 
should be included in the full costs of the goods and services that the segments 
produce. 

103. Reeognting property acquisition costs is crpenrcs. The costs of requiring 
or consvucting federal rmssion and heritage pro&y. plant, and equipment may be 
ChUged to expenses,rl the time the acquisition costs are incurred.” Since the 
recognition of these expenses is linked to property acquisition rather than production 
of @Xds end services, those expenses should not be included in the full costs of 
gOOdS and sen!ices. However. they are part of the cbsts of the entity or the program 
that makes the property acquisitions. 

104. A responsibility segment may incur and recognize costs that are linked to 
eirenu other than the production of goods and services. Two examples of these non- 
production costs wm discussed earlier: (I) OPEB costs tic are recognized a; 
expenses wtien an OPEB event occurs, and (2) dertain property acquisition costs thst 

” b~ FASAB EXPO~ hfk Accmnring fw Properry, Plant, and Equipment, the Board proposed that the -~-*~ -e . . _-. cosu or rcquvrng or construcung ‘federal mission’ and ‘heritage” properry, plant, and equipment be recognized 
u expenses when the cogs are incumd. See the ED, pars. 98-117. pages 29-34. 
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are recognized as ixpn~s at the time of acquisition. Other non-production cosu 
it~clude reorgani+ion costs, -and nonrkrring cleldup costs resulting. from facilhy 
abandonments thal are not l ccmed. ‘SincC these costs are recognized for a period in 
whkh a particular event occurs, assigning these costs to goods and service produced 
in that period would dis’kt the production co&. In special purpose cost studies, 
management may have reasons to determine historical output costs by distributing 
some of the&a costs to outputs over a number of past periods. Such distribution may 
be appropriate when: (a) experience shows that the costs are recurring in a regular 
pattern, Lpp (b). a nexus can be Established between the costs and the production of 
outputs that may have, benefited from those costs. 
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‘_ 
Eaeb ,eiiity’s ibdi cost should ijworporate the iii cost of gwdc 

ed aemices,~8t it i+eivir imu 06 imitier ‘he l ntiiy provllm 
the goods or w,wk+s bay the rqoarib~ity to provide the receiving 
entity with information in the full eost of such goods or servkes 4th~ 
tbrou@~ biiihg or other advkt. 

//,’ ,. 
Recoaitka of inter-entity &sts that are not (hlij heimborsed 

b limited to pateriai ittms wt (1) are si@&ant.to the receiving 
-qy. $2, SF 8n i-g* ir,q~wyq:&t of tbc rccciv~g *nrl’r 
“fPf+ q!J, 81 crp k ia+!qp 07 rq+Jg p the -iviw -w 
wi+euoaabk precbio+,,.. Broad uiil ee,+ support setvicar 
ptyvided by ~Centity to ail ‘or most ith$r ~#itks sbooid not be 
meopked onkss such senkes form a v&l and integral part of tbe 
l pq~tion~ qr output l f *e req@g &tity. 

id, 

'i 

& s&cl in w -ding stend~$ to k& iooount for the ,costs of the 
goods ml -ices they produck. repo+ng @ties, fhould include the cost of aoods 
end senkes received frqm 6th~ entities. Knowledge of these costs is helpM to top 
level qunr&emcnt in oontro!iing md.&essing the opereting environment. It is eiso 
hei@ 10 other users in evaiurting over+ pro~em costs end performence end in 
xukmg decisions rbout resource. ~llocetions end @anger in progrems. 

INTER-ENTITY ACTIVhES ,, 
1, 

w. Within :)hc, fedeml governmenl. some reporting entities rely on other fedem 
entities to.klp them rchjeve +r miqsions. Often this involves support services, but 
mmy in+ck lhc proviqion of go&., +xnetimes’ these arrangements may be stipuleted 
by lew, but others UC cstebl&d by mpt+l rgrrenknt of the entities involved. Such 
relrtionsh@ y be olrs&ed iIItyJ twq,typer depending upon funding methods. 

. . 

entity rpes tc.prwide 
Or scmces wL B - In this situ&& o& 
pods or sewices tornother with reimbursement at m 

rgreed-qkn price: fhe’ reiqbqsemem .price. mey or may nor be enough to 
recover full GOSII. Uqiall$ the rgreeinenl ii voluntarily established through en 
intq-egeney rgreement. Revoi&e funds ten l Iw,‘be includes in ks group, . 
bewuse they l re usuelly established tk recover costs through sele of their outputs 
40 other government entities. They are )~sually mean1 to be seif+steining 
throw their tales, without receiving sdditionel rppropriations. However, tbcy do 
not rlwrys cherge enough to cover full~costs. 

‘_ . . . won of aoods or semcts without m L One cnticy m 
goods or amices to 8not+r entity fret of,chuge. The rgreementaney be 
voluntary, ieplly mendeted, or inherently established in the *on of tbc 
piovidingaltity. 

io,: ^‘.. .I .-.., ,. ., ../. , .,. 
Recently, considemtioo has &en given to expandhg the cot&of ipter- 

entity support within the federal go it. Under this concept, entities couId sell 
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thei- outputs on@ opmpctitive basis. Entities would have the authority to -ha= 
goods or services,from any federal or private provider. This is seen as a way to 
improve government efficiency through competition since inefficient govenunent 
providers tiould be forced to improve or stop providing these goods or services. This 
could result i consolidating support services in fewer governmental entities. 7 i \.__ ,# 
Underlyirig this concept is the rcquircmcnt that all costs be recognized in developing 
the price at which goods and services would be sold to other entities. 

. 
ACCOUNTING AND IMPLEMENTATION ‘GUIDANCE 

log. If au entity provides goods ‘or KIvjces to another entity, regardless of whether 
full reimbkscment is received, the providiug entity should continue to ncoguize in its 
icaounting teco$s the full cost of those goods or setioes. The full costs of the 
goods or setviccs,provi~d should iiso be reported to the receiving entity by the 
p&ding entity. , 

109. The receiving entity should ncogt&c in its accounting records the full cost of 
the goods or services it receives as an expense or, if appropriate, as an asset (such as 
work-in-process inventory). The information on costs of non-reimbursed or under- 
reimbursed gwds or idrvices should be available from the providing entity. However, 
if such cod infomution is ncit provided, or is partially provided, a reasonable estimate 
may be tised by the receiving entity. The estimate should be of the cost of the goods 
or setvi~es received (the estimate may be bised on the market value of the goods or 
sewices received if’an estimate of the cost cannot be made). To the extent that 
reimbut&ent islessthan full oost, the receiving entity should recognize the 
difference in its accounting records as a financing source.‘* Inter-entity 
expenses/assets and fuuncing sources would be eliminated for any &onsolidated 
frnuroial statements covering both entirl 

110. Implemenirtion of this itandard on intertntity costing should be 
l coomplished in’ a practical and coasutent manner by the various federal entities. 
Th&refore. the Office of Management and Budget, with assistance from the FASAB 
staff, should identify the specific inter-entity costs for entities to begin recognizing. 
OMB should then issue guidance identifying these costs. These particular inter-entity 
costs should be specified in accordance with this stand&d including the recognition 
criteria pcssnted below. The Ok&B should’consider information and advice from 
Trhury.-GAO. and other agencies in developing the implementation guidance. It is 
anticipated that the largest and most important intercntiiy costs will be identified fint. 
As entities gain eqcrience in the application of the standard, recognition of other 
inter-My costs may be specified in future guidance or required by future standards. 

* See Statement of Recommended Federal Accounting Concepts No. 2, Entity ond Display, par. 65. See 
alao. FASAB EIQO~WC Draft, Accounting for Liobilitier o/the Fedeml Government, pan. 62-99. pages 2646, 
which a&eases accounting for pensions aud other retirement benefits (ORB). The payment of pension and 
ORB oosts for ‘an entity by anorbcr eutity has often ken likened to providing goods and services. In the case of 

: poaaiooa, omployaes of the reporting entity provide services to that entity and part of the salary-related cost is 
Raid by a different entity’. The pension administering entity does not provide goods or services to the reporting 
entity (other thau normal pension administration services), but rather pays their costs directly. The differcuce is 
&tie ht imporunc. However, the l ccouritiag ia similar. This document is consistent with the section of the 
lirbilitk exposure draft dealing with l ccouutiag for pensions and other retirement benefits. 
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RECOGNITION CRITERIA 
,, ,. ” ., 

,(’ ./ .’ L .‘I, ,,/ 

. 
I 

lllr ’ Ifkelly,; ill’ inter+ntity costs rbo;uld’be ~iicoguixed. Thit is espec* 
~t~ti’k0 tkk ‘cortl OOtUtitUt~’ inpUthi, &iVCIlUIl~nt 8OOdS Of SCrviCCS pndd 

tC~~no&federei ktltiiic for L fke oi uaerc~ei’ The fees l lld user chtkges,ebould 
ieeoiar thekdl hiti of those goods’utd servicbs;u Thus, the cost of inter+oti~ 
g&& C berii&s nekds to be reco@hd ‘b$he i&eking entity in order to dettrmint 
fW or twr +er@n for #tads e setices sold outside the federei govemment. $tWb 

u.&. . 
rodgltition. ll6wevii, should be limde in kc.o* ‘with the implezllelmticm guidum 
-‘by o~u,&*~~;~w* ,: _ ‘, ‘4,: 

,’ II ,’ _’ :I*;, _. , ,,‘, ‘. .‘: ‘: *.,‘f 1 
.!.’ 112; ‘L Hotivever. tb& ‘situ+on is often Sffdichf%ith soods or services trafbmi 
.’ i ., ,..’ ,’ iviihin’w~fidiiirl~go~~ t thit. db mcii‘ ia+olW rventusl seles to eatitier outsi& tbu .’ I. ,fM 80 ~~~;~‘fcdenl,,gO~~~t’,~~i~ Mlinty is us economic ~~. 

‘herefore. it, is tukmsble to expect some flow of goods or &ices between rrponiae 
~ dtjb -‘,brn, entj&~;~jjifi&& &g$h f&& their ~~oM,,r~ op’cntins 

_! ,, (., _.I ,‘i. obj&vor*..~,~~ & &&$ .&&~‘~~cb & ,&& of konm&iinbutrcd & prdci; .’ 
_’ _. ,,&,,,&&~e~ or +&s,;;&fved, fioii;; &au, &iis need not k =oogriiied a 

put of’the +o8t of thet&ivikg k&y. Tlie folloGng gknerrl critek ore pkided 09 
,help in deterinining the. types of ititer-eiuity hokhst ‘should or should not be 
#eq&&* )‘. ,, ..:’ 

, ‘,, 
l &&& - ‘As with’other iccoycttiq stendards. the provisions of this 
stendkd need not be rpplied to itmmterirl 3&s. Howevn, in the, cootext of 

i,,. deciding: which inter*atity ‘triruictioas ek to be recognized, mnterielity. es used 
here, is directed to the individual intercntity transection nther than to ail inter- .I 
entity trmuctioas as l whole. Under tbia awept, m mueb more limited 

.;;:’ reeopitien is intended tbm would be &bicvFd by reference to the pier3 
.“. -uhiality 6on&pt. “I),-, ,,’ 

,, ‘, ,‘,_ 
,c 

IO t&s cor~text, then, iaeterirlity should beoohiideted in terms of the itnportun~ 
of the inter-entity tfxmktion to the%&eiving’&y. The importence of the 

,, trenuetions, and ,hr&y their recognition; should be jt@ed in light of the 
foiiowing factors: <.: 

- The cost of the good or service is lqe w 
thet menegement should be l were of the cost when &k&g de&rid&. 

SODupllppz -Thegoodorservicc 
provided is en integnl pul’ of end‘necesky to the output produced by the eatiy- 

: Ideatifiubility - The cost of the good or setvice provided to the mticy oaa k 
ttutched to the entity with reesonebli precision. 

The determination of whether the cost is materirl requires the exercise of 
considenble judgment, beeed ott the epecific fects end circ umsunces of eeoh 
tmluction. 

: > 

QMB Cireul~ A-25 rddresrs uses charges by federal entities. 

Voime I. Version 1 .O 
Febntuy 28, 1997 



il 262 
e’ SWAS NO. 4 

,.. 
i 

I l Brord.m - &ne entities provide breed. gette& suppoti, to 
i many, if not all, repotting entities in tbc fedeml government. Most often this type 

of ntpporr invokes the estmbMtneat of policies and/or the provision of Seaed . 
’ , guidgnw. The eoiu of such brc+d Wces should not be recognized & en I expense (or, wyt) by the receiving en@tias when there is no reimbursement of :?l i , 

CorU. ThUS t& StdUd’dQllS llOt l @y WhW ntpport iS Of I getlere1 MtWe 
provided to l u of most entities of the fedem 8Overnmtnt. 

All exMlple ii this sihution cul be found in the office of MAne@mttt and 
:BNet whil:estxblishes+oticry:-end qrovidei:~ ~@UW to all puts of the 
executive bmllch of SOvcrnmCn t. The costs of OMB should not be spread over all 

~icporciae~entities hecquqde .mvicw provided ue (1) 84!flet81 end breed in . 

ecope, (2) pmvidod to rlynost r!l reporting entitiw in the executive brmcb and (3) 
: qt specifically or dire+@ tied .to :&e receiviq entity’s outputa 

‘ ,., ., 
,~~C)n,~~.o~;hnd;..m~~ws pk&&.& e-i,, &,,&-; hdd 

still b reco@x.ecteven tkwgh.they ixmy be coa+red broad and @emI in 
artwe if nroh setvicgs l re integnl@ :the operations of the receiving entity. Suoh 
semi- include check witiq by the Depertment of Treasury or Ic@ activities 
performed by the &putknt of. Justiae; For exetnple, when ihe issuance ‘of 
chwlsr is integral to’ the operations 6f en entity (e.8.. the Intertul Revenue service 
end the Social Scwrity Administration), the rec+tq entity should include the 
@ll cost of issuit~ checks in the full ,sost pf its outputs. However, if the issuance 
of.chwks is in8ignificent end incidental to the operations of an entity, the entity 
ehould not nornMy.reco@xe thetcost.. 

113. lb decirion as to whether the oost of non-reinibursed or under-reimbunsd 
Soods end services should be recognired requites the use of judgement. None of the in- ~~ t 
tit+rim listed above are, by themselves. fuily’or exclusively determitutive. They J 2 
,rhould be considered in k&inetioa. Ultimately, inclusion or exclusion of the cost 
should be decided hsed on the rpcific ,frcts end circuntst~nccs of each case, with 
consideration of the degree to which inclusion or exclusion would change or influence 
the rotionr and decisions of e reasonable person relying on the information provided. 

ACCOuNTxNC EXAMPLE 

114. The following tables provide en example of the rcoounting entries to be me& 
when tk recciviq entity (Agency R) mwgnixei sn expense for services received 
from a povidine~entity (Apcy p) on c non-reimbursable ksis. In the exunple, the 
full costs of tbme aerviees to Agency P l re s 1oomo. 

,115. Apney R recopizes an ‘Expense of setvices provided by Agency P equal 
to the fbll col\ of the services received. It rleo recopizes 8 ftarnciq eotxce, 
‘Sewices provided by Agency P,’ equal to the amount not teimbumd, which in this 
WI ia the full S100.000. Ageacy P recognizts an ‘Expense of servicea pn+ded to 
figg;o~l~be full cost of the sqvices provided with a edit to 

. 
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Tabk 1: Amaey R’r Accmoatinc Entrier l 

Q&. ,Credil ._ ; ’ 

1%’ .,,,, 

ExpA of &icts 
.’ 

.pvickd to Apcy R: $100,000 
Appmprieted capital s100.000 

Fuqd b@nce .,yicb 
.T”yY. ” sp,OO@. 

AppB&Jmt+eJi~l .,’ 
‘, ,:. ‘s100,ooo ,i ,‘/ 

’ -, . ‘. 

i _- 
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Co& of reseureea eonrumtd”by responriblli,ty 
segoennb ehould be aceumukted by type ot ~eouree, Outputa 
produced by rerpenriblllQ ae~eatr airould be accumulated and, If 
practkabk, measured in ui~l& Tl16 kll core of reaourcea that 
dlrcetly or iirdlreetly coottibtttdo tlie production of outpute ebould be 
amsIgned to outputs through coating mctho~ologlcr or coat &ding 
techolqme8 that are most op$iipAe to tbc:me@oottt’r opomthg 
eavlronmcnt and sboqld be folkwed coailste@y. 

T yq iul~e+a s+yh be pe&med by tbe folkwhg 
petboda, Ilet+ ia tlie o@ir. or ptif&eae+:, (aj dlreetly ttmclng eorte 
ubemer feaelbk ohd economkdly proctlabk, (b) aui@g cork on 
l dw&idl;c’ljie ‘bask, ir’(‘cl ilkiatliig c&s on l reaaooabk aad 
riorlrtetii bash 

116. l?is standard addresses two aspects of costing: cost rccumulrtion aad cost 
assignment4 Each of them is explained and discussed below. 

COST ACCUMULATION 

117. Cost accumulation is the process of collecting cost data in an organized wry. 
The standard requires that costs be rccumirlatkd by responsibility segments. The 

. rccumulrtion is for costs incurred within each’ responsibility segment, and does not 
invo!ve the assignment or rllocalion of costs incurred .by other supporting segments, .I -- 
which will be discussed in’the kttci p?L of this section. 

k&J 
) . 

118. In the section of this document relating to “Responsibility segments,’ it was 
explained that: ‘A responsibility segment is a component of I reporting entity, that is 
responsible for carrying out I mission, conducting I major line of activity, or 
producing one or a group of related products or services.” The accumulation of costs 
by responsibility segments does not mean that each responsibility segment must have 
its own accounting system. The reporting entity may have a centralized rccouating 
system. but the system should be capable of identifying costs .with responsibility 
scgmenu. 

119. This standard also requires that the accumulated costs be classified by type of 
resource. such as costs of employees, materials. capital, utilities, rent, etc. When 
qprqmirtc end cost effective, informr&on on quentitrtive units related to vuious cost 
categories should be mnintnined, For example, staff-days may be reported for SW 
mkrics and hcnefits, and gallons of gasoline consumed for gasoline costs. The 
quanliutive uniu are useful for cost rssigamcnts, and are indispensnble for measuring 
efficiency in using resources. 
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120: : The tep ““on rssignmeqt~ ,,rif&s to ,&e prqoeu thnt identifies rccutnulWd 
coii(:wit$re~$ng perids ind qys! obj@tsl, The ryigrunent of costs to time paiode 
is to recognize costs‘eithei es ixpenaes 6r assets for irch reporting period. It’is 
governed by accounting standards on recognition of aqets end expenses, end will OOL 
be rddreyd in this documtit. ,This’r&on rddresses~cost rssignment to cost o@ectu 
The word ‘aq/pmm~’ used iqthis &c.ment includes vuious methods of attrim 
coststl, ,@I as .+ect .tncia~, uu+;m+efFect basis, q! Cost rlloeetionr. )( :” 

123. Thus, With r&t to e&h t.%onsibility Segmerk, the costs that are to & l sqigne~, ” qutputs incl,ude: (a) dire-&d indirect costs incurred within the 
responstbrli,~‘segmcnt, (Ia) coiu of other responsibility kgments that are assigned to 
the ugmlnt, and (0) inter-en&y c+ kognized by $e receiving entity end assigned 

: to the segnknt. If ‘r rrrponsibility s&meat prod&s one kind of output only, wsu of 
kources used to pr+ce the ouiput are assigned to the output. 

,  !24. his sthjsrd is intended to’&ublish e p&&e. rather ti l methodology, i for cost rssignment. Also cost ki@t&ents .may bk ‘&rf&med in cost fmdings end ‘. studies or my bk performed withm’ i systek on e re&ar basis. In principle, costs 
should,,be rssigncd to +puts in one of the methods listed below in the order of 
prefer+: 

(a) Dirdy tracing c+ wherever economically fersible; 

. (b) ‘Assigning costs on a cause-end-effect basis; end .. 

(cl Allocating costs on I rersonable arid consistent basis. 

. 

y Some literaturi, the CASB pronouncemmts for example. use the term “cost objective” for the ante 
tllcming. 
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12s. These principles apply to all levels of h 3st assignments including: (1) 
assigning inter-entity costs to segments, (2) assigning the costs of support SUGCU and 
intetmedirte products unong segments of an entity (the intratntity coat rssiguments), 
,+ (3) assigning direct and indir& costs to outputs.’ 

,’ 

. 

126. Dir&t tmo@ rp$ies to resourcei that are directly used in the production of 
l o output. Examples of such resourccs’inolude materials that are used in the 
production, employees who directly worked on the ,output; .facilities ad equipomtt 
ubed exclusively in the @duction of the output, And goods or services received from 
other entities that are directly used in the’ production of the output. 

127. The method of direct cost tra+tg usually ,nlier on the obacwrtion. counting, 
an&or recording of the consumption of resource units, such as staff hours or days that 
l e ‘sp+ on’ quoject or ruignmidt, ‘or -g$lons of Bte! ~consumcd in -a ‘transport 
t&ion. Did vicing alsoapplies to specific r&our&s that are dedicated to 
putioulu outputs. ‘. 

128. Direct cost tracing often minimizes distortioo and ensures accuracy in cost 
rssigmneqts. However, it can be a relatively costly piocess. It should be applied only 
to items that recount for 8 subst$ttiil, portion of the cost of an output and only when 
.it is economically fusible. For example, it is usually tmnecessaty to trace the cost of 
offtce supplies (pens, papem. computer disks, etc.) to various activities or outputs. 
The cost of so’ doing usually outweighs the benefit of the increased rccuracy in 
assignin@ the resources. 

” 

costs on a cause . and-effec t I-& 
a 

129.’ For the coststhat are not directly traced to outputs..it is preferable that they 
be assigned to them on I crtiserndeffect basis. As mentioned earlier, the ultimate 
cost objects of a responsibility segment are its outputs. For costs that are not traced to 
the ultimate objects (outputs), intermediate objects tin be established as links between 
resource costs and outputs. The links retlect a cause-and-effect relationship between 
resource costs and outputs. Costs that have a #milar caw-andcffect relationship to 
outputs can be grouped into cost pools. (This similar relationship is referred to in 
some literature as the ‘cost pool, homogeneity concept.‘) 

‘130. Activities or world, elements that co&bute to or support the production of 
outputs are commonly used as intermediate objects. This is based on the premise that 

‘on one end. outputs require the performance of certain activities, and on the other 
had the rctivities cause costs. Thus. an activity is considered I linkage between the 
cattm and the effect. (See also, discussions oo Activity-Based Costing later in this 
section.) In its policy titemettt, the Cost Accounting Stduds Board expressed a 
similar view: 

‘The prefcmd presentation of the relationship between the pooled cost and 
the benefiting cost objectives is a measure of the activity (input) of the 
function or functions represented by the pool of cost. This relationship oan 
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” .., .(/ :,, 
be measured i ~ircu@anc& where th&re ir direct and defmitive reietie 
betweeri. @e function or tiotioni end the knefiting cost objcotive8.‘M _’ : 

.,.. 
131. For ekmple, l computer t&nolo~‘&pertqe~t provides teohaicel b ta 
other detutmenu of en orgMizetib;n. The costs of’ibe department My be urie#d IO 
other deputmeBta on I ceuse4nd~ffect besia th&h two steps. In the fw step, tk 
costi rrq wig&d to the rdivities of lb; department, such es ‘lwdwti installation md 
mai~tenaiwe, sofhvue design l nd’inkailetion. 6 prom adjustment& ia the 

,*. skid stip. the pts of t&e rpti,titieb F fkther aspi@d to other depwtante 
z., b&d on tl+r consumption of thk te&niorl eervi+. ,..’ m. . ‘,, 

132. Sometinics. rri inteinediiie prod&t, rather thm M activity, cm be used 8s 8 
link between the costs end output+ F?! example, r ho?piul l&oratory’s eoets can &SC 
be assigned to various medical‘iests ,it:ti. The costk df the tests can then be 

. . es+ed to thqoperatiq *U ?f t& hospiel that~ord+ the tests. .~, 
I. : I,;. “, 

,; ‘..’ 

133. 
,;; ‘., 

Soniehines. it @ghi &t k econoinicrlly fearible to directly trace or assim 
co? on, e ‘cruse~nd-c’ffect. b+s. There mey include general muugement r#i 
support costs, dejkrtioh? rent, meih&&~~e, security; end utilities rssocieted with 
feoilities thet l ic Cokmonly u&d by v&i& &n&s. 

,134. These &J+tilig coti Qn be rllo&ed to &@nenu end outputs OB l : 
promted basis. The cost illo+~ mei invoih two steps. The fvrt step l Uooetes 
the dosts,,of support services to tieeats, end t!k &d step rllocates those costs to 
‘the outpits of ;cich qnieiii. The tist~rllduions iii usually based on a cievent 
COBBnOn, denomiYNtOr nich es the number of employees, square footage ‘of ofticc 
space. or the amount of dire& costs ‘incurred ip segrhents. 

135. Suppose the tot81 cost of’s penonnel d+ment for a fiscal yeu is SSOROOO. 
rod it is rl+ted to two segments batid on the nucitber of employees of tbt two 
regments: agmvt A her 300 etiployees, end se8&$ B has 200 employew & the 
pronted basis. segment A should be allocated 60 peicent, or S300$00 of the 
‘personnel cost, mad segment B should be rllocated 40 percent, or S2OO,OOO of the 
penonnei deputmen! cost., The +location is shown Mow: 

Tabk ): The Alkutkn of the 
Personnel Dept. Costi 

seglaent 

A 

B 

Total 

En$oyees 

300 

2w 

500 

Percent Allocated 
-vmt 

60 3300,000 

40 s200.000 

loo S500.000 

. . . . ” Cost Accounting Standards Boerd. mt of Obtecttves. Pu Concq& par. 291% 
/ 
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136. For cost allocation p&&es, mdirect costs may be grog*,ped into pools, and 
each pool is subject to one allocation base. Costs grouped into one pool should have / 
similar characteristics. The ~rllocaii,on base should be used consistently to allow cost 
comparison from one period to another. 

137. Cost illocrtion is a relatively simple’ method of assigning indirect costs to 
cost objects. Users of the cost infotxnation should be aware that distortions in product 
costing often result from l rbitmty cost, rlloutions. ,h most cases, there is little 
correlation betwlen m indirect cost ~ttd the allocation base, and the rllocrtion is 
arbitrary. 30 main cost analyses l nd’cost fmdings; cost accounting should segregate 
costs thrt arc traced or assigned to outputs from costs that rre allocated to outputs. 

: ,, : 

138. “‘* ’ Factltty and personnel resources rmy be shared by two or more rctivities 
either at the same time or in different times during a fis@ year. For example, I 
military aircraft maintained for war readiness t&y he used in peacetime to transport 
cqo. As mother example, a plrnt may he used to process two or more products. 

139.. * The cost rssignment principles discussed in this ‘section should apply to 
rssigtiing costs to activities or outputs that share the use of resources. Costs that can 
be ticed to each of the activities (or outputs) should he assigned to them dir&tly. 
These include direct operating costs of each of the activities. For the military aircraft 
used.in peacetime to transport cargo, for example. the costs of.fuel and. supplies, 
rdditibt$ personnel who worked on the cargo,, and other costs incidental to the 
transportation should be directly assigned to the transportation seervices. 

140. To~‘determine the full cost of each of the activities or outputs that share 
resources. indirect common costs should be rsstgned to those activities. The term 
‘common costs’ refers to the costs of msinuining and operating facilities and other 
resources that cannot be directly tmced to any one of the activities or outputs that 
share the’resources.“ Common costs should be issigned to activities either on a 
cause-and-effect bcsis, if feasible. or through reasonable allocations. 

. 

141. . ‘, Sotttcttmes management may find it useful to designate primary and 
secondary activities that share resources. Primary activity is the primary purpose oi 
mission for which the resources are made available. Secondary activities are those 
activities that are performed only if they will not interfere with the primary activity. , 
Management cut then determine two types of costs: (1) the costs that are necessaty 
for the primary activity and are unavoidsble even without the secondary activities, and 
(2) the coats that are cwsed by the secondary l cuvities and are incremental to the 
costa of the pritnuy activity. This type of cost tnfotmation can bc produced through 
cost findings, and may help management in making resource allocation and cr$acity 
utilization decisions. 

y This definition is adapted from Statement No. 1 on Management Accounting: m 
Glossary. published by th N ti e a onrl Association of Accountwu (Montvaie, New. Jersey: 1991). page 15. 
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142. Throughout t& discussions of & rction. it is stated rhat A cost 
,. recutMrtioo end rssigrim& method ~riarlii‘be used when it is economically feasible. 

A r&h@ is iotiiio&U~ feesiblti if i& .kneIifr resulting from implementing the 
metbd outtiigl’iii casts. ,It”iY riot;advxntageous b use e costing method if it 
quires i lug& iinquot of resourcet end yet prodws ~infotmxtioo of little velue to 
users. ’ 

/ ‘, 
-4. 143. As a gerierel ‘rule, directly tracing costs mod rssigniq costs on l oruse4nd- 
1y.1 . . . effect besii are more expensive then’cost rllacrtions, heceuse they requite deteiled 

rnelyses and record-keeping fdi, costs iob activities. However, they l re preferable 
heoew they produce more rxlirble cost information then cost allocations. 

~ELECTLNC A COSTING Ib&ETHODOLOCY 1 
‘;:“/c 

144. This sgo+rd does hot tiquire the use of 8 p&icular type of costing ystem 
or ‘coftingpreth&lology: F&n1 entities ?re engaged in a broad nnge of diverse 
operations. A costing system rpproprify for one type of operation may oot he 
rppprirte for. &h& &rati&s., At many federal agencies, cost rccouatittg precticer 
are either relatively new dr exp&imental.’ It is too early to tell which co&t ystems are 
best for specific types of opentioti: As experience and research ia cost ~~coouatiag 
progress. reporting entities end responsibility segments may fttid a preferred costing 

1. methodology for their opeirtions. 

145. Agency en! @grim ,maoagemeitt is in the best position to select, l type of 
costing system that would meet its needs. In making the selection, management 
should evrluxte rlternetive costing methods and select those that provide the kst 
results under iL5 openiing en~rontnent. 

146. The standard requires that a costing methodology, once adopted, be used 
consistently. Consistent use provides cost information that CIO be compued from yeu 
to year. However, this requirement does not. preclude necessary improvements xad 
refi~ts to the ,@stem oi methodology, so long as the effect of any change is 
documhted l nd’explaiaed. ‘on the coritraiy, iapiove~nts are encouraged. ./, 1 

147. W&xl costing methodologies lt& been successful in the private sector aWI 
io some government entities. Four ue briefly described below for rgency 
considerdioi It should he noted io puticalu t&t activity-based costing has gained 
hroed rc@tance by mrhuficturing &ad rervice industries IS aa effective meamgetixl 
tool. Fedetil entities’ are encotqaged to study its potential within’their own opemtions~ 

“Ia the following puagiaplts. rctiviy-h&d costing will he introduced with other well 
known costing methodologies, namely job order costing and process costing. Stxadud 
costiog is also mentioned es in important cost management tooi. It is important to 

’ note that those costing methodologies are oot mutunlly exclusive. Both rctiviry-beeed 
costing and standud costing dm he applied to job order or proccu costing yitcmr. 
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148. ” ABC foGuser on tj~ rcthitia of I production cycle, based on the premises 
th8t (8) M output requires 8ctivities to prods, @d (b) rctivities coMume resourws. 
ABC sygtems use,cost d&it0 +iip costs uKou8h r&ities to outputs. The ABC 
wst rssigm#nt is r two-st8ge prooedure, The fvr stqe ruigai the oost# of 
mources’to rctivities and the second stage rssigna activity costs to outputs. - 
prooedum~ is illustmted in the following &ufe.” - 

.._ mgmrr.3:~Tbe AeiMq-Based 
Two Stage Costing Procedure 

-. 149. lmpkmenting 8n ABC system requires four major steps: (1) identify rctivitics 
perfbnaed in l responsibility segment to produce outputs, (2) rsaign or map resources 
to the rctivities, (3) identi@ outputs for which ‘rbc l ctivities l tz perfomm& end (4) 
r*p ~rctivity costs to the outputs. Each of the steps is briefly explained below. 

(1) M reti*. ThissteprequiresMindepthMslysisofthe 
operating processes of cecb responsibility segment, Each process mey 
aonsist of one or awe rctivitiqa #quired by outputa Activities uuy be 
ckssified into unit-kvel, batch-kvel, product sustainin& apd fecility 
susthiq rctivities.? Mumgement rmy combine rekted scd 8ctivities 
into luger rc~vities to’ rvoid excessive costiq efforts. 

JV The fbm and the l wnpny~ discussions UC based on Robin Cooper, Robert S. K~p~w~~N~ 
fiircl. Eileea M~hsey, end Ronald M. &hm, w Actidtv-u Con m : 
Inrtitute-Of hb+meat Ac00untaats. 1992). p8ps 9-13; 

0 l , 

n Cooper, I(rphr~ et al. pe8e 20. 
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surveys, interviews, or st8@iNl rrmpling; or (c) rlltitions. 

(3) Identifv. Tl$ step identifies aI1 of tbc outputs for which 
activitii~ ark pcrfoed and resoms qe consumed by l respoyi 
icglilint. The dut@s’cAn be proqu, imices, or CNtomem m, w 
e~titics to whoti 8 ,federel agency is required to provide goods or. 

. 

service+ Chaittiq eny outpqmuld resdt in over&G@@ costa 0 
+beioutpuu. ’ ‘.’ ‘-, ‘,, 

./ . ..‘. _-. 

: ” 

drive& or tlq .lei& qi ‘&in! in;o&dy is perforrhed (the duxxtioa 
+iV&j. 

1so. ABC can be wed,in conjunction with job order costing or process cost@. 
., For example, meking direct louu to th@ public involtier a series of processes, such a~ 

loan otigi+on,, credit review fyr indivi$a! ,rpplicen+ preparing loen documenta 
velurti~ of cckenl; melcing lti,, dii&&nents. computing fees end pekdic 

r p8yln$lts, keqJ&lg~+0l$s, rod l&i&,. collec&~. ‘These l the ‘first category* : 

d 
rctivitigs tbet dii~ctly rffekt indi&iuel l&k A& can be rpplied to this cetew d 
l tivities. ‘. 

,, ‘*’ 
f-1 

151. The direct loan operations also involve ‘second category” rctivities. such 8~ ” 
those perfwned by loen officers to review end assess I portfolio of loans end meke 
policy cht$es that affect m’enti& jktortfolio., If luiC is not used. the costs of the 
lo&n offi~dn my bie rlloceti to dimct l&is besed on the number of loena dirbplrrsd 
or based&n the s&‘ho&s @eat & prokriing’ all tdc ,loanr. However, such an 
rllocation ids tii be &it+. be&uic soil loans require more of their time CBia 
0th~. Under ABC, the’kts of ioag oft&s &&$d fti be assigned to their 
pottfolio review &work+ +ivities th8t tbcy pe$orm, then the rctivity costs w&d 
be rbiped to the groups of loens for which the ictivities are performed. 

152. A &r l dventep of uaiq A$C is that it avoids or minimitcs distortks in 
pduct okting that result f&n ubitay ++ions of indirect costs. By @acing was 
through activities, ABC pm&i ,mom recyr& serh or product costs. Experk~~ 
in th8 priVrte se&r show0h8t’by pro++ &&I+ cost measures, ABC hr,bdpd 
*yc’i*t w&,: rtnueic ph. * :.hfit plma 

153. &o iupwunt is that A+ encoum~es ‘kumgement io evaluate the 
cfftcienoy and cost-effectiwness of rctivities.~ So& ABC systems mnk activities by 
tlw degm to which thy 8dd vduS,to the orgigiaion or its outputs. Manegem W 

’ wh -1~ firnLinsi b f-6 *‘con &&&,&proeiimr. MC ‘&muqm 
management to idetitify-‘ed ~~~~(i;).-iri.rcti~~~i are redly needed (velutrddtd 
activities) in order to rccomplish e mission. &liver e service. or meet customer 
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‘d&&ad..(b) how rctivitier an be modified to achieve cost savings or product 
itytpvements, rad (c) whet rctivities,do not actually add value to services or products 
(aoh-value-idded l ctivities). ABC iategrstes with cycle time rpelysis l d vrlue-added ” 
uulysis. :9 \ ‘. 

1 

154. Job order costing is l costing methudology that rccumulrtes end rssigas 00s~ 
to disoretc jobs. .The word “jobr” refm to products, projects, rssigaments, or l group 
of sit&r outputs. ‘.’ 

IS. Ed job. hu l number or code to rccua~ulate costs. Resources spent ue 
identified with the job code. Costs ue treced to iadividurl jobs to the exteat 
ecoaomimlly feasible. Costs tlqt cannot & directly treced sre assigned to jobs either 
oa a ceuse-aad4fect wis ‘or &xsti~tt bssis. 

ik.’ job ordn: costing is r&oprieti for respoasibility segments tit produce 
specie1 order p&&4, or perform proj&k end rssigaaients thet differ in duretioa, 
complexity. or iaputrequiremeats. Typicrl situations in the federal government in 
whicb’job order costing would be epproprirte sre legrl cases, l udit rssigameau. 
rerrrch projects, end repsir work for shijn. rircnft, or vehicles. 

. 

157. ‘Proc&s costiag is l method thst l ccumulstes costs by individusl processing 
divisioas (org+stioa dtvisioas thst perform production processes). These processing 
divisions aru involved in’r contihous. production flow. with each division contributing 
towrds the coatpletioa of the end products. The output of I processiag division 
either becomes the input of the next processing division or becomes e j.utt of the cad 
product* 

158. E&h ,division :s~cumuhtes costs, rsiigns the hosts to its outputs, end 
celc@etes the unit cost of its output For Csch period. divisions prepsre a cost sad 
prodtitioq report, aowing the cork, the completed wits. and the work-in-process 
voltttt~. Whea a certain number of completed t&s are tmasferred from s division to 
the next division, $te costs’of those units &e rlso tmnsfetred and rre eventually 
iacotpor+ into the costs of the end prod&t. Thus;, the costIlow follows the 
physicel, fhow of the productioa. The trait cost of the end product is the sum of the 
wit costs of elf the d+oas. 

159. Prices8 costiag is rppmprirte for productioa of goods or services with the 
following +uWeriqtics: (r) the production involves 8 regulu psttetn of process, ib> 
its output consi& of homogeneous units, sad (4) l ll uaiu w produced through the 
d pro&s procedures. la the private sector, process costing is used by such 
iadusuies 1s flour mills. steel fouadties, oil refiner&. and chemicrl processing plxats. 
In goverameaf it mey be used by some rctivities thst involve repetitive process 
pmodures todeliver a large volrnne of six&r gqods or services. An example would 
be m&jag catitleateat bead3 pqments, which involves s series of consecutive 
processes for mviewiag rpphcrtioas to estebl#t ,$teir eligibility, computiag the ,. .” ‘,O.’ rmowt of ~fi&,j;;d i* C&h*” * 

I 
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160. Standard costs l re crrefully predetermined or expected costs that GUI be 
applied to activities, services. ,ot products,,op e per ,tit hsir. Horngron describes 
stnnderd costing as follbws: ” 

‘A +! of stendrrds o&&q how ‘r “&k rho&be rccomplished in 
. ao$yyif!. y~;cmi+!. &wd ~+$u:‘hv much ,it rhould coat. k 

work 1s bemq&ne, rctua! cos.* incrtncd uq bompued wiih standud oosts ,I. 
(,, fo;,v&g :t+ or rctivitie~ ‘p, r$i ~&n&s. ?his feedbeck bilps 

. difyer. b+ei wyf, of idheriqto +nddi, of rlterirq stan&ds. end of ,I 
L,;’ rccompli+ing -obJccUvei.~n :, ’ :; ‘, .‘? ’ .’ , ,:. “,, :;” 
..e .’ I 
US. ;, :A 

./ ., ‘. 162. St+ud c~stiy ~!wlpr~murrg~rs .to .formulete~ +dgets, control costs, aad 
,. $$ie ,krf{e3 ,!!~~~‘k’:uiq#iii’conjuwtion,‘with job or&r oosting; prowss 

‘, ,; ; cos+l”@d ,ff,titity++ &$,i$ @ap’,)e .4i$$d t;i qkcific outputs or rctivitict, 
8ijd ,it can”+ be &pli4,, 9 ? ri,@on+j[ity ,e,wchi yi@ rg&gite by cimpuins total 
l c!y!;,‘+iis $th tq~l,.~tydirdjcprcird~c+i ba=d on’ Out$tits pro&t&d within a .certa* time 
dad. lye&I sittalons in ++ f&i&l ‘~ov&&q h’which rtenderd coning would 
e rp&o%te rti.oper+@ns ,*t pr&ce &vi+ or produck on I consistently 
repetitive basic. Agencies are encaunged @ us+ stindard costing in thorC situations. 

. 

,$,, 

: 
8. ‘. 

) 

> 

.’ < 
-.. * . 1 I . ,. . ,/_ _ ,. . ,:, ” .,., ._ 

n Hotn@m, Charles ?. and George Foster, &$t Accow . 
’ 7th cd. (Prentice Hall, 

En@ewood Cliffs: New Jersey, 1991), pIgC 222. 
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I BASIS FOR CONCLUSIONS 
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THE NAiiJRE OF CONCEPTS AliJD STANDARDS 
,’ .’ 

163. The difference between l ccouating concepts sad stsadsrds is sigaifiorat. 
Stetements of concepts rie more geneml,thsn ststemeats of statulsrds. Staaduds ue 
iatended to be specific guidance ‘&d l uthoritetive in aeture. Coacepts generally do 
aot contain specific recoauneadstioas thst would, when issued by the Baud’s 
epoasom,,b&ome’ ruthotitstive requ+etits for fedenl l geacies. Coaceprt, iasterd, 
provide geaed guidsace both to the Boerdti others. They ere rlso iateaded to help 
prepmen sad users of ftnancisl ‘mformstion better uaderstead federal l ccountiag sad 
financirl reporting. While the differences caa be easily ststed, in reelity the line 

I betwe~ eon&pts sad stsadards is oftea broad end presents many gray uees for 
iaterpreutioa. 

* 
164. Whea the &ard begsa the project oa aunageriel cost l cwuatiag, it 
raticipeted the issusnce of s recommended Statement of Concepts. Given the meager 
use of cost recounting within m fedem rgeacier. l Statement of Concepts would 
provide ‘both the Borrd end preperers of federal frnracial reports \irith oversll guidsace 
in the l res cad in, iadicstion of the future direction the Board might take ia 
developing stsndsrds. However. es the Baud, sad staff begsa workiag oa the project, 
it beesme qle~r thst l ctioa was seeded to reeoauaead standsrds for the development 
of odst iaformstioa. 

165. Cost accounting sundsrds were needed because users of fmacisl 
informstion. especirlly taxpeyen sad members of Congress, begsn putting more 
emphsis on the cost of goverameat progna~s. products, sad activities. The efforu to 
reduce government spending, control the deficit. md improve government functioas \ 
,necessitsted informstioa rbout the true costs of government. In rdditioa,psrssge of 

I 

the CFO Act end the GPFU required agencies to provide cost iafotmstion ss e part of 
improving their finsacirl mrnsgemeat md reporting. Furthermore, the NPR issued l 

recoauaendstion that the Bosrd move npidly to recommend cost recounting staduds. . 

166. The Board estsblished the Cost Accounting Task Force to provide advise’ mad 
guidsnce on the cost accounting project. On the lark force were many individusls 
knowledgeable about cost recounting ia the private sector es well es the limited 
fedeml cost rccountiag rctivities. The task force also recommended the establishment 
of cost recounting stsndsrds. 

167. The Borrd issued the exposure drsft es s recoauneaded statemeat of 
st~ad~rds. The Boud knew, however. that since cost socounting is relatively aew ia 
the federal eavirotuneat, the furrl statement necessarily would contain some 
coaceptuel taeterirl. Although the exposure drsft did aot present may direct questions 
coning whether pens of the draft should be viewed es concepts, the issus did arise 
in public herrings held in November 1994, and Jaauery 1995. In ddition, l few 
respondeats who mailed ia their coauaeats rddressed the point. 

168. Mast of those coauaeatiag oa the issue ststed thst-they viewed the exposure 
dtaft as being somcwhst coaceptirsl ia aature. Meay of those thought that this wes 
qproprirte sad supported the document mad the coaceptt+l materiel it preseated. A 
few respondents were concerned about the ability to audit some of the standards 
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because of the ooaq&ul naturq of the document. scvcrrl vd t?@ tk firrf 
rjrt8men~ k ‘rcgrrpted inlo con+pts and stuArds and both k issued in one 
rtaunent. I 

I@., The Board decid&l that somc.paits of @ae ful Itrtement would coat& 
inforrmlon that should k presented as concepts while other puts would k ktrer 
pre+d 8s sta@ards. T+fore, e fqal stat&nt should be i ‘hybrid’ - 
conta+ both conceptr and st+rds.. The title of the document was chaqed to : 

‘Managerirl Cost Accounting Concepts and Stand&g for thC F&l Ge* 
. , ;. (The Board decided that the material presented in the exposure draft as the first 
.y’- . . . standud that addressed the relationship among managerial cost recounting. furlpciil 

reporting. and budgeting should k prescn@d IS concepts. ‘fhe other mate&Is wea 
more in the nature of mulduds.) 

. 

RiiATIONSEiIP AMONG COST ACC&T~~G;‘FLNAN@AL 
REPORTXNG,AiYD BUDGETING ,, _ 

170. , The Boa?. considers it impqriant for financial preparers and users of firrpcid 
repot lo t&&stand the relationship oi cost rccotintirig to the more traditional areas 
of geneml fmial r&+&g, fi&ncial reporting. and budgeting. It views cost 
l cqounting 4s a &sic and inte#al p&t df an e&y’s finrncial management systea 
Therefore, the Board iqcluded a gandard on this &tionship within the exporti 

171. The stud+ rddreised th+ role of mrnage*l cost accounting in finax& 
management ind explained how it provides cost information relevant to budgeting, 
financial re~rting. management co&ol. and rnat$ decision making processes. The 
stdud discussed the use of a common data source for cost accounting, f-d 
accqnting, and bu&eting. ..It ciplrincd how the costs may be determined using 
diffknt kwr of accounting and ditiercrit recognition and measurement method, 
&pending upon the intended use of the informatiqn. It rlso emphasized the need br 
rcooaGiliation of cost data which may k presented differently in various f-i& 
reports. The stand@ s&d that rtl cost mformation, regudleu of how presented, 
should k traceable back ,to the original common data source. 

172. Most exposure draft respondeuts who provided comments on this standard 
stat+ that the level of detail presented was about n&t given the desire of the Boa& 
to address cost rccountiq it I high level. Most respondents rgned with the need to 
draw cost accounting data from a common diu source that is rlso the source of 
f-4 and bt@etary data. Some respondents were concerned that the use of the 
terat “data aotmce’ wu too closely dlied with automated or computetied operniolrr 
‘&nd that the Iezm mey be misii~texpreted. The Board, however, klieies that the 6am 
is adequately cxpiGned. In fact, the exposure eft cleuly stated that this term w 
not meant to impiy the use of comp&rized syitems for source information 

173. Data reconciliation ior rcpoi cont8ining cost informrtion developed m 
different baser of rccountin~ or us@ different recognition or musurement me@& 
received ovcrwhelm~ support from respondents to the exposure dr8R. They said tht 
the rbiliry to encile diff~riqg cyst infoimation is necessary to ensure data inacgity, 
avoid confusiori on the part of furancirl staiemmt users, ,and support steward&@ 
responsibilities. 
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174. Many who commented on whether the exposure draft should be viewed as a 
statement of concepts or a statement of standards implied that this particular standard 
on relationships of cost accounting to other financial management functions was 
basically conceptual in nature. The Board agreed and concluded that this section is 
mote in the nature of an Cxplanation of how cost accounting provides useful . 
information and how it fits in ‘with the overall frnrnolrl management system as 
opposed to a standard which places a ~quirement on an entity. T’he Board decided 
that this material would be better presented in, the final statement as recommended 
concepts. 

REQUIREMENT FOR COST ACCOUNTING 

175: The cost accounting task force recommended tit a standard be included in 
the exposure drafi requiring each reporting entity to establish cost accounting systems 
and procedures~for .its ictivides. ,Ihey believed this was necessary to ‘CNUIC the 
generation of required cost information. 

176. The Board agreed to iticlude the standard in the exposure draft. The standard 
defmed %ystem* in a broad way as simply an or&ized grouping of methods and 
activities designed to cotiistently produce reliable cost information. The explanations 
and discussions se&ion of the exposure draft contained information on several factors 
that would help managers decide how complex and sophisticated their cost accounting 
system should be. It noted that the system could be constrained by the (1) nature of 
the entity’s operations, (2) precision needed in cost information, (3) practicality of data 
collectioa 2nd processing; (4) availability of electronic data handling, (5) expected cost 
of the system itself, and (6) ‘any sjkcific management information needs. 

. . 

’ 177. The expo& draft also listed e minimum criteria that should be met by all 
managerial cost l ccotmting systems. Four of these were related directly to the other 
standards in the ex+ure draft (responsibility segments, full costing, costing 
methodology, and unused capacity costs). The six remaining criteria were concerned 
with easuhg that the cost data produced was reliable. consistent, and useful. These 
criteria wm;(l) ensuring Ihe ability to assist in measurement of performance, (2) 
repot&g information on a’ timely and consistent basis, (3) integratmg cost accounting 
with the‘st@ard general ledger, (4) determining a r,easonable and useful level of d&a 
precision, (5) accommodating spekial infotmatlon needs of management, and (6) 
documenting the system through a manual or handbook. The standard also allowed 
for the use of cost finding techniques and special cost studies or analyses. 

178. A large number of respondents to the exposure draft supported the 
rcquiremwt for cbst l ccotmting systems. They stat&l that such a requirement is 
nacessay to wsura that l ppr&iate cost data are recorded. They also said that 
having a requirement for cost sycms will help agencies to more easily meet the 
requirements of the CFO Act and the GPRA. Some qualified their support by stating 
that the standard should allow an exemption for small entitiis since establish&t of a 
full cost l ccotmting system may not be cost-beneficial to them. The Board decided 
that such an exemption would be inappropriate since the standards should apply to all 
federal activities. Furhrmora, it should be fu easier for small entities to perform 
managerial cost l ckotmting iil most cases. 

Volume I, Version 1.0 
Febmay 28, 1997 

r, , t 

-_ 
J> 1 

- ‘5 
;, )’ _> 



,, ., ,, ,_ ; : .- ,:, :, t*’ :_ ,‘, “‘:““:‘: ..0.’ 

.‘~~sNo;,‘,.- : .--,, 

,- 
17~9. Those who were negetive toward the sundwd provided several re&s. 
Several expressed concern ,rbout whetherrccouirting standard-setting bodies should 
rec$rc or determine how accounting drt~rre produced. They noted tht 0th~ 
recounting standard-setting or@xations have stated only what information is 
required and how that information is dispkyed in’ financial statemeats, not how the 
information is developed. 

180. ‘The ‘Board believes that it rhduld,not be constrained by what other standud- 
setters do. Other standard-setterq:so far have concerned themselves mainly with 
entities’ exteml reporting This tr’undersmndable kcause their mission is to esswe 
that the financial ‘position,md-results of operations are presented in a fair, reimbk, rod 
consistent manner to fiincirl ststement usen who are external to the report&t entity. 

181. FASAB is different in that it has determined that some of the users of 
federal government fuuncirl reports are internal to the govemmerit. Oiventhe a&m 
and sixe of the federal government, internal users often do not have the same type of 
access to cost information thrt may be rvrikble in co’inmercirl enter&es; In 
rdditian. the Board views cost recounting information IS vital to both intCti1 rnc3 * 
external users. The Board has previously determined in its Obiectives of FM 
Reaofiinn that cost information should be reported to meet the needs of Congress, 
federal executives, and others., 

.’ 
182.. Some respondeth to the~exposure draft were concerned that the requirement 

,, for il cost accounting system, along with the system critir, would not allow 
management enou& flexibility. They seemed to Consider the requirement for a 

I system to mean that ;Gost recounting rctivities had to be automated with computers 
and that software had to be dewloped and employed in .a “full-blown” system, as one 
put it. They believe that such an elaborate system may not be needed insome, cases 

.,.; where infonnrl procedures or methods would suffke. 

:Xi:. 183. The Board doer not intend to prescribe an elrboratc managerial cost 
accounting system for’evy federal organizstion. It believed that the standard 
proposed in the ED was suficicntly broad to rllow managerial flexibility in the 
system design. However, the Board does reco@xe that the term “system” may 
co~oUlc .to some a requirement for computerization and sophisticated methodologies. 

184.. Others stated that establishing the requirement for cost systems should be the 
responsibility of OMB or JFMIP. Some of the ,nspondents were coucemeql about the 
de- to which the standard may overlap with JFMIP’s responsibility to set 
requirements for cost rccountinp systems. The NPR recommends setting requ+matts 
for cost rocountiq systems as (I responsibility of JFMIP, while ask@ the Board to 
provide the cost recounting standardsa 

* 

183 The Board proposed the requirement for systems to ensure that cost ” 
infornution is produced and reported in s reliable and- consistent manner, md 
emphasized that this was the intent. The point is not whether the information is 
poduced through the use of 1 system or through other techniques. The Board 
beliews,,that. in many CIKI, cost rccountiq systems will be established as I &umI 

hrfo#7name Review (September 1993). & 24, 
!@ Offie..of the V&e Trident, Imbn, Accompanying Report of the Nationrf 
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4 consequence ‘of @iring cost information. .&fatty government agencies uc vCY lugc 
. and comp;lex orpniz~tions, and it is unrealistic to think that they can develop cost 

&u without relying on a system to do so. Other small agencies or reporting entities 
may not need a system to develop cost data in a regular, Consistent, and rclirble 
manner. 

186. The Board, therefore, changed the standard to emphasize producing cost 
recounting ittfonnstion in a reliable and consistent tnatmer. This can be done thrott#h 
the use of cost accounting yst8ms or cost finding te@tiqucr la either case, tha m&t 
x&ttent of&e origitulWandard is prererveb Inrddition,~ th& conccrns~exprcsscd over 
whether theBoard or some other oqanizatioo should establish the requirement for 
cost ‘syqems~ l e solved 

RESPONSIBILITY SEClb$&NTS 

187. & stated in the ED, a responsibility segment is a component of a reportit! 
entity tlui is responsible for carry- out a mission, conducting s major line of 
activity. or producing one or I group of relrUd products or services. 

188. The proposal for using responsibility segments in the ED was based on tht 
view that most federal departments snd rgencies sre eqsged in more thsn one line of 
activity. or poduciq more than one type of service or product. Furthetmorc, the 
activities tht an agency performs mny difter from each other si@lcuttly in rquircd 
rcsoprces and bpentions. The ED used the Depdmutt of Veterans Affairs (VA) (IS 
an example. Amott# its activities. VA administers hospitals and nursiq homes to 
provide ‘he& care to veterans. and it also l lminismrs direct home loan and lout 
guuantce programs. These lines of activities he significuttly different in operation 
patterns. The Boardklieves that for entitles that are cqaged in diverse activities, 

I identifying responsibility segments is necesssry for identifying resources consumed by 
(I distinct line-of rctivity with the outputs of,thst rctivitj. 

189. A majority of respondents supported the rcquircment for responsibility 
segments l td qreed with the rdvrnuges of the requirement. They expressed the 
view that segmentation provides a basic framework to trace and assign costs to 
outputs. They also believed that segmentation provides management with the 
flexibility of choosing l costing methodology that is best suited for I line of activity. 
‘l% respondents also stated that information gen&ated ‘by msponsibility segments can 
be used .to measure pcrfotrrunce and to assess accountability. 

190. Several rcspoudertts. however, presented rrguments against usiq 
responsibility segments. One such ugumcrtt was that responsibility segments would 
constitute an tuuteceurj layer that conflicts with fmutcial repotting and budgctittg 
systems. The krd dissgrecr with this view. A responsibility segment is not, rad 
should not be, m rdditiortsl lsycr to the orgsnizstioa l ttd the budget structure. It is aa 
wwuntiog mechutian to GIpture dsu generated in operations by vuious compoaents 
of in orpaixation in its existing structure. Orgsaixstion md budget structum can he 
chart@ for better mutagemeut but not for the sake of accounting. A~countiq may 
infhnce but cumot dicute such changes. 

191. The Board believes that l ccotmting by segment will help provide tiort~tiou 
useful to pni#run mutmgm and other users of financial reports. Wiry-wide fiarncial 
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,I( rcpqtcpmvidq @formet@ on the~overell fine@rl p&ion end operetin8 results of 
.” an entity in l #gre8ate.. Such,reporu. rlthough WfiIl. for muly purporr, ue not 

nrffrCiet# :fOr, COSt meM8en@lt. A &Ill-U1 U&4tin8 Of Mnr8erie1 OOSt 

&soou@q is@ metch costs,@h rctivities ,end +uputs. The purpor of qneit~tion 
is.W,qregrte entity:wide dqe by plrjoi litqpf rcti,vitier end their outputs. 
b&tntetion @ted to. eech se8meat should ~$1 meaeg~ end other uset~ of fittensiel 
repolts about the ‘segmwt’i spccifrd outputs,~the AGtil+ perforxne~ and resow 
wnswled to produce the outputs. 

1q2; ,‘I ,’ Fqthermo~, se8rri+hesed npoqiq need not be in conflict with entity-wide 
fmuroi$ repotting. The$ ten ” l commoil @qT of date, nreh es l cwuatiog deu 
Wt@Ctcd&’ tpe ,#UMjU’j 8991d8~ ,Ot ,thC wet ;UtWUtion t’CportS. TO prtorm 
=gmcnt-krcd --t&i @ FP’hl& the 8c9cR1 S~IUltin# Of bUd8Ct CXWUti~ 
dm tea be trec&.i end ruigned @ segmcau. The Suent of Federal Fitunciel 
Aooounting Concepts No. 2, Etiriry d Dirploy, discusses a repoiting rppromh hilu 
to the segment-based rccolming and reporting: i 

‘SYith come o%rqiuti~aqi+d ?yett su~r8enixxtions, the activities df one or . ..* rs:. ” 

. . . 
d 

ji 
;.. 
.n.. 

mqr),* or qthsr~?~~wnu t= u *rw to the =rdnr of 
fen@ ,~tqmentr ‘er,qei:,ecg@ier of thy entity ,es l whole. This worild be 
putidulrrly true ‘for I depirimint composed of meiy bureaus, rd&tistretioa+ 
r8enci.erT “yi*s, ctq., * puticululy if the*.prognms UC diasirdilu. in 
thoee iqstxncet, considerqion rhq$d be given to the prefenbility of reporting 
t@ asset& liebil$ier, ~venuer, cxpenser. etc., of b&h the rignificent 
cotn~~~+iyiduelly end of the entity in its entirety..” 

., . . 
193. ” bot@r y&en! r@inst requiringkponsibility segments yes thet the 
requirement is overly prescriptive end w&d consrrain l 8cncy menegement from 
rlecting rmong various 60s~ collection qho$s. Thq Baud believes the stxndud 
ghS MnrgUIWnt rdeQ&te flexidility in kturin8 CO& l cowting. As tbe #ten&d 
etetes, it ir for t@ &gem+ of ach e@iry..to decide how segments should be 
dafti end how simikpoduots end , suvicer can be grouped into one repent. 

194. WJwm 
,‘, / 

qpneqtr ere the ler8en components of en entity. Mmagemmt 

hu the flexibility too’- iny coxt ~lle&oq method wi+in erch segment. Within (I 
St, IMMgytWt mry efuv sub-*ts, functions. projects, business processes, 
rotivities# or I wlu@.+i* of.qHm es cost centers to r+uuulrte costs. 
~tutudbd at ldwq levcli ‘&n thqI be qgregited to * segment level. 

ntc corn 

’ 195. In feet. l sqment truy contein multiple levels.of responsibility or cost 
center& For exqtple, if ‘we l+th cue is dcfmed es one of the DVA’s 
rwpotwibility qtpetitr, this segment mey defrac ,ip hospit& cliaic~, end musin 
homes es responsibility centers. kch hgpiul, clinic, rpd nursitq ,home mry further 
dcfrac ,tiir ftinctionel units, rcrivitier, or busiaeu,proce+er es cost centers. 

1%. Sonw mponden~ correctly pointed out ‘ilut requiriq bturd responsibility 
qments. rather than prescribing traditional cost centers. provides oppottunity for 
entities to use wtivity-bmd costing or my other cost@ methods tlut they m8y find 
qpmpriab. 

a FASAB Sutemeat of v Account@ Concepts 2, Enti@ and Dirplqv, par. 15. * 
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‘C97. Sewral~respondents whd .Npported’ the use of responsibility segments 
‘7 interpreted the wording of thi proposed standard as requiring that each segment 

wona niarirgerial cost accounting. : vw pointed out that for some entities, it is 
more effective and economical’ to perfcirm ~tralixed managerial cost accounting. 
Such oentmlixed l ccoun&ng is capabld, of &cumulating costs by &menu and 1 
as&tine costs among them. The respondents requested that the wording be revised 
to p&de this flexibility. 

198. The Board a&es with this request. The Board believes that entity 
maaagheat should have the discretion td decide whether ygerial cost accounting 
iS pefforme&at the entity or’segment level, rO‘lori@ l s’the segmeat cost informrtion is 
provided to maaagers mad otlkr hers. Thus. the stmdard recommended in this 
statement does-not require that tispohsibility ‘seweats perform managerial cost 
acemnt*. 

PULL COST, 

199. As-stat+i in the ED, th& f&l1 cod. of aa output produced by a responsibility 
mt is the w ‘of direct and ‘indiM costs that contribute to the output, including 
the eoits of ruplportiw se+ices ‘potided :by’ 0,ther segments and entities. 

200. The otitpdi df a nspoiuibility dgment are considered as cost objects.a 
However, in niost ,ci&msta&s.~th~ fbll costiof intermediate objects, such as 
rctivities. p&e-s. projeCts. progirms, or organixation units, must also be measured 
in order: to derive. the full kts of their ,outputs. (See ,ED Par. 173) ibe full cost 
infonnrtion related (0 qutputs as well as those intermediate objects are useful in 
measuriq cffkieaq and ~oostcffect~~eness. 

,-201. ‘. __ Prmgr~ ‘~vilaaM~ and~.,au~oriution. Most ~mpondeats supported t?~e 
fU co&t aia&kd. They recognized tjut itis particularly important to determine and 
report the full, cost of a program. information on full costs of programs tin be used 
ia propm evaluations. Such evaluations typically relaie the full costs of prom to 
their outputs’and outcomes. Decision-makers ia the COagress ad the federal 
government at all levels as well as ths public should & .provided with information on 
the hJ1 costs of prog&s andtheir‘outpyts. The full cost iafotmation, when used 
6ith infonnatioi oa prognm outputs and outcomes, caa aid the Congrcu ad federal 
executives in making decisions oa program l uthorixation and modifications. 

202. Cost 8w8riaeah Most respondents also agreed that the standard has the 
advantage of promoting cost a wareaysa. Entity and segment maaagm should k 
aware of the costs that are incwcd or assigned to their operations. Without the 
awareness. managing and controlling costs are impossible. The full cost iafoxmatioa 
has noI been available and will not likely to be without an accounting sta&rd 
quiriag it. 

a ‘Cost object’ is defiled as an l o&ty, output, or item whose cost is to bt me&ed In a broad sease, a 
cost object can be an or@xational division. a function, task, product, rervice, or a customer. See Glossaty. 
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203. Setting fees ind prkes for pvcmneit gkds’ and rniees. Meq~ 
respondents a-d that full cost should be considered ‘as a primary basis for setting 

k 

fees and reimbursements for govetnnkt goods and services. As pointed out.in the 
, ED, it is a’ federal ,policy that, with .certain exceptionsc:nser charges (prices or fees) 

should be sufftcient to recover the full cost of goods, services, and resources provided \..~_. 
by the federal government as sovereign.” The poliky further states that when the 
government sells goods and services under business-like conditions rather than in.a 
sovereign &pa&y. user charges should be based on market pxices,and may yield a net 
revenue in excess of the full cost. .Tbe objectives of .the policy are to: (1) ensure that 

.&_’ govemnmt gods and sekces are provided on a self-sustaining basis, (2) promote 
,.I. .r j* efficient allocation of national resources, and (3) allow, fair competition with 
1. I ,a comparable goods and services provided by the private sector. 
,. ., 

204. . To iniplement *e policy. full cost information is neceriry. Only with 
nliabIe~fuIl‘cost infomutick can management ensure that user charges fully recover 

. ‘r& c0sts.f’ Evca, in, some exc&ional cases in .which .user charges are exenipted or 
mtrieie8 by Iaw:‘rgencies-that provite the goods and services would nevertheless 

:/ need the full coti~infomtation to l swsi the extent to which costs are not recovered. 
~ ” ‘._t i.. :,. ,, 
205:*’ * biaidng cost comparisons. Respondents agreed that the full cost of,outputs 
provides a valid basis for cost comphrisons. One of them emphasized the imponrn~e 
of calculating the unit cost of output on the full cost basis. The Board agrees with his 

.., view. If an output can be measured in units, its unit cost ‘should be calculated on the 
.I. , full cost basis. 
:;,.. ! 8.. 
,. ia r 206. The unit cost of a service or product. calculated on a full cost basis, can be 
.,+, .., 5 compared with a similar service or product produced by other entities either in the 

fedwe government or in the private sector. The compsnson would not be valid if it is 
:: 1 t I( 
: :’ 

not conducted on a full cost bssis. 

3. 
A-! k g. 207. One of the available cost management tools is trend analysis. In trend 

T, “1 analysis, unit costs of a setvice or product over a number of consecutive periods are 
,. - *r %.. examined.to ftnd a trend of increases or decreases. This analysis can be valid only 

when the unit costs of all periods are measured on a consistent basis, such as the full 
cost basis. When the full cost basts is used, the analyst can further examine the 
components of the unit cost, such as direct labor and material costs, overhead costs, 
and costs of seervices ncetved from other segments or entities. Through examining the 
various components of the full unit ,coit. program managers can pinpoint specific areas 
that contributed to cost increases or decreases. 

u OMB Circular No. A-25, User Charges. 

u The standard of detetmining full cost disksed in this docutnent,‘howevet. should not be constrned as a 
ctmdud for setting fees, prices, and reimbursements. Federal entities should comply with laws and regulations 
related to pricing policies in general and for specific types of goods and services. Those laws and regulations 
hcluding OMB Circular A-25) may prescribe costing requirements other than the full cost standard discussed in 
rhir document. Full cost defined by this standard can seive as a point of reference for managerial’ diciiiods. 
Howsvtr, it is not intended to supersede any costing concept that management is required or permitted by law to 
use in pricing goods and set&es. 
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,208. . IF activity-based costing is used, the cost components would be associated. 
-6 with activities. The trend analysis for activity-based cost components can. provide 

information related to the efftcieacy of the activities. Managers can also analyze the 
extent that the individual activities add value to prognm outputs and objectives. 

:; 
./ . 
.: 
i 

/ 

j 

! 

, 

209.. Several respondents cautioned the Board against “uncritical advocacy’ of full 
CON. They pointed’out that full cost isnot relevmt to all decision-making situations. 
They explained that some decisions require other cost concepts such as variable, 
differential, or incremental costs. Thus. some of them said ‘that the Board should not 
silqtlluly emphMixe full cost. ,, 

210. The Board is aware of the notion that different cost concepts should be used 
for different purposes so that the ttse,of 4 cost concept is. relevant to a particular 
decision-makiq purpose. For this reason; the Board discussed the limitations and 
usefulness of full cost in the ED at length. ,(See &D,pars 133 through 146.) Quoting 
from Antbony and Yoting, the ED point&out that, full costs are not appropriate for 
alternative choice decisions such as the decision to (1) add or drop a product or 
rcrvice. (2) pcrfcirxn work in-house or contract out for it,.and (3) accept or reject a 
special quest., For these decisions, the appropriate information is differential costs.‘? 

,, 

211. However, the full cost standard is an accounting standard, rather than a cost 
.analysis or decision-making standard. It requires that,full cost information be 
compiled and reported through cost accounting. In no way does it limit cost analysts 
and decision-makers to the use of~f;lEcost alone in.rll situstions. The Board believes 
that when the full cost ,mfotmation, instead of any portion of it, is made available, 
analysts and decision-makers will have a comprehensive data source to develop the 
cost ~onc,epts that they need in their analyses. 

2121 Some respondents pointed out that full cost requires a complex process of 
cost l ssignmcnu l nd allocations. The Board believes that the assignment of indirect 
costs is a necessary procedure to obtain full cost. It can be performed through an 
appropriate costing methodology. As ‘discussed in the costing methodology section of 
the ED, some modern costiq methodologies are available to make rational and 
reliable cost assignments. However, the Board must caution that the full cost 
information, like any other accounting information. can only be as good as how it is 
prepared. For example, it can be unreliable or inaccurate. if arbitrary or trrational cost 
allocations arc used excessively. Thus, the Board recommended a costing 
methodology standard. program managers should critically review costing 
tnethodologies and tachniques used to derive the cost information. 

213. A number of respondents were opposed to the inclusion of accrued employee 
hen&t costs and costs of services provided by other entities th8t are not ~&&UT&. 
cr& subject of inter-entity DON will be discussed in the next section.) They argued 

. . ” Robert N, Anthony rDd David W. Young, -1 in N-fit B 5thcd.(Burr 
Rid& filiaois: Riciyd D. h-win Co.. 1994) page 235. 
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control. A large portion of employee beoefit costs, including lccnibd aukmeat 
b@tefit costs; ire funded throughapproprirtiona to tiust fitds Eulmged by OPM l bd 
RD. The Boud~believWbet as a principle; full cost should include the oosts of all 
msottmes rpplibd to l program; activity, and its~outputs, tegerclleu of fundiq sources. 
For firrrocial reportin&%be Boardhas stated itsposition tbat the fuil.costs of employee 
pension and other retirement benefitr~determinedon an l &rarial basis. including the 
unotmts that are: funded to the trust funds directly; should be recognized as an 

e 

expense inthe employer entity’s- fuuaoial reports.” The Board does not fiod a good 
ration& to depert from th& principle in rtUMSerir1 costin& 

.’ 
214..’ 7bcEDrtrtcsthtromeoostrrhguldbereGdgnitcdasaperiodexpcn# 
rather than the costs of Soods and services (output costs). Exampies include the costs 
of ‘other post employment benefits’ (OPEB), reorganization costs, and l c@tisition 
oostsofFedetnl’ mission’ and Vteritage! &, plan& and equipment which are 
reqniied as expanses l t.the tirne.of ~acquisition:“ These costs will be reco~nixed es 
expenses for the period ‘in’. whichthe related events take place, and are ruferred to as 
“petiod expenses.‘. TheZD explained that since these expenses do not oontibute to 
ti otitpttts of the period in which they are incurred; they should not be included in 
the output costs. , / (, : :; ,’ 

‘. . . . 
iis. The OPEB costs. for example, may be recognized as expenses for I period in 
which a reduction in force or an employee injury takes plac~.~ It is not appropriate to 
‘rtbibuta the entim OPEB costn to the output costs of that period. Several respondents 
expensed the view that OPEB costs should be included in full cost. There is no 
doubt Out OPEB costs. as well as other .ptriod expcnres, are part of the full oost of en 
entity or a progrun. They may also be part of the full costs of outputs over many 
years in which the employees contributed to the production of ihe outputs. However. 
they are not the production costs for -a’ period during which they rre incurred. Thus, 
the Board concludedtbat in cost ma :rb. management MY distribute some of the 
period exjmtses, iuch l r OPEB costs, to outp& over a nknber of past periods if (a) 
experienceshows that ,ole OPEB costs rre recurring in a .ngular pattern , and (b) I 
nexus can he established between the OPEB costs end the, outputs produced in those 
pest periods. The Board fmds ao &on to change this position. 

. 
216. Some respondents contended that full cost should include unused crpacity 
costs. As will be explained it~r later section on unused capacity costs, the Board has 
decided oot to recommend a standard on measuring tmused capacity cotta. Thus. to 
assure Aid cost comparisons, full.costs should m exclude unufed capncity costs. 

a FASAB @MUN Dr8fk. Accounting /a Liabilitirr of the Federal Government (Nov. 1994), pus. 80-99, 
. papa 3246. 

M ‘Fedeml mission PPBE’ &d ‘heritage assets” are explained in FASAB Exposure Draft. Accmhting /a 
Propry p@t. d Eqt+awnt (F+rury 28, 1993), pm. 98-l is, pap 29-33. 

.: 
l FASAB Exposure hm. Accouuting /W Liabiiitirr 01 the’ kkdeml &vemm~~t (Nov. 7, 1994), pus., IOO- 
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217. Some respondents believed that the managers of a responsibility segment 
should be held l ccountable,only for costs that they cancontrol, and their perfotmatice 
should not be ev@ted for costs beyond their control. They found that the fiall cost 
mpor&rg would obscure *, distinction between oontrollrble and uncontrollable costs. 

For @ormance measurement or other purposes, some entities may want to make I 
distinction between controllable and uncontrollable costs with respect to an individual 
responsibility repeat or, a cost center. The Nl cost information need not interfere 
with this distinction. This sUndard do&s- not mquire the use of full cost for internal 
,rcports. If some entities choose full cost for ‘internal reporting, the internal reports can 
provide a distinction ktwcca~controllable. and uncontrollable costs with respect to 
individusl segments. 

218. Ultimstely. .most costs arc controllable at a certain level of. the entity. If 
sqcne of them UT. not controllable l t,a lower ievel.of the organization, they may very 
well he controllable at a higher level. Each segment should concern itself with the 
cosmthrt are assigned to it on a cause-and-effect basis. These costs arc often incutrcd 
because of a segment’s demand and use of services fioin other segments or entities. 
Althou& the service-receiving segment has’no control over the efftciency in 
producing the service, it cm influence the costs by changing the demand for the 
se&cc. For an entity’s top tnsasgemm~ full cost reporting provides it with ‘aa 
ove&cw of how the entity’s ‘various costs, including the general and administrative 
costs. UC incutrcd and assigned to the entity’s segments. The full cost reporting also 

~~~tnakes&.cntity% top management .aware of the costs of, services that it receives from 
other entities. The management can~clorly review thor.costs and determine whether 
actions arc needed to control them 

219. The ‘proposed standard in the ED states that .tRcsponsibility segments should 
be cap6ble of measuring the full costs of their outputs.” Several respondents stated 
that the full costs of segments, programs. and, their outputs can be more effectively 
meutned by entities through centralized accounting, rather than by individual 
segments. They further stated that it would not be cost-beneficial for segments to 
measure and report the full.costs of their activities and outputs on a regular basis 
(such as monthly basis). The Board agrees that many entities may fmd it more 
&onotniwl and effective to measure full costs through centralized accounting. 
Moreover. the Board kliever that it should be for entity management to decide as to 
how frequently the full cost information should be made available in its internal 
reports. Thus, the wording of the standard has been changed. The full cost 
requirement is now limited to external rqxming via general purpose financial reports. 

220. A respondent suggested that in addition to the full cost of outputs, the 
standard shouldrlso require reporting the full cost of program outcomes. As 
discussed in the ED, the Board believes .thst performance measurement of a program 
requires three major elements: the full cost of the program. its outputs, and its 
outoomes. (See ED pars 37 and 38) The full cost of a progtam and its outputs, once 
measured according to this standard can be related to the outcome of the progtnm to 

.” tnemtre its cost effectiveness. 

I 
5 + 
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22i., ,T+is sthidard *s not require a direct m&remottt of tire eoia of ~otttes 
he~ausa in most instances, prog& outcomes-s&to be .mnsured with mcthodoiogies 
beyond those discussed in this d&tment. GP~‘defined “outcome measure” as an 
“uacurp~t of the, results of a program ac,tivity compared to its intended putpore.“* 

,., I$any prygmnir’ policy objectivas ‘and intended results are socio-economic or aciatttifio 
* natrqe,,,or involve nationa! defense.. The.,a*ssme+t of the program rest&a reqttira 
export knowledge in those areas. Thus, unlike. costs and outputs, outcomes are not 
always measured in quantitative or monetary tetms. 

,.. 222. ‘.;>I tiofeover, tac#$ce ywt+ttd output&hat at-e. measured for each l coottttting ti 
mpoting period. such as a. quarter or a year, outcome measurement may be long-tarm ‘.< , ::, in nature. For exampie. the Senate Report on GPRAstates that ‘Outcome 
me$t+wnt cuqot:k &e u$i!.r progntporproject reaches a point of matut@ 
wually at least sev~1;yein.~~ ft$l o~mtiou,nfor programs continuing indefiaitciy) or .<.I . . at aomplction.’ Although all programs cost money, aome of them may 

I. produce 
‘. posi$ye spstd$, ,whila $etx may ppiuce,nb r+ults or negative resulta. 

,, , yi.,.: :.9$, ,; .(, 9,: .’ ‘,’ ‘>, ;, -;,,p,y ” ‘.I’;’ ‘Xi :,;I:! ,:,‘;.,:. ;, ~ c;, “I 
223: I , ,&c+se~of th+omp@$ies~ in..~asuringqutcomes. the costing principle+ 
ad methodologies discussed in this document cannot be used to measure the coat of 
outcomes. The Board ,klieves that. the, ft$ cost of a program and its outcome shouid 
ba .,meas&d mdependentiy , using methodologies appropriate to costs and to outcomes. 
Once each of them is measured, they can then be related to review the cost- I 
efkctivenus of the program. , 

INTER-ENTITYCOSTS ., 
‘” 

224. It is not tm+sual in the federal govermnent for one agency to provide goods 
or services to another agency. Sometimes this may be required by law, and often it is 
a very efftcient method of conducting business for the a’genciea involved and for the ” ‘_ 
govament as a whole. i..t.’ ,.>; 

In many cases, the agency mceiving such goods or servioes 
will reimburse the providing agency in rciordance with some agreed-upon price. 
oftm. however, there is no charge. or there is a charge that is not suificient to cover 
the providing agency’s full cost. When such,Yfrae’l.or lower-than-cost items are used 
in the ppduction of the race&g agency’s outputs,.the tasuh canbe an 
understatement oft+ full coat of 6nal outputs by the receiving agency. 

Sun-v of Non &&used COSQ . 
: 

i25. ” ‘?ie Roatd recogttixed. that these non-reimbursed or under-reimbursed goods 
and services could distort the det&n@ation of a.ripotting entity’s full cost of outputs, 
@t it ~-88 t@cettain of the extent.@ which this occurs. 70 identify examples of non- 
mitr@nW inter-entity costs,. the Board conducted a limited survey of federal 
JgFkS.. of the 22 agencies responding to the survey nquest, 13 indicated that they 
provi& ti typo of ,aervice or good t&at is not ,r&@rsed. These covered a wide 
mtt& of l hiiier, but m&t ,of the costs involved iwere .‘for salaries and salary-rehtad 
b+its of haa employees performing the Work. In most cases, the costs were 
funded through direct appropriations to the providing agencies; however, thoae 
wncies could not specifically identify the total amounts involved. Several providad 
estimates, which ranged from S360 thousand dollars per year to about SlgO mi&oa 

a The Government Perfotmance and Results Act of 1993, PL 10362. set 4. 
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per y&r. Severrl exrmples tif non-reimbursed inter-entity activities identified in the 
I j . I suwey UC listed below by pkiding entity: 

l D&tent of Agriculture - Provides market drtr, pesticide data. food * f- 
specitititi~n iaformhn, water supply foreoclsts, and other agricultural ,T i. 

b 
ihforautiw. Thirty-six &den1 rgeacies regularly rkeive all or some of this 
ieforuiuioe 

. Department of Commerce - Provides accounting and pet hninistratioo 
/ 3ehi~ wmputer icckss and reports. and &xlsulution servioes to seved 

. . . agencies. 

. Deputmmt of State - Providei rprce &d facilities for other rgencies in its 
lntildings in the U.S: and over&as. 

l ,‘Geneml S&vices-Adminiiurtion - Ia some cases. it provides policy and 
regulatory development setvices. property tnatugement services, and contract 
award and r-tiop to other rgwcies without reimbursement. 

., <. 
l Nation1 Science Fouttd~tion - Administers a research grant prognm on 
engkering and wmputer science for the Dcpuemeitt of Defense. 

226. The Board noted that the survey was restricted to non-reiahrsed costs 
between different rgencier., As such, the rkults did not ,necesnrily rep&at all of 
the kinds and (amounts of transactions ad costs between different reporting entities. 
The survey was l l? limited to those non-reimbursed costs which the agencies could 
easily identify horder to respond quickly to the ‘questio~ire. Nevertheless. there 
were indications that some non-reimbursed coti quy‘be significant in rmouttt. 

Recw 
hii? 

. 1* 
. . 

:r:-- ‘) 

227. Some respondents to the exposure draft stated that recognitioa of inter-entityW 
costs would hsve limited usefulness for mgers since they canttot control the cost of 
itrmr provided by other agencies. h some circumstances. they cannot control the 
uknts df inter-entity goods or s&ices that must be used in the production of their 
outputs. 

228. The Board realizes that resognitio~ of non-reikbursed or under-reimbursed 
inter-entity hosts will wt always h&e the same degree of usefulness for all levels of 
mumgement. However, as suted in the stamhd dn,hll costs, to fully account for the 
Costa of the goods and aervices they pmduce, report@ entities will need to iaclude 
the wst of g6ods and services received from 0th +ies. Cost reduction and 
control, perfotmance evrltutioq and process improvement depend on knowledge of 
the hrll costs of producing outputs. including produetiqn costs incurred by other 
fedem entities. These costs are most imporrani for the by the entity’s top-level 
muugemcnt (~4 to a lesser degree by line managers) in controlling and assess& the 

- Full cost, 8s discussed iit the full cost standard, contemplrtes both incra-entity costs utd intercntity costs 
applicable to l responsibility segment. This stand& elaborates on int.er-eatity costs. Inm=entity costing is 
rcoomplished through ‘the costing methodology selected for use within the repotting entity since these wsts are 
pissed among respousibility segmettts. 
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fdr cost on the de, knov+d8e of the tote! coat, 
catititr, ia vital to the establishment of en 

231. ti 8tandud phces the mpmaibility on the +idiag entity to sup& the 
r+viq entity with infon+ion on the full cc& of non-reimbursed or under- 
ECimb\trrsd’iDta-cnciQ’ @O&S Md WWicCr. This iS l pproprirte SinW Ody th8 
pondine entit)l is l,ikely to hire 8uch *onnation. hnplemeaution of the stmdud oo 
fulIco8t@8hoirldaukethis roquimmmt fririy euy for the providilg entity to Mfiu. 
v, for eime teruon. rbe providit~ eati&umot or doer not nup@y the cost 
information, th8 f&v&j entity hu oc way k 
r8tim8tiolL 

m, the costs other than thco* 

232. ,fhe Board e&&d thir possibility. and requires the receiving entiy to use 
an estimate of the cost of those gcods end servicea if the rctuel coat infomution is aot 
provided. The estimate must be rersoneble mad should be rimed at detemiaiq 
m&tic costs incumd by the providitq entity. However, if kch e cost estimate 
Ormrot be tnde. tk mceiviq entity uuy bue Qte estimate on the market value of the 
8OOdS Or ‘bmices. 

233. Somr~~rothcexpolrurrdnn~tsdthttbeuuofertimrter~~ 
be too pobleautic and tuueliaMe and that the mceivitq entity would not have enou& 
infonnationtomaketheutimate. somewerecoacemedthBttkweofestiautes 
would mue quments between repcr&q entities over the cost. 0then were 
wncemed that some e&tier dc not brvc experienced personnel to nuke such 
utixMtu. Afewwen comcmed about the audit implicatioas of u8in8 an &mete. 

234. -rsrpoldcntr~ coacemoverthepossibleuseofmu&etvahms 
~-&ltt-+lW~. hUMOf~~rsrpoadcnuStAtOdtbrt80 

Md -‘+F et ortim e OUtSi& 8ovcrnwnt 
--W 8-& 

hei twy pot e&t. 
.a4 therefm. such tuuket 

Other8 ateted thmt ‘iurket v&o does not rlweyr’beu l direct 
rrlrtioarhipbbuccobortht~tvcrlucrchnectoonpi~tobeof~urt. 
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235. The Boitd realizes tht, probl&ns associated with the use of estimates. 
However, implementation of the other managerirl cost accounting standards in this. a. 
statement by the providing entitiei’shotdd considehbly lessen the need for receiving 
mitities to mmke estimates of inter+ntity torti. The Board rlso believes that, if the ‘j 
inter-entity costs meet the recognition criteria established by the standard, and cost 

9 1 
information is not received, then use of a reasonable estimste of cost is preferable to 

., no tocognition at all. 

236. Estiinates are often use! in accounting ~nd~fli+cirl reporting. The 
recognition of cost besed on estimation is not new.and Cm be reliable so long es the 
es&te’isressc&le and based on a rational end.systeu+ic method. ‘The Baud rleo 
rc+s that the use of estimation necessarily implies the use of professional 
jut+nicot. Thif + not nigrte $ie value of $te est&te to wem of the financial 
infoiiMtion rd should not prssent 8 pro&m in relation to audit requuements. 3 

237. The Byrd re@ixer that nurket valuee,msy not always be l vaiIeble for many 
kind&6finter=entity g . ,. oods l tul setVi$es. ,. Neveitheles$. if’such values are available, 
they’ean be I good ksis for ,es&tating cost if no,oth+ *sit Can be esublished. 
Although market valuer mny not be dire& related to dosts of production and they 
may fluctuatk, they may also be viewed as’s fairly reliable guide to the costs ut entiy 
might have to incur to obtain inter-entity goods and se&es from a non-govenunenta1 
source. & with the determination of rll estimates. use of market valuer &an 
estimation basis requires the use of jt&tient and $ofessionrl cue. 

i. 

238. The B&d ilso mrlixer that the,re. may be some implementation problems 
such ‘as disagreements with providing entities over an estimated cost or with the lack 
of trained psrsonnel to make ‘estimates. These probl~:ue of a practical nature & 
w be resolved by ,managet&nt. In that regard, they are not unlike other problems 
faced when implementing iny new or asnged accounting standard such as making 
changes to .ystems and methods and urtnidg~.personnel:on the sew. requirements. 
Both providing end mceiving entities should Work @o#ly with each other to resolve 
any costing problems just as they would to solve any non-accounting related 
titustions. 

239. It ir’cleu to the Board that the tecognition of each and every non-reimbursed 
or undernimbursedinter+tuity cost is not pussible. The federal government is & very 
large and complex entity and it is notural to expect some flow of goods md services 
between its activities IS a natural and reasonable method of completing missions and’ 
objectives. The Board decided that only certain non-reimbursed or under-reimbursed 
inter~ntity e&s should be rddmssed. The stu&rd, therefore, includes ctiterie for 
wtion which will limit the application of the stand& to only those items 
deemed most qificult end importanL 

240. l%e cfitmia rddresa thsmeteti&y of the non-teitnbursed inter-entity co* 
whether it is a pert of broad and general support for all entities, and whether it is 
needed to help determine l price to noa-gov ernmentsl entities. The uutetialiy 
critetioo cans&m materiality in the eontext of the importance of the item to the 
rewiving entity. Under”t@i‘eriterion. e‘m item of inter-entity cost is 
f8Copized dqmds upon three poixits. The fii of these is rignifioance ‘to the 
receiving entity, i.e. whether the item is importeat enough that management should be 
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wj,ich ,$,e’~o&~ar &&&re & ‘&gri, i;Dd &oes+ @ of * km8 en&,,,s 

output. The third is the Ye&to ivhi& the good or service can ,be matched to the 
sp+io receiviti~,em$y with reasonable precision. ; .,i ,: 

24i: ” ‘h’ &it&ion of b&d’+ getrem1 ‘support recognizes that some entities 
poitide riibpbrl to all or most other federal intities, ‘generally as a matter of their 
mission. ’ -fha &its of broad ‘and &Jet& se&es should not be recogaized by the 
t+eiving entity when no’tiimbur&ment has ken made.. However, if the reivice ii UI 

t ‘intigral8nd +sary part of the ‘mceiving e&t)& o@erationr and outputs, those costs 
..,.g shouldkrecognited. ,’ , 
_I L :.-.. ,, 

242. Tlu Criieria also recognitc that there ah ceririn cases in vvI$ch ittter=etttiy 
costs need to k reco#rtized because there could be an effect upon a resultin& price to 

. . d ~~ovemini;cn~~ &j&Z, If‘r ‘f&#&j# r*,r o~ipuu to l non-fe&nl -tiy, it b 

td~~y’t+hd ib r&i& the full cost of ihO& go&or services. While ~st is mt 
‘the’& d&m&t of final price: krtowledt$ of the actual full cost of production to . &o~ +&St i*.i :&& ii~.n&$$& t($ && ihii .& price ir qppro~u~y 
estahli&d at a level ‘that will~re~over‘all costs. ‘, ’ ; L ~. ‘. 

243. Most of the res~ndints id the exposure draft’agreed with the recogmtion 
criteria. However, a few were concerned about how the, criteria might be mterpreted 
and whether the standards were too general in natuii. The Board realizes that 
considerable jtn@emertt is required to apply these criteria and notes that the specific 
facts and cir&unstancis in each carc’mtist be considered. This concern. along with 
other implemenutidh Ooncetns; led the Board to make certain decisions about 
ia#emenutioit discussed below tmder “Implementation Issues.” 

l ..‘. 

,244. The standard requires that, when non-reimbt&d or under-reimbursed inter- 
entity costs are recognized, the receiving entity should recognue the full costs of the 
gOOdS or services received as an expense (or asset) and, to the extent that 
reimbursement is less than full cost; the difference is to be recognized as a financmg 
source. ‘At the same time, of course:the providing entity would continue to recognize 
the full co&of goods and ,servicer provided, and any off-setting reimbursements, in 
its l doouniing records. Seven1 respoadenis to the exposure &aft were concerned 
about the possibility of ‘double-co~tin~’ of costs and others raised concerns about 
the ability to eliminate these transacttons in consolidations. 

245. Both the providing entity and the receiving entity are separate repott@ 
eniities. Eicb ihodd recognixi in its accounting records and financial reports the tnre 
costs of operations and atty revenues received. The p&ding entity incurs I cost in 
providing the @ds or services even thou&they arc ‘At to another entity. It mey 
also receive l partial peyment or reimbursement. These transactions and events 
s+id be reflected in its accountit~. The receiving entity, as a separate report@ 
entity, should also recogtize its total cost of production. The full cost of non- 
hmbtirsed or ubder-reimbursed .gobds or servicei ultimately contributing to its 
outputs should be reflected in the costs of production. To the extent that 
reimbursement is not made for those costs, the r&Wing entity is utilixing l aeperete 
source of financing. namely the providing entity. ‘Again, this fact is’reflectid’irt the 
a&ounting. The r&h is that costs recognized but not actually paid are off-set by tk 

, L 
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.’ .’ : ~ imputed financing source. imputed financing source. While .the entity’: financial position is not affected, the real While .me entity’: financial position is not affected, the real 
cysts of production are reflected. cysts of production are reflected. ,. ,. 

financial ,mports am prepared for a reporting entity that, includes both the providing 3; i : 
246. The only possibility for “double-counting” of costs occurs when consolidated f 

i 

! 
/ , 

entity and the re@ving entity. In preparing such~statements. the standard calls for 
elimination of the inter-entity transactions. In effe& this is no different from the 
elimination of transactions for which full .reimburaement has been made. The only 
additional transaction to be eliminated is the recognition of the imputed finrncing 
source by thmeccivingentity. The 8mcoge@on of costs. by both the providing entity 
and the receiving entity and any actual reimbursements would be eliminated anyway if 
payment for the inter-entity costs wen made. ‘, ,. 

247. The .B,oad real&s that ident$icauon ‘and +ing of tmnsactionr that must 
be eliminated for consolidated reporta can become,cornplex and difftcult. However, 
this iis,a ‘pncti~t~implemenuti~nicin;poblnn ~thqtrna~gement should,beable to 
overcome through the use of tran&tio,n c,odmg ,or ,some other identification method. 
It likely will require changes in me+wds and systems currently in use and may require 
additional training of personnel. The Board has de&led upon a method to ease 
utiplemenution problems as discussed below.. 

,’ 

248. As discussed above, the Board realizes that there may be problems in 
impIementing tha standard on inter-mtity.,costtng.~, Recognition of non+eimbursed or 
under-reimbursed intertntity costs is l ..new concept to federal entities and involves a 
new way of thinking about costs. There is concern that application of the standud 
may be inconsistent among federal entities. In addition, there could be problems, 
particularly at first, in developing estimates of &ta; in revising accounting systems 
,and procedures to accomnmdate these ~requiremenu; and in training ~personnel ‘to 
accomplish the task. Furthermore. the Board reco8nizes the concern that some have 
l bout’the elimination~of inter-entity cost transactions for consolidated repotting since 
the accounting ‘procedures may be complicated. 

249. As a result of these problems and concerns, the Board has expressed the need 
to take a measured, step-by-step; practical approach to implementation of this 
standard. Therefore, the R&d has decided that, in implementtng the standard, it 
recommends that OMB, with assistance from the FASAB staff, should identify the 
specific inter=entity costs for entities to be8in recognixing and OMR should then issue 
guidance identifyin those costs. GMB shot&consider the requirements of the 

. 

standard including the ncogni$on Criteria in developing the guidance and it should 
aI+ consider suggestions and information provided by Treaauty, GAO, and other 
agencies. ‘The Board anticipates the largest and most important inter-entity costa will 
be identified furt followed by others as entities gain experience in the application of 
the a&dard. This approach is seen as a practical way to ensute uniformity in the 
application and implementation of the standard and to provide time and experience in 
overcoming my other practical problemswhich may arise.. Also, the Board may 
rcGoMnend specific inter-entity costs for recognition in possible future recommended 
srududr., ,. ,’ 
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2% ,, ‘* I@‘di&sed co& rccumulrtion end &unent principles. The ED 
states t&t c&s shoujd be i~&trn&ted by responsibiiity segments. and the 
raoutnu@~d costs should he clrssifiedd[by ‘type ok resoixce such as costs of e@qeee.. 
auterirl, qitd, utilities. reiq etc; TIie ED states that The rcc+tntlrtion abeats by 
respons~bi!it$ ‘&tents does tit .&em that each responsibility segment mu& l&x? i&s 
own rccouniing iystqn. The reporting ettti~ may bve a centralized rccotaaiq 
system, but t+ system rhduld be &able of i@ttifytig’costs with responsiI&&@ 

1 <,-‘I .,” segtbents.’ (See ED par. 170) 
“.a 

251. ‘The ED discussed three cost rssignmc~t Mnciples: (a) directly tree@ w 
wherever feraible et@ ecqomir+lly praai+!. (b) rssigning coats on l ce~at&dZco~ 
b+. or (bj rIl&ti~,oosts iin, $~nuoMjii UtcJ cylss+f$ basis. These priaoipkr: 

., ,“’ 
1’ 

rriplj; t&‘&i+ bf 8er+ piovidc ii;;; .a se&Ant to oti+ segments, es we11 es r&!.ti -ii; to tit&U 6.& of, ;kL 
,‘, ,;,. . . _“’ 

252. -~&ED then prbvided brief~~&ip~o*,of rvrifiblc costing ntetbodQI~ 
activity-bar costing (ABC). job order coiing. ‘pioccti oosting, end strode+ eo&tg. 
The ED pointed out that these costing rnethcidologies .a pq, mqu+y ,exol~. For 
example, stan&rd costing can be used within ABC. A;B’C rid stelihird co,stiq 
combined can theq be wed wjth either job order costing .or process costing. 

253. ,Most rc~tuiettts &lie&d et the quiremeqt for cost rccumulrtiou by 
responsibility; seggiht is l p&+tC. Son+:of them +a* that costs are m 

,” at leveii ‘lower th& SCOWS iiich l &rt gent+, proceeds. or activities +&in l 
’ ae@n{; “Such l ccutti~rt~o~~~~ ‘&nsiAnt Gitir thb *d&d so long as the costs ti 

be rggregated rt the segment livel. S+ne of the ‘&spo+Ienu stated that the 
requitimettt is currently fe+le k+use their qstems are,, designed to l ccunadrr 
expenics by i&me& rad by resource’ types. Others, li6u&eq stated that they mpII. 
upgrade their general recounting systems in order to meet the standard reqi&ttw~ 

254. AI1 the respondents agreed with &e cosi rssjgnment principles. One 
respondent, while supp&ting thi &ciplcs, stated ‘&at ihe ptinciples ,should be 
explicitly naked by preference. The Board in&&d to express m eference among 
the principles. It stated in the vpo#cl standard that dire+ cost tmcing should be 
used ‘wherever it is feasible end e&on+riicrlly phical.’ The,Borrd huther steted in 
UG ED that ‘for the co&s that ‘ate’ tiot ‘dir&y t&d ‘ib outputs, it is prefer&k &bat 
‘they be ruigned to them on ‘i &se-mnd-effeo! basis.’ (see ED par. 182) However, 
for cost-benefit consid&ons, &signi* costs by”rllocetions c&tot be rvoided. The 
Board emphesized that cost rllo&ns should be performed on l rational buis. It 
ho cautioned that rllocxtions can be rrbitt+y and @s tiy result in dirtarrionr. 
(See ED j?ar. 190) To make the &tent of preference more explicit, the Board has 
rdddwords to the stmdud tti it&it& chit the prin~iples are listed by prefcomcc. 

I,,, ‘. 
255.. All the mponcknts approved the descriptions of rvrilrble cost& 
methodologies. Some of theni stated that the materials included are clear tDd ptwide 
adequate guidance. The respondents #greed with the Board’s position that because 
federal activities are highly diverse, it is not precticrl to require a particular cost@ 
method for 4 puticuti tj’pc of.rctivity ri @is time. H6~tier. it is rppropirtt b 
rhpirc that each entity select I costing methodology that is best suited to .ite 
operations mad use that methodology consistently. 
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256. The Borrd encouraged government entities to study ‘*he potential use of ABC 
* in their operations (ED par. 200). This was well received by the respondents. 

Eighteen ‘respondents supported ‘ABC. Most of them said.that ABC can be effective 
when combined with any of the other costing methodologies. Seven respondents from 
federal agencies stated that they believed ABC is appropriate for their activities ad 
weti oonsidering using it. In addition, two,n~ndenta stated that the use of standard 
oosting should also be en&raged. The Board ~~dtirtue~ to believe that as federal 
agencies are going through stages in the development of their managerial costing, 
m&e sophisticated and refined costing methods, such as ABC and standard costing, 
should be, considered and, used to minimize irbitrary..cost allocations and to improve 
full Cost information. 

iJ7. 6 Board ccki+d whethn’the eostingmethodology section should he 
f&qinmanded’ as a oonc@ or a standard It concluded that it should he a smndard 
The Board‘t$ieves that cost l &mulation and assignment principles contained in this 
section are defmitive and should be followed by federal entities. Only by l dheting to 
the principles and by continuous refinement of costing methodologies, can reliable full 
cost information be achieved. 

UNUSEb C~PACIT’Y ,COSTS 

25%. The ED proposed a standard, which, if adopted, would have required that 
entities measure the cost of unused operating capacity and repon it as a separate 
expense. For,this purpose; some entities, such.as ,DoD, must separate operating 
oapacity from “readiness capacities” which are reserved for war and emergency 
mobilization rather than normal operations. The operating capacity can be measured 
in terms of ‘practical eapscity’ which is the maximum units of output that the 
available capacity can produce taking.the notmal stoppage and interruptions into 
consideration. Unused capaciry is the e,yess of practical capacity over act+1 outputs. 

259. A number of respondents appreciated the importance of the proposed 
requirement. ,They stated that capacity cost information, would be very useful in 
iq+wing the cost and capacity management of federal agencies: Several respondents 
from the private sector urged that the proposal be adopted, immediately. 

260. Most respondents from federal agencies, however, stated that capacity 
measurements involve very complex issues and are not feasible to implement at this 
time. If the proposed requirement were adopted, agencies would encounter two major 
types of difftculties.. First. they lack guidance on defming and measuring various 
types of capacity. For example, respondents from DoD stated that it is difficult to 
develop criteria that an he used to differentiate defense operating capacity costs from 
mohiliution caiacity costs. Civilian agencies engaging in administrative, policy 
making, l ,nd regulatory activities also indicated difficulties, in defining their practical 
aapacities. Second, respondents of many agencies stated that they do not have the 
accounting capability to provide reliable capacity measures. Without such capability. 
unused capacity costs could he improperly estimated and the resulting information 
could he misieading. 

. 261. Miny respondems were also opposed to the proposed standard on the basis of 
ci~sbb&dii oonA&atioits. They estimated thr;t acco&ing for capacity costs would 
require substantial time and efforts to implement. This would require the use of their 
limited accounting personnel and equipment. Respondents from some agencies do not 
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furrncial reporting and to establishing the more fundamental elements of managerial 
cost recounting. Thus. it would not be cost beneticirl to implement capacity oosting - 

l -sqi++t $A 1993 (A;* begitmmg in q4!. ye@6). 

265. A majority of respondents to, the exp&&draft commented that this &te was 
too early and said that they foresee problems with implementation at September 30. 
1995. Many reasons were given ,for a delay in implementation. Chief among these 
were (1) difftculty in obtaining funding to nuke necessay changes in financirl 
systems before September 30, 1995, (2) I l&k of mined recounting personnel and 
equipment, mnd (3) a need for time to develop or modify appropriate cost recounting 
methodologies and systems and develop management awareness and support. 
Respondents suggested implementation dates ranging from one to five yern after the 
fiscal year 19% drte given in the exposure draft. . 

266. The Board recognized the validity of the concerns of many respondents om 
funding, tr+ng, and development of costing activities. However, it also rucoguiza# 
that federal agencies must be able to develop cost information very soon to meet the 
r~guiremettts of the GPRA. it also noted that reporting entities do not have to ~osn+u 
eophisticated cost accounting systems to meet the quirements in these stat&r&. 
Federal agencies can t&e a graduel approach to the development of cost ystems, if’ 
necesay, while developing basic costinfonnation through other means in the short 
teml. 
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1 267. ” Nedd~~, the Board rgrrid that @e iiaplementation date in he CX~OSUE 
1 draft mm? be a problem for r~ny f&e&l rgenkics iinoe cost accounting ia relatively 
1 new to most of them fld t+e recommended implementation date is vey near. The 

B&d d+iiled, ‘tbncfore; to delay the im@nenu&a date by one rdditional year and - 
j :, mmke the itmda$is effective for jxiioda @in&g her 8eptember 30.19%. with ; 

earlier ip~plementatioa encouraged. 

GLOSSARY 

268. Early on ia tlk develqpment of * mrargerirl cost rcmtthg projeek the 
. ‘u1[ ‘foree4+tcfilinec! t+t many ‘&blee cm m@ ia cou •COUD~@ from the’utc 

of:itliilu * to mcin dpk+nt thin@ It c&a&d thBt the we of 00Mistent oost 
. ti~.-~tcririidolw ir &A$.& l void wrn md 

mhcomtnuaicrtioa. 
l@ihe.,it r$+mmdd tImi tha Board rtt@i r”glossuy to the exposure draft 
which Triid +fi# many Of tbe:c+t r+q~~w t&k used. ,; ” 
269. ’ : ‘& $vrd iped with .,tl& ‘&otn&i$t&. It also decided that the 
erLblishrn@t of unifonh cost rccountiti~’ termihologY tithin the federal government is 
ao important t&t the glossay should contain not only deftitions for terms used in the 
sutement. but also defiaitions~for other irnpo+ cost rcc~unting termr even if those 
tams are not wed directly in the text of the statement. This glotiy would serve u 
tb8 beginning of a uniform and c+@ent, cost accounting terminology for we within 
qe f&t gokklmellt. 

If70. . Foyyetits were received from only oni, ,+mdent to the exposure ‘draft 
coasemq tlG’gli+ty. That:&pondn;t did n&t sugeea changing my of the * 
ddhiti& prot+kk$ in the glo&y, but only suggeqkd some ,rdditions. The Board 
deoidd ihrt ~~gior~fy is suffkient k the ‘iike king md should be rethed in the 
fml rtrtcmcnt l rd’~qpendix. However, it~&ti~d&ided that it may issue ,rdditionr to 
fk 8lO~Y l t l lrter date l yre federal agencies pin experience in the 
developmeat ‘Of cost infonnrtion, and as the need for rdditional standard definition 
beeames rppqrent. 

. 

1 
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-‘\- . 
Interpretation (No. 2, Accounting for Tmaswy Judgment Fund 

I . ..“’ rmnsactions 
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Affected by: 

No other statements. 

SFFAS No. 7, paragraph 36(b) creates an exception to the 
general principles for losses on contracts for goods made to 
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SFFAS No. 8, paragraphs 116 & 117 defer consideration of 
social insurance issues until additional research is conducted; a 
depwre from the intent expressed in paragraphs 6, 104 and 105 
of this Statement. 
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I This StatFment defines “liability” as a probable future outflow or other sacrifice of 
resources 8s a resuli of pa& transactions or events.’ This Statement establishes accounting 
stkdards for liabilities of the federal govemment.not covered in Statement of Federal 

T-7 >1.. 2 
Financial Accounting Standards Number 1, Accounting for Selected Assets and Liabilities, 
Statement of Federal Financial Accounting Standards Number 2, Accounting for Direct Luans 
a&h Guamntees. and Statement of Federal +ukal Accoknting Stand&k Number 6, 
Account+tg for ~tvpe~, Plant, and Equipment. 

‘C5s Stateiknt defines the recogrkon points for liabilities associated with different 
types of events and transactiom~ 

! 

,i 

,’ 
. A liability arisjng ‘from reciprocal or Texchange” transaGtions (i.e., transactions in 

,+Gch e@ pqtyto the transaktidn sacrifices value ,cmd receives value in return) 
should be recqnized when one party receives goods or services in retwn for a 
promise to provide money or other resourcks in the future (e.g., a federal employee 
performs services in exchange for compensation). 

,’ 
. A liability arising frpm. nohriciprocal transfers or “nonexchange” transactions (i.e., 

transa&ons in which one party to the transaction receives value without directly 
giving or promising value in return, such ,v grmt and certain entitlement programs) 
should be reco$lized for any unpaid amounts due as of the reporting date. The 
liability includes amounts due from the federal entity to pay fo;r benefits, goods, or 
setice? provided under the terms of the .program, as of the federal entity’s ,repoting .-y. 
date, whether or no! such amounts have been reported to the federal entity (e.g., 

-.. 

estimated Medicaid~payments due to health prwiders for sew&that has been 4. 
rendered and that will be financed by the federaLentity but have not yet been reported 
to the federal entity) . 

c 
. Government-related events are nontransaction-based events that involve interaction 

between federal entities and their environment., The event may be beyond the control 

I Liabilities’ recognized recording to the sten&r& in this Statement include both liabilities covered by 
budgetuy resouroes end liabilities not covered by budgetary resources. Liabilities covered by budgetuy 
resources l re lirbilitics incumd that will be covered by rvrilrbk budgetary resources encompessing no1 only 
new bodeet ruthority but rho other resources rvrilrbic to cover liabilities for epecified purposes in a given year. 
Liabilities not covered by weury resources include liabilities in&red for which revenues or other source; of 
funds necessary to pay the lirbiiities hive noI been auk rvrilrble through congkio~l rppropriationr or 
cuwcat urnio~r of the report@ entity. Notwithstanding an expecutioa that the rpproprirtions will be made, 
~hethcr t&y in fact till be UU& is completely et the discretion of the Congress. (Adapted from OMB Bulletin 
No. 9491, ‘Form and Content of Agency Financial Statements.‘) 

’ Goods or services mgy be provided under tthe terms of the prognm in the form of, for example, 
ooatractors providing 8 service for the government on the behali of tbe disaster relief kneficiaries. 
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; ,~&!JIrro,S, ‘,’ 

\ .., .‘; ,. 
” of the entity. A IiabiIjty is.recognized for a futirmoutflow of resources that rep& 

from a government-related event when the event occurs if the future outflow of 
resources is probable and measurable (see paragraphs 33 and 34 for the definitions of 
probable and measurable, ;espectively~,,o~,rs,,soon thereafter as it becomes probable 
and measurable. Events, such 9 a federal. entity accidentally causing damage ,to. 
private property, would create a liability when the event occurred, to the extent that 
existing law and policy made it probable that the federal government would pay .for 

., the-damage and to the extent that the amount of the payment could be estimated 
~ “’ reliably. Government-related events also include haxardous waste spills ~oh’federal 
k property caused by federal operations or accidents and catastrolihes that &ct 
; govemm&its*ed propew. .,.’ ,’ , 

I / ,; ‘; 
. ., Government-acknowiedged events are e&s that are of, finaiicial ~conse&tte:to~ the 

federal government because it chooses to respond to the.event. ‘A,liabil$ is” 
recognized for a future ~outflow of resour&~that rest& from i”gove@mnt~” ” 
acknowledged event when and to the extent ‘that the federal government formally 
acknowledges financial responsibility for .the event and a nonexchange:or exchange 
transaction has occurred. The liability for a nonexchange transaction should be 
recognized for any unpaid amounts due asvof the reporting date and the liability forthe 
an exchange transaction should be recognized when goods or services have been 
provided. The liability includes amounts due from the federal entity to pay for 

’ benefits, goods, or services provided under the terms .of the program, as of the federal . 
’ entity’s reporting date, whether or not such amounts have been reported to the federal )- 
‘,entity (Examples of government-acknowledged events include toxic waste damage 
“caused by nonfederal entities and damage from natural disasters). i I 
” 
In addition to discussing the general liability recognition principle, the Statement 
includes several specific federal liability accounting standards which are: 
contingencie% capital leases, Federal debt, pensions, other retirement benefits, and 
other postemployment benefits, and’insursnce and guarantee programs. 
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SCOPE 
:  

2. ‘fhi? S,qtement crticulrtes a general principle that should guide prrpmn of 
gelMa purpor fedeql ,fifuncirl,repor& It also pr$der more detailed guidrnar 
regarding iixbilities resulting irom def+ compensetion, ksumnce and guuan@a 
(cxcspt skial, iqsum~cc),.cerfain eqtitltim~ts. md certain other transactions. Ib 
St+ment l ddrcues lkiiitier not covered inStatement of Federal Financial - 
Acmtn~ Stm+ds (&AS) Number 1, Accaunkg for Selected Aueu and 
kbiltfiq l pd in Staeent of Federal Financiel Accautting Sundub Number 2, 
Accounting fa,Dinct Loqu and en Guamntees. 

Strtqng$ Numbqr* I. l p4;2. Tha’.+ftiti~n. @me&t@ stated definition of l m 
in ,#TAS Nyher I, ‘T@p)#a~ent, $rtrblish~~ ~,~ounting for liabilities sot kered 
ip SWAS No. 1 .end 2. .~+qnent Numbeql @&see only tboee aelected li&liti~ 
tha+Wnely~,requ in.~~l,.opentiqns +d UC +e. with@ (I fiscal .year. l’lte 
licbili&cs covered in Stateme& &nber 1 l & accounts peyrble. i&rest pey&ble. &d 
other current liabilities, such as rccrued s&i&s, r&d entitlement benefits pay&k. 
and unearned revenue.’ ,: 

4: Statement Number 2 rddrerses liabilities ‘s&ificrlly arising from direct Iowa 
and loen guqrrnteer. Ltin guarantees are “my g~rentee. insurance, or oth& pkdge 
with respect to the payment of all or pen of the principal or interest on any debt 
obligation of l nonfldenl borrower to e nonfederal leader, but they do not include dw 

.’ insurance of deposits, shres. or other withdrawrble accounts in finrncial 
iMtitUtiOM.m’o 

5. The generd conceptuel~defmition of ‘liability underlying this Stateate@ is 
rimilrr in some respects to that articulated by the Finencirl Accounting Stand&s 
Boerd (FASB) but the FASAB ma& ‘certain modificrtions to the private sector 
concept to apply it within the federal context. Also, as is explained in. the Basis for 
Conclusions. the specific standards dealing with pensions, other retirement benefm 
and postemployment benefits differ from those the FASB has published. 

6. This Statement requires cettain disclosures about existing lirbilities. The 
Stetement. however, does not fully address infonnr&on about stewardship 
responsibilities. including social insurance,” relmd to future firuncial l-epo&g 
periods.~mmavbe~ins~stc w w . 

w Inforruatlon about projected futuk outflows is vital to 
nuking informed decisions about public policies, including the level’of benefits 

’ Adapted from Statement of Federal Fituncial Accounting ‘Standards (SFFAS) Number 1, Ah-W 
Selected Assets and Liabilities (March 30, 1993). par. 96. 

H OMB Char No. A-l 1 es cited in Statement of Federal Financirl Accounting Standude N\lmkr f 
Acrounringfa Direct Laans and Loan Gwmnterr (August 23, 1993). p. 46. ., :. ,. . 

” Stewardship responsibilities ite fur&et discussed in S~ppikmrntmy Stewonkrhip Repa&tg. 
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.roc, ‘,. 

SFFAS lvb. 5 ‘. ., 

4 promised under current IIIW and the level of revenues/premiums required to &id& 

1 the liability (if my). 
I 

.7: I The recognition 6f social insurance P;rogruns’* presented the Board with 
nignificint theorctidrl and practice1 problems. The’ exposure process for the drafi 
liability standud @oughI for$ strongly held p~iitions about Fir1 insumnce. Upon 
reconsidentiori of the is&r the Bqrrd concluded .th&t, regardless of the technical 
mcritt of the ergumeo! concera@ the nihue of ‘$ocial insurance programs, ,it was 
questi&ble whether l dequete inf&nation’ cdncerning so&r1 insurance could be 

‘- ‘pwtnled’,byJ= n$ofa-~single;$oint+tiaie, numb&~ r:Belence S&t. *‘lbs’Boud 
modif;ed thcdmfl standard w) it would reqGre’s&enl .meesurer of eociel iaurace 

I to he pettot@. The @erd decided thet,‘given the rnsitivity end magnitude of saciel 
‘. ,. 

I 
/ 

inimnw. thc’niw Propose1 ahotild receive rdditionel ekposure to allow users to 
review it iad,&nment. ?$e Bbqd’felt thai the’&&& end rlterartives had not yet 
been prescnt&d ‘to thk user eomamnity in sufficiin~ d&d. Hence, the discussion of 
roc~f.~M,~ h kth;ln wn from th& lhbilit$ ,stenderd end presented in the 

: Sup&~in~ot$ Stewardship ,&wink Expoiti &aft‘ ‘(For more details rie the Besir ’ 
for Conclusions). . : 

.’ .Y”’ 

Pengraphs 8- 18 omitted. 

’ ‘i 

“ Social insurance programs are income transfer pr~gnms finrnced by compulsory earmarked taxes ad in 
certain cases else include generel rev&es of the federal government. 
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19.. A liabi,lity for federal l ccounting mses is l probable future @flow or 
0th +c-iifici of rciotii ri e ‘ksuli of #st transactions or events. G-1 purpore 

. f&l ftinciel re#&ts should recogpixc“ procirblc end memumble &mm ottMows of 
othkwtil!;cdr 0f~r&r&. arising ‘6 (1) gst +qe mnuctionr, (3) 
goWmuwtit-relrted~s~~;mti, (3) gbvernnicat-edkaowledged events, or (4)‘aonexcbmgrr 

,.:i; imnsectiops that, l ckkiing to eur+t lew mitd &itible policy, q unpaid uaoknts 
~rsof~rrpo~&~y:~ ,* /’ 

‘, ,qc :: 2. ,j ._ ,; ;,:“.” .’ ,, ,I 
EVENTS ~~~TRANSACtl”IONS ,: : :I ., ., ,I / 

‘. 
20. The existence of e hst even! (which incliidis tmsactions) is essential fa 
liebility mcognitioa. An ivent,if f beppen$p of f~iel,consequence to en qttiq.! 
‘An event iney be l iat,@l’-event t&t +tirs +l+p’+ entie, such es bmsfopttiq 
NW lW&iils. into ,’ prodkt. Ap ‘&&izui ilro be eq ,~Xterrirl event that involves 
inthmdtieh bktween’rii titiy l d~‘i~‘&ir&meni~ &oh+ I trensmti,on with mother 
eatity, an act ,of netwe. I thkft, vexid&i, ti inj&y ceiled by negligence. or ui 
rccident.- 

,21. ; As the term is us&in tliis StrtCment. l triiitiction involves the transfer of 
eotttethiti~ Of velti . Trxdirctids t&y & eith& &&n*e trsnsactioas or 
nonexchange t~nssctioti~ the didi&tioti b&i&n eichge end nonexchuge 
tmnsactionr is impoftent in +erminiq th+e pint of li+iiity recognition ia federal 
l lNouit~. ../ ., .- 

I ,,.” ‘1 
22. An tidumgk tmlldttiin wisei *hen ~Ch’pmy to the lrmswtion u*iMs 
nlus rti icceivcs velue in &urn. 7kke is 8 two;wiy flow of resources or of 
pomiscs to piotids resources. la an exohuige mitssotioo; s liability is reco@ixed 
whm ofk party Mceiiws good, or .mvices ‘in retry for i promise to provide mosey or 
other resotmes in the wire.” 

23. An exemple of m exchsnge trsnssction occun whea s fedenl employee 
perfonm sewices in exchange for compensation. The compensstion iacludes c-t 

” Rwognition meras reporting s dollar uaouat on the fscs of the beric finracirl stetemeats . 

“This dowmeat uses the term kmexchqe tmnsmion” in 
tnnsfer.’ 

I way similar to FASB’s ‘~1 
That k it implies l One-wry flow ‘of moourcc~. servicer, or pm&es betwten two pmiee. 

7r8asscti~ttm ia th phrase ‘aoaexchsnge transaction’ does aot include reclsssification, closiag, aad eimilar 
‘iatUad’ CLltricI to the l countiag recordr, ihough she rceountnats use the ierm ia tht broader seam. 
‘Robdh’ mean more likely than not. ‘Meuumble’ means reesoorbly estiauble. 

* ‘~~“isdefrocdu~thiagofimporrrnoe or significsnoe. ; 

3?letmy .matNots where goods raid . . services hve qlot been recei~ .-. -t mriedv recmmxd es 
lidities ia fbacid Mcoun~ &ho* they em $paemlly reco#nk- -- --_._ 
bt@etmyrccouaciq. 

_ 
- -  I -  ““1 ~~-------, -__- 

- - -  -  

ted a.~ obligrtionr in ttovsnm#otr) 
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., 4.2 
SFFAS NO. 5 

achy end future retirement benefits. An exchen8e truuection occurs b&eurs both 
pettier (the employee end the employer) receive end secrificc v&e. The expeaee ie 
recognized in the period that the exchen8e occur. The ~mpeneeti~ liebility 
includes unpeid e&y emounts euned end the cost of hrture rrtirrmcnt beaefits 
misted to cut+& period rrvicer. 

24. A ~e~exdmoge tmmetieo srjses when one puty to e trensection receives 
yiue withlt dim&y gjivilq or promiring velue in return. There is l one-wry flow 
of reeourc@s or promiser. For feden1 aotiexchnge tr+uections, l liability ,&ould be 
feW@zedfor,eay tmpeidBmouate,dtKi~~.0f.t& xepo&t(.dete... Thie itLeludee 
amounts due from the.federel entity to pry for beaefite. goods. or aervice?‘provided 
uhler-thccermroftbcpognm.uof~f~lenticy’s~&tc.~~oroot 
such smowiu hve bee0 mpotted to the fedem entity (for exemplc. cetimeted 
Mediceid peymeats due to he&h prpvideq:fot eerviee Uut hes been mndemd end that 
will be fiaeoced by the fedeml entity but heve not yet been mported to the ftdenl 
eotily). 

b 25. Many piqt 8nd +in entitlement proguns em aonexchqe truueetione. 
When t& fed@ goye~eat cme@s eo entitlement program or gives l gnnt to etete 
Ot iOUi 89V ernmei?. the ptpvi8ion of the peyiaents i8 detelmined by federel lew 
mther than ‘throw an cxchqe uulnction. 

26. An eveot ie defined es e heppening of fuuncirl coaaequeace to en entity. For 
fe&el finrociei report& some events mey be other then trensection heed end ther 
eveou msy be cleesified ia ODC ,of two cltc@OtiS: ,( 1) 8OWmmat-t’CiStUd event# or (2) 
~OVMll&ttt4CkBOWkd@d eVeat& 

27. ti~erameht-related eveatr l re nontmnaeotioa-based events thst involve 
interection between 3he federal 8overnment end its environment. The event mey be 
beyoad the control of the fedemi entity. : In gcrrml, l liebility is recognized in 
connection with 8overament$eleted event8 on the seme basis es thor thet l riee in 
exchen@e 4raaenctioas. Events. euch es l federal entiv. rccidentrily ceusin8 dutuge to 
priveti property, would cmete l iiebility when the event occurnd, to the extent that 
exist@ lew end policy me& it probeble that the federel government would pey for 
the demeger and to the extent thet the emount of the peyment could be estimeted 
reliebly? 

28. Govemmentnlrted events include: 

-Goodsorsfmicu rosy be provided u&r the tentu of the pfognm in the form of,. for example. 
wntf8ctor8 providing 8 service for the 80 verament on the behelf of the diauter relief bewficiaries. 

” The vast majority of cl&w rgrinet the U#ed Stetea Go vcrnmmt S&XUUt@ from tOttiOUS 80-t 

cooduct em l djudhted umbr the Fedeml Ton Cleirm Aet (FTC& which provides for both admhismtive and 
jUdiGirl reeoiution. . . Administrative l werde under the estebliehed threshold UC peid from l 8eacy l ppropWione. 
Admwtmtive warda in ixceu of the eetebli&d threehold M pid from the judgment l pprop&ioa Court 
judpwnts cod compromia uttiements by the Depumcnt of Justice ue peid fkom the ju@ent l ppropxietion 
re8udl~ofemounL ThieAetmeuuthe~foreefui0ypr~ofewnteitisaot ~fOltht~O~tt0 

rckaowled@ financial mspensibility qemtely for eech individuel event ee is tk ceee fat events described in 
pem#lmph 30. ‘- 
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~,'.. 'h;;,; ., 

': Qpjp;A&J~~ 5, 
. ,, 

(l’) clernup’fiom fedeml operetions rejrilting in hrurdous Weste thlt.W 

,fedcirl go~eTnJ!lent is reed by. stetutes ‘mdlor mguhtio~, t&t UC ia 
Cffeit is of the Bilence Sheet dste, to clean up (i.e.. remove, coltmi% QI 

: dispor otp 
I 

(3) oiher ckmaie to fedmi property ceused by such ,frctors es federA 
operations or netuml f0mes.u .,. ,, 

29. Govetatnent-relited events resultiq in I liebility should k reco8&zed is dte 
period the event 6ccim ‘if the ft~tum outflow or o&r se&ice of resources is pobrMc 

., <,;, : l &,,t& ~]~~]iiy .& k ‘mj or l $ && fh&ifter & it times pow ‘4. 
mble. 

‘., ;, : 
I. .:, ., 

30. ,b GoWn~ea+&cnowkdpd cv$titi ri&i&e nontmnssotion-ksed even& lbrt 
‘@re off-is1 dotisequeace to the fedeml~8ov&t&t kcruie it chooses to &pond 
td tkkyeitt.::‘~‘fhe fedeml 8ovenxnent ks bro~d?es&sibility to-provide for tk 
public’s get&l welfare. The fedeml govetatikt’iks esteblished progntns to f%$i * 
getty’ of the geneml needs of the public end often l ssutnes responsibilities fai which i8 
has no prior legal obligation. 

31. Cottsequently, cosp fkotn ytty evytts, such ss toxic waste damage caused by .c., noafedeml +tier end. natural diirst+; msy ultimetely koome the nsponsibili~ of 
~:&&&‘&8OV~ t. But- these Gosts ,do not meet the deftition of s ‘liebibty 

‘f,’ 
UtI~l;Md to tk’oXUXIt th& the 8Ove&Icnt fOrtt&ly rckowled8es frnrnGir1 
tqtoaeibility far the cost from the ‘event and an eicknge or nonexchstge umts&ou :c 

:.,;i has dccurred. In other word& ‘the fed&l entity should reoo8nixe the liebiky end 
._ expense when both of the following two criteris kve been met (1) the Coqress ks 

epproprirted or ruthorixed (i.e., throtqh ruthotiution iegislrtion) resources end (2) en 
cxchqe ours (e.g., wheo I contmctot performs repairs) or nonexohqe 8tnotmts 
UC unpeid es of the reporting dste (e.8.. direct psyments to di,aster victims). 
whickver rpplies. 

(2) l ccidentel dukge to noafedeml properry ce,used by federeI B 
lnd 

32. fhe following exrmple illustrates the lirbility recognition of 8oventment- 
l cltnowled8ed events. A tome& dsmsges s U.S. town end the Coqress rppm@rtu 
funds in responss to the disester. This event is of fin&is1 coasequeaee to the fti 
goventment kceuse the fedeml government chooses to provide divster relief to the 
town. Tmnuotions resulting from this rppropriition, including disester lorpr, outrigk 
grants to individuals, snd work perfotmed by contrectots psid by the fedemS eutitiq _ 
am rcqniud u exchange or nonexchutge tmnsections. In the eke of exchnge 
tmns~ctions, atttounu psyrble for goods end setices provided to fetnl entities M 
mcogtttixed wkn the goods em delivered or the work is done.. In the csse of 

--Y 
(i ‘I 

a See SFFAS NO. 6, Accounring for Propew, Plant. and Equipknr for l deWed diroussiotr of ~kmtup ‘ 

pTk lubjects of vnluiq 
. .,( 

kse U and of musutin8 ssset’ itnpeirments-thus 
f@COpbd-ue bsyd the acope of this Sutetueat, 

meGinS ‘the loss k be 
See SFFAS No. 6, Accounting /a Propqty, PW and 

Eguipmm for e discussion 0x1 the impeinnent or loss of federal property. 
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SI’fASN0.S 

(. ,. i 
I 
/ nonexchuqe, tmnsectioas, l liability thouid be recolplized for my unpaid unouaU dire 

u of the report& date. The Jiabiiity ia&des amounts due from the federal entity to 
I py. for benefiir. good& 01 services prov#ed Under the terms of the prbpnl, u of the 

fedcnl entity’s reporting date, whether or not such emouats have been reported to the 
federal entity. 

“) < , 1 

.: 

PROBABLE FUTURE OUTFLOW,OR 
OTHER SACRIFICE OF RESOURCES 

33. ‘Rohble~ refers to t&t which can reasooxbly be expected or ia believed to 
he mom hkely than not ,oa the basis of rvailrble evidence or logic. The prokbility of 
8 Iittum outflow or ot& 88G&8 of rcsoumes b ureaed 00 the basis of outTeat feet8 
d d.fqmtw T+8s qtrlglt facts and &c lBmsmcuinclutktkl8wtlut 
pwidU &t!fi~ WltbOtity for feden Ctttity Optt’8tiOtU Utd spkCifiC bud8et ‘Wthoricy to 
,fund programs. -If budget ruthor@ has not, yet bee0 provided a fiahxe outBow or 
other *rjfm of resources might still meet the probebility teri if (1) it direct@ feletes 
+ ongoing entity opemtiou ud (2) it .is ta ,type for which budget ruthofity is rou- 
,.ti&y ~pvid#. lkrefore, t& deftition;appiies both to liabilitiet covered by 
~@aty resoumes mad to liabilities not coVered‘ by bud8euy resour~es.~ 

‘. 
h&whABILrrY 

34. ,,Ywbility’.means that en item hes l relevant rttribute that cxa be 
quetttified in moaetay units with.sutIicient reliability. to be reasonably estimable. 
Liabilities repotted in the fiaraeial report uemeuured by different attributes specified 
by variotis qcouatirq standards. Several different ~musurctnent rttxibutes are used for 
diffmnt itee in present practice~(e.g.~ fiir market value, current cost, prernt value, 
Cxpected v&e, settlekent vrlue.>md.histoti~~ cost); ‘. 

. 

See Swemett~ of Federal Financial Accoutttiq Sunduds Number 1, Ac&unrin~ /a Sdscud Assets and 
Liabhes, &l&h 30. 1993). app. A. per. 95. 

v01uate 1:versi0n 1.0 
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33. A contingency is m existing cqndition. situati?p, or &t of circumstances 
in<ol&ng uncehinty AS ‘to po&iblc gain or l&s to an entity. The uucertainty wiIl 
ultimatqly be resolved when one or more future events occur or fail to occur. 
Resolution af ,che uncertainty may’ confirm I gain (i.e., acquisition of an asset or 
reduction of I IirbiliQ) or r’loss (i.e., loss or irquirment of an asset or t&e incrtrrcapw 
of a liability).” 

. . 

.sk.. p? Stat$rnent does ;&t d&l with- grip contingencies or mersummeat of 
4. ,A contingencies *! involve im+&ent .of nqthancirl assets. When I loss 

c&ti#rii (i.e., c?$ngent i~t$lity) exi+. ihe likelihood .&at the funye event Q 
L ev&tU~will confii the !oss or‘&6 inc&ence of I liability can’ range from proaMt lo 

remote. The proba@lity clrssifica~~ons are as follows: ‘. 
,r 

l i&dle: The fthrc ~o&rinih~ event or events are more likely tbaa wt 
‘0 *y. II ._ 

, ., /’ 
l &&bl;. $o&&: ‘The &a&e of de futuie confii event or cvrpu 
occuming ii mo& than ‘Amye but less than probble. 

‘. 
. ’ Re&e: The chance of the future event or even& occurring is slight. 

37. The following arc some examples of loss contingencies: 
. 

. collectibility of receivables, 

f 

‘3 

l pending or threatened litigrtion,~ and 
. possible claims and assessments. 

Y 

c 

U Contingencies are diffmnt from ~subsequent events’ as used in $e rccountiilg/audit lim. 
Subquht ev+s are events .dr tmnhioits that &cur subsequent ti ‘& Balance &et. date, .b;;, p&-b the 

... ‘usuance (, of * fmndirl*~.ti ,-~‘~~~; ‘r;6;6~ tii”hiiire’ ., iiiiiii&,‘e*~t 06’ihi’f.~.” 

rod therefore require adjustment or disclosure in the statements. 

(, Volume 1. Vtion 1 .O 
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CRITERIA FOR RECOGNITION / 
OF A CONTINGENT LIABILITY / I 
3%. A contingent liability ‘should be recognized when all of these three conditions 
Am ulet:w 

l A post event or exchange trausaotion has occutved (e.g., a federal entity 
has brcbed A contrA0t with l nonfederAl entity).n 

l A f’utukoutfIow or Other sacrifice of resources is probsble (e.ft.. the 
nonfederAl entitfhfs filed A legal olaim rpiust 8 federal entity for breach of 

‘, cotJtmct ind tbs fedem entity’s uuns#euteut believes tk claim is more likely 
thutuottobs#ttledinfrvorofthe~~t). 

l The future ‘outflow or sacrifk of resources is ~usumble (e.8.. the 
federal .cntity!s .tuuugement detetmiues~ au estimated settlemeut amount). 

39. The estimated liebility tusy be l specific rtuouut or a nnge of uuouttts. If 
some amount within the sqe is a better estimate than any other uuouut w&iii the 
qe, th8t amount is nco@ikd. If 110 rrnount ‘within the rsnge is a better estimate 
thw my other unoun~ the minimum’unount in the im8e is recof@zed and the mqe 
and r description of the usttue of the contingency should bs disclosed. 

CRITERIA FOR’ DISCLOSURE OF 
A CONTINWNT LIAB’LITY 

40. A contingent liability should be dissiosed if my of the coaditious for liability 
recognition are not met uid there is at Iesst a rersonsblc possibility tht a loss or au 
sddition~l loss mry hwe been incurred. ‘Disclosure’ in this context refers to 
reporting information in notes regarded as an integral put of, the bssic fumcirl 
statements. 

y The unit of AMlySiS for estimating liabilities can vq recording to the reporting entity And the n8tut-e of 
the trsnsaction or event. The liability recognized my be the estitustion of an individual transaction or emu; or 
A group of transscuons And events., For ex~tuple, SFFAS Number 2, ‘applies to dimt loans and loan guamutees 
on A group bASiS, such as A. cohott or A iisk categoy Of ~WU And lout gumrautees. Pmeut vrlue AAAouD~@ 
does not rppiy to direct lorns or loan gusnnteu on an individusl basis. except for A direct loau or loan 
guAmntee that constitutu 8 cohort or A risk utegoty.‘~ Statemeut of Federul Fiuaucial Accouuting Staududs 
Number 2, Aceomting /a Direct Lama and Luau Guammees. par. 21. See the stendud on imumnce end 
Gimmntees in this document for A description of incumd but not reported (IBNR) clrim. 

Qlthecarofgo venunentrckuowledged events @itq rise to nonexchnge or exchsnge truts@ous, 
them must be A formal rcceptance of fmmcial mpousibility by the federal govemnent, u when the Coqmss 
WAS qpropi~ted or l uthoriud (i.e., through ruthorisation legiskiou) resources. Ftmkrmosu, ex&uqe 
*cgonr *t ai+ @om 
does ut proded. 

,p CttU+tt~4OkttOWia&d evqtts would be ruco&& U A &t$jty m$cn #XdA or 
For ~xchnge tmnssctioru, a ii~bility would then be resow At the point the 

unpaid unottat is due. Therefore. 8OV etnment4cknowI*ed events do not meat the criteria newssAty to be 
recognized AS A GOntiXtgeItt hrbihty. 

vohtms I, version 1.0 
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41. 

,‘. ‘., 
bdmare should include the nature of the contihgen~y and an ebtimrie if the 

possible liability, an estimate of the mnge of the possible liability, or a statement that 
Rich an mitnate cannot be nude. 

: 
42. IO soms cases,~eoatingeacies mey be identified but the degree of uncertaitt~ 
is ao great that no reporting (i.e.. recognition or disclosure) is necessary in the gemal 
purposa fe+eml fiiial reports. Specifically, contingencies classified as remote aced 
wt ba teportd’in geflqd purpose feden! finrncial tkports, though law may fequife 
suoh disclosums in special putpose feporu. If information about remote contingencies 

.’ or related to remote eoatingettcier is included in general pk$or federal fmial 
mports (e.g., the tot81 face amount of . msumnce and guamtees in force). it should be 
Irbcied in such a wry to avoid the misleading inference that there is more thao a 
mwt8 ch8nw of 8 I6ss of that amount, 

: 

,’ 

~Volutne I, Version 1.0 
February 28, 1997 



CAPITAL LEASES 

1 
43. CaphI kaaea arc leases that transfer substantially all the benefits and risks of 
ownership to the lessee. If, at its inception, a, lease meets one or more of the 
following four criteria, the lease should be classified as a capital lease by the lessee: ) 

. Tk lease transfers ownership of the property to the lessee by the end of 
thelearterm. 

l .The lease contaioa -80 option to purchase: the leased property at a bar@ 
price. 

’ 
l The lease teno is equal to or greater than 75 percent of the estimated 
ecooOmic life of the leased property. 

F The present value of rental and other minimum lease payments, excludii 
that portion of the payments representing executory cost. equals or exceeds 90 
percent of the fair value of the leased property. 

‘The last two criteria are not applicable when the beginning of the lease term 
falls within the last 25 pekent of the total estimated’economic life of the leased 
propetty. If a lease does not meet at least one of the above criteria it should be 
classified as an operating lease. 

44. The amount to be recorded by the lessee. as a liability under a capital lease is 
the present value of the rental and other minimum lease paymenu during the lease 
term, exsluding that potion of the payments representing executory cost to be paid by 
the l~ssor.~ However, if the amount so determined exceeds the fair value of the 
leased .property at the inception of the lease, the amount recorded as the liability 
should.& the .fair value. If the portion of the .minimtim lease payments representing 
executoty cost is not determinable from the lease provisions, the amount should be 

. estimated. 

45. The discount rate to be used in determining the present value of the minimum 
lease payments ordinarily would be the lessee’s incremental borrowing rate unless (I) 
it is practicable for the lessee to learn the implicit rate computed by the lessor and (2) 
the implicit rate computed by the lessor is less than the lessee’s incremental borrowing 
mtc. If both these conditions are met, the lessee shall use the implicit mte. The 
leasee’s incremental borrowing mte shall be the Treasury borrowrng rate for securities 
of similar maturity to the term of the lease. 

a ‘The COG Of getten property. plaot, and equipment acquired under a capital lease shall be equal to the 
uttOMt mc0-d u a liability for the capital lease at its inception. See SFFAS No. 6, Accounting for 
Property, Plant, and Equipbent. 

v01ttme I, version 1.0 
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46. &ring the lease tern, eech minimum leree pqment should be &a&ad 
between I red&ion of the obligation end interest expense so es to produoc l m 
periodic rate of interest on the mnaiaiqg belrnoe of the lirbjiity.” 

: , 

: 

. 

b OMB Cirwhr No. A-l 1, Vrepmtioa end’ Submission of Annual BudSet Estimatea,’ oxpikm ths 
amsmmmt of budgtet rutknity, outlays, and debt for the by&et in the out of lm-*USW and 0tbe.r 
cqi!~l bes. Cimuhr A-94, ‘Guidelines aad Disiount Rater for B&fit-Cost iidysis’bf Fodd Rqmms,* 
~~mquimncntruMkrwhiGb~l~~hrorothaapiullcrrhrtokj~~~~ 
lorlyticrl methods that. need to be followad. 

VOhlal~ I. v,ersion 1.0 
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FEDERAL DEBT AND RELATED 
INTEREST COST ‘I 

: 
/ 47. This standard appks to all securities or other debt instruments issued by the 

U.S. Treasury or other federal agencies. It encompasses debt issued to the public and 7 J 
debt issued to federal accounts by other federal accounts.‘@ 

48. Accdnting for the federal debt should identify the amount of the o~~rding . 
debt liability of the federal govemtnent at any given time and the related interest oost 
for each accounting period. Thir entails valuing securities initially..at their sales pries 
or proceeds, ultimately at the amount paid to the holder at maturity, and in the 
intetvening period in a way that ‘fairly expresses the federal government’s liability. 

.’ 

ACCOUNTING FOR FEDERAL DEBT SECURITIES” 

49. ~Federaldebtsecurities fall~into two,major categories for~accountittgpwposea: 
’ fmed value securities and variable value securities. 

lrixed Value securltks 

50. Fixed value securities have a known maturity or redemption value at the time 
of issue. These securities should be valued at their original face (par) value net of any 
tmamortixed discount or premium. Securities sold at face (par) have no discount or 
premium and should be valued at face (par). Se&rities sold at a discount will 
increase in value between sale and maturity; securities iold at a premium will dcmuc 
in value. &nort&ation of the discount or premium may follow the straight line 
method or the interest method’r Either method is acceptable in the cases of 

l short-term securities that have a maturity of 1 year or less, and 

l longer-term securities ,for which the amoit of amortiution under the 
straight-line method would not be materially different from the l motmt of 
l ionization under the interest method. 

51. In all other cases, the .interest method for l mortising any discount or premium 
should be used. 

/ 
I Variabk Value Secwitks 
I 

52. Variable value securities have unknown redemption or maturity values at the 
time of iuut. Values of these securities can vary on the basis of regulation or 
specific language in the offering. These securities should bs originally ‘valued and 

4 

BThis includes but is not limited to debt issued by the U.S. Treasury to trust funds, agency borrowings 
from Treasury. and bust fund borrowings from other trust funds. 

” Figurn2listavariouscateg -,, , ories and examples of f-1 debt sacutitiea ’ _.,. . 

.‘F~~~~ti~~~c-,eof~intcnlsmrtbodof amonization, see Appendix B of SFFAS No. 
1. 

. 
v01tmte I, version 1.0 
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F’Ubdkdt)’ nwlued at their cumnt vduc. on the turir of the X'C@dhOlW or Offkt”b$ ” 
-“‘Be. 

RELATkD lyEREST COST 

,5x Tk nked ‘““ry iost of the federal debt include: “, . 

l the l ctued (promted) share of the aomikl ‘intern ittcumd duAq thq 
ucountingperi* 

4 

*. ’ 
‘<. 

* @tnoHi$iqP rmount8 of di8couat or premium for o&l r~uatill# 
‘period (baud oti the smite mtortiution method wed to l couttt fir tit& related 
debt dility) for fixed v&litc wouritier, and 

6 :. < ‘,. _, ., ; 
l the amount of Chatt~e in the oumnt value for the accotmtiq petiod for 

. . . * variable vrlti rcutities~ < 

RETREMENT PRIOR TO MATUlU7’Y 

54. “. ior those securities tiut &c retired prior to the inaturity date due to “a &ll 
feature of the mkrity, or b&use they ate eiigibk for redemption by the holder on: 
demand, the difference between the reacquisition price and the net cmyiq value of 
the extinguished tjebt should be recognized currently in the peti&, of the 
CXti@Sbmt as lower or pins. 

OLD CURRENCIES ISSUED BY THE FEDERAL GO’@NMENP 

55. Pttmmt to fedcrd law, old currcttcios iqswd by the federal govomwnt aad 
not yet rcdeemcd or written off are iokfied as a federal debt lirbilit$ at face value 
and do not bear my interest. 

u Old omencisr ~iaclude Nationrl md Feded Reme Bill Notea Old Detmtd Nom, Old Sexim 
V. utd dm oertifr~tu chuificd u public debt pumutt to 31 U.S.6 S119. 

vohtme r. ver8ion 1.0 
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FEDERALDEBTMSTRUMENTS FEDERALDEBTMSTRUMENTS . . . ..'Y. . . . ..'Y. . . : . . : " : s,. " : s,. :;. :;. 
I I 

DEBTCATEGORY~ SUBCATEGORY~ RE~~EEMABLE: ACCOUNTINGMETHOD : . . . . . . 
. . I I 

ubwymfuonbrrof 

.;y‘ .;y‘ 
FIGURE 2: VARIOUS CATEGbRIES AND EXAMPLES OF FEDEILiL DEBT SECURKIES” FIGURE 2: VARIOUS CATEGbRIES AND EXAMPLES OF FEDEILiL DEBT SECURKIES” ? ? 

i i 3 3 

y These tables UC intended to illustrate cumat practice only and ue aot’to be considered l uthotitative. 

volume I, Versjon 1.0 ,/ -x 
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FEDERAL DEBT INSTRUMENTS “’ 

DEBT CATECORI SUBCATECORI I 
is ‘, 7 , REDEEMABLE ACCOUNTING METHQI 
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.‘, 
PEl’bfONS, ~THhUtETI&&NTBEiVEFITS, 
ANDOTHERPOSTEMPLOYMENTBENEFITS 

rl 

56. Employet benefits of federal civilian and military personnel and vetem@ ,““B , !, 
in&de pensions and poatemployment and retirement benefits other than petho~. 
Fe&on plmt@ provide benefits upon retirement and may rlso provi&‘heitefitS for 
de&, disability, or other termination of employment before retirement. Pension pleats 
may also include knefits to survivors and dependents, and they may contain eerly 
retirement~or other special features. The actuarially detetmined liability end expense 
of the plan. including all its provisions, is part of the pension plan’s liability mad 
dxpense estimate. 

1 I 
57. In eddition to or in lieu of pension benefits, a babiliq for.postetnployntent 
d other retimment knefits nuy be incurred outside the pension plan. 

: Postemployment benefits other than pensions (OPEB) include l ll types of benefits 
‘ provided to former or inactive (but not retired) employees, their beneficiaries, end 
covered dependents.” Inactive emp y lo ees are those who are not currently renderlq 
services to their employers and who have not been terminated, but who are not 

. ‘elig;ible for l nunmedia,te annuity, including those temporarily laid off or disabled. 
OPEB in&de salary continuation, severance bytefits, cotmaeling and training, 
continuation of health cure or other benefits, and unemployment and workers’ 
compensation benefits peid by the employer entity.” 

58. ~~Retiremknt benefitsother~than pensions (ORB) are all forms of benefits to 
retirees or their beneficiaries provided outside the pension plan. Examples include 

hiif 

.lT _-, 
;I ‘, 

” Veterans’ compensation included in this category is a measurable program benefit that directly relates to a 
v~terds prior military service and is not the’ type of benefit included in general fund benefit prom. For 
cxunple, Compensatoy income Payments for injuries sustained in the line of duty (i.e., VA disability 
WmpetWion benefits) are employee benefits, while entitlement benefits (i.e., VA pension) are accounted for es 
general fund benefits., (Also see Appendix A: Basis for Conclusions.) 

y This sUndud eddresses ‘defioed benefit plans,’ which defme the future benefits that will be paid in terms 
of such factors es rge, yeers of service, or compettmtion. The amount of benefit depends on a nutnber of future 
events incoqxtrated in the plan’s benefit fotmula. 

n Specie1 tenninetion benefits (such as specially l uthorixed sepsration incentive progmms) are considered 
other postemployment benefits and should be recognized as such. 

m ‘fk tetms ‘employer entity’ end “rdministrative entity’ are used in this document to distiquish between 
entities that employ federal workers and thereby generate the employee costs, including pension co* end those 
tht UC mble for rmnrging end/or rccountitq for the Pension or the other employee plan. .For exuuple, 
entities that receive ‘seluies end expense. appropriations are employer entities, while the office of Pemonttel 
fiMgemCnt is an administrative entity because it administers the civilian retirement benefit plans. 

Vohnne 1, Version 1.0 
Februety 28, 1997 
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heelth end life insurance. &re&nt hulth cere benefits are the p&ry ORB 
expenie. They p+ent unique musuremettt pro-, ,-1 . . 

, 59:. Pension benefits, OPti. l d ORB sre exchsnge transsctiotu becsuse the 
employee perfork ‘i&vice iti, put to recqive, the defyted compenwion provided by 
the plrnr (such b: future pension l nd medi&i Cm he&its). For pension rod oUtor 
retirement benefits, the expense is reoognizcd, it the ,tittte the employees’ senkes uu 
tendered For OPRR, the expense is recognited rt the .time the &countsble event 
occurs. Any put of tlut cost unpeid et the end of the period is s liebility. 

60. .This St&ment is intended to specify the l ccottntiq objectives. With ru@ 
to dcn;ions and ORB, if estit+es, iv&q&, or ‘such devices can reduce the oost of 
applying this Strtcmcnr, their use is l pProptiete prckided the results do not, -to&y 

.<- differ from a deUi+d rpplicstiw of the *dud. 

i’ENSIONS, .- : 

61: Petwion benefits include rll retirement. diubility, snd survivor benefits 
ftnenced, through j perthion p&t., mcluding unfunded pension plsns. Federxl civilian 
5 militay employees rre ,oover+ primstily under the following three defined benefit 
Wtrc@ent ~1st: Civil, SM@ .Reiircmettt S$tiem (CSRS). Fe&n1 Employees 
Retiktpkrtt System (FERS). l nd M&y Retikment System (MRS). To the extau 
ibrt federsl employees ut covered by socid inkran~e prqratns (such u Social 

; ‘. 

+trity). the taxes $4 pay to the j&nm and *e benefits they will eveimdy 
teceiw ik to be recounted for on the seme besir used,to recount for other progtua 
per&pints. However, the psymenu to socirl inswutce plens that agencies must 
m+arc operating costs. Similuly. to the extent thst federal employees sm covered 
by defined cont&ttion plrns (i.e:. the Thrift Sevings ,Plut. which islike s 401(k) 
plsn), f&l peyments to the Pie rrerppeases, but the plrn itself is not covered . 
traderthis stmhdsjd. 

62. This Ststement estsblishes stsndards of socounting for pension expense utd 
releted pension lisbility for federal go~emment employers end rdtninistmtive l gcnoiea 

Aecountbq for the Pcnsloi Pig 

63. This section coven fed&xl pension ~18s. The entity t&t rdutiaistetu the plut 
(i.e.. the ‘uknistrstive entity’) should sccount for snd repon the plsn in rccordutce 
with this stsndsrd.” A subsequent section covers fedenl employer entities. 

as Itt addition to the requirements, of this rtmdsrd, which derls with &ten1 p&pose f-ix1 repor& 
fedcnl &US rrport Urnurlly pursusnt to P.L. 95-395, which crlls for ststements of net assets rveilrb3c far 
benefits, a statement of rccumulsted benefits, utd other ststements. 

Volume I, Version 1.0 
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/ 64. : Attribution Mcttkds-The “aggregate envy age normal” actuarial & 
1 method should be used to calculate the. pension cxjr&e, the liability for the 

! administrative entity fmncjal statements. and the expense for the employer entity 
! finrmiai statements. The l ggregw”entty age normal method is one under which the I,, 

l etttarial present value of projeited benefits is allocated on a level basis over the 
7 : 

, : 
&ar+gs or the servke of the .group between entry age and assumed exit ages; and it 
should be applied to pensionion the, basis of a lev61 percentage of earn+ . The 

. portion of this actuarial #resent value allocated to a valuation year is called the 

I ‘a&ma1 co+.’ The portion not provided for at a valuation date by the actuarial 
present value of future normal cost is called the ‘actuarial accrued. liability.“‘@ The 

/ I pIat+ however, may. use other ~actur*I’coat met@& if it explains why aggregate etttty 
I age ttoimal is not used and if the rest&s are not matkially different. 

/ 65. ,h&*ai-Tor fusi .t’& &ha .f6r *e thne primuy fedmI 

/ plans (CSRS. FERS, and MRS), the best available actuarial estimates of assumptions 
should he used to calculate the pensioo expense and liability. The selection of al1 
l ctuati! asstmrptions should he guided by A+tariaI Standards of Praetiee No. 4. 
Meast& l&kvr OUigqiiti. as revised from time to time by the Actuarial 
‘Stsndards, Board.” Akordingiy. h&l assumptions should be on the basis of the 
,actual experience of @ covkkd m*up. to the extcht ‘that credible experience data are 
l ~ilable. ,&t should emphaiti expected long-tetm future trends rather than give 
*ire wei&& to rcc$tt past exj~tience~ Although emphasis should be given to the 
combined cffkt of all assumptions, the reasonableness of each actuarial assumption 

/ should be ‘ektsidered independently on the basis of its own merits and iu.consistettcy 
with each other asynptioa 

66. ‘in add+ to complying with tke g&nce in the preceding paragraph; the 
interest rate assumption should be baski .on an estimated long-term investment yield 
for the ,plan, giving consideration to u%antre and the mix of cutrent and expected 
ph investments and the basis used to~detatmine -the actuarial value of assets; or if the 
plan is no1 being funded, other long-term qwumptions (for example, the long-tetm 
fed@ pvemtneat borrowing rate). TIM tmdcrlying inflation rate and the other 

__ 

economic assumptions should be consistent. The rate used to discount the pension 
obligation should be equal to the long-tern expected return on plan assets. 

67. The l dmintstrative emicy should disclore the assumptions used. 
Administrative entities am encovged to consult with .oae another to achieve the 
muimupl ~asbteaey among assumptions used for financial reports. Smaller federal 
l dmtnistrative ‘entities may ,employ the assumptions used by any of the three ptimary 
PLUU where appropriate or their own l ssumpuons. If they use assumptions that differ 

l 

a fiptcd fi?m Actyrid +t+ds of Practice No.4. hhsuring Pension Obkgotiorts (Jan. 1990). p. 3i. 

“Tbc huad ~~darda Board is a board within the American Academy of Actuaries that sets 
pmfesaional atdards of actuarial practice. 
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from all Of the &nary plans, 8 foo$ote should explain how ind, why the rss+ptiOnS 
differ from oal of thor glans. 

“.,‘,’ ” ; (’ , ,( ,, 
68. Aaseb sl&ld be reported separately from the pension liability rather than 
reporting only ? net l&bility. &sets of~fqdernl,pc~ion plans should be caked at 
tlt&ac@+ioo cost, adjusted fat ~knqt&atioo. if appkpriate. For investmeats in 
market-based l d marketable securities, the market value of the investment should be 
discloseda (I 

kd> 

,*;: ,, .: 69. Past Seniee Cost, Priar Ser+ Cost, and Actnmial G&w ood Lomts- 
5. : 1<1 :, ” Put sewice cortr result from ntrohive benefits -ted when a new plan ir initiated 

1 .: _ t, Prior service costs result fioty r+oactiye hmefits gnnted in a plan uncadawL A 
. 

i ” p& rtnmdmmt may also reduce ben&ts attributed to prior service. This results in (L 
: 

i ,.- 
h expkiaed ia the 

(“, ‘<’ 
pin ‘to the ex!en$Uu!, ptviou&,re~egnijzfl;tqefits are reduced. 
next pnez#t, thw+ountin@~ swh,grtqshquld I+. ~asiskat with l tiuatitq for 

! :: L, , retroactive k&it increars. ,&tuarial gains~~an~ losses~are changes in the balance of 
F;., the pension liability t@t result from (1) #viatiov be~w~m,actual experience and the 
: . (1 actuarial l ssutnptions used or (2) changes in actuarial assumptions. 
j -2 ,. ‘, ,.!;;;,.. 
/ ” 70. The l dtninistrative mtity should:&tognize ali’kst and prior servke costs (or 
/ ! 

gains) immediately, without ~agiza~oq &ilarly, the l .d&inismtive entity should 
i I recognize all l ctugial grins and losses .irkme&ately, &tout amortization. ‘. .’ 

71. Ak@ag by &e AdmiJai&hv~~&y- $6 administrative entity should 
:t bk‘: )$. , ,,... ~. account for l ad,rtpoti the pensioq lirbility in its fi~ncial report, using the aggregate 
P titry rge’nqtnal .actusrial metho@. I?te liability is the. rctuarial present value of sll 

future benefits, based on projected s&ties and total projected service, less the 
[? ’ ,,. , $ l ~ttkal prrsent value of h+re norms’ ?a$ contributions that would be mrde for and 
k, \’ 

5 

,,. j, .:. ,,I 

‘, 

by the rmploy~ rpl,der the, plan.. Frti.*ted s+ies should reflect an estimate of the 
1,. ,I r . I. 5 .hbzm ~ornpehuionJey@? o( the individual em~loyees~iavolved, including future 
g,< ‘. ” ,, . ,It,. q., .+,.. 
1 

chages dhhit@ to the gCnd price leVel,.podt&i~, mi~rity, promotion. md 
other factqs. ,, 

72. 7%~ administrative entity should repon a pension expense for the net of the 
followine components: ,, . 

. normal cost; 

l interest on the pension liability during the petiod, 

l prior (and past) smite cost from plan amendments (or the initiation of l 

sew plan) during thcperiod, if any; and 

., 

Q h SFFAS Number 1, Accounting fi Seleered ~sseu and Liabilities. 
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l rc*1 pins or  l&ses duriq u&e pai& if my. 

The individual compon,cnU should be disclosed. 

73. The administmtive entity should report revenue for the sum of amounts 
rw8iwd from the employer entity ww contributions from: 

l the employer entity * 

.Arl illu8tmtion of tbe l coua~ for the edministl8tive entity (end the 
employer’enti~) ie explhned in tlte followiq eection entitled ‘Aewnth@ 
IllUStS8tiOe’~ 

74. The feded employer entity should rwquize a @tsion expeaee ia its 
frniaeiel tep&t that equals the shce costa for its employees for the l ccounriag 
period, less the unouat contributed by the employees. if uty. The mt of the 
service cat should require the we of tbr pha’s’rcthel cost method end 
mskptiom ead’tberefore the fector to ,bs ~qplied by&e employer entities must be I 
provided-by the plea uxvor the adtaini~tive entity. 

75. The imployar entity’s peasion cxpeme should be beleased by: (a) l decrease 
to iis ‘fund kbce with Treuury’ for tlu uaount ‘of its contribution to the pension 
~pluLiCrnyirad’iftb;ii~s~w~e~the~N1ixpenw.by(b)ur~tom 
r6eount rcpmtnting ul intmgo venimeaMmputed fuuncing )(lltl~c entitled, for ) 
cx8tnpic, ‘imputed frnrncing - expenses peid by other eeencies.’ The letter rrprewnU 
the unount bein@ fti ditwtly tbugll the pertsion plank l lmihtmtive eativ: 

76. In specie1 instences when an employer entity is ho the edministretive entity. 
that is. when there is no separate pension plen (e.g.. the Coast Guard), the employer 

a The rdminidrxtive entity mey also receive fituacing from’ the 0-1 Fund to cover prior aewice or 0th 
cod for which conaibutiorts from employer eatiti~r UC sot provided. 

Volume I, vereioa 1.0 /” 
Fetwuuy 28, 1997 
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). : phll rird/or the 8dminiShthk &thy. Iti’pemsiom ex#a8c is cqurl to it# 8hue 
of the enrice cost of its employees’ jxnsioms. 

l AoGordine W C-1 .hf, the empbyer entity ia ruthozized in iu 
rppropir~~:~ pay s6o,ooo for employea pmuioms. 

l The employeer comt ribute360.000 to the pemsion fumd. 

. No 8CSlCfd fund rpproprir~o~~ U&c dkctly to the 8hini8tr8tive agency 
l f,e it~volved in ther fruuactioas, as they could be under rchul opcntion8. 

Entry rY1 - Employer entity’s entry to record pension expcmw: 

DR Etuployefr Petwion Expemae sulo,ooo 
CR Approprirtiom Used %0$00 
CR 

. 
Imputed Financing - Expentcr 

paid by Other Eatitier 40,ooo 

‘. 

c -\ Volume I, VCnion 1.0 

J, 
Febtuuy 28, 1997 
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FlkANClNG SOURCES:- 
smzed . . . . . . . . . s8o,wo 

* . . . . . . . . . . . . . s4o,ooo 
NW: I- 8nmdng cwem the dllferenw boWeon (1) tie 
.mqoyer~~tmnsfo~tDth.~. 
ensty pumumt 0 law (0xduslv. Df me OmplDyoes’ Donmutlons) 
md(2)~omplay&pen@noxpomeakuirWor’~bai8 
dinformdm roMwdfromthr~o0nMy4srhown 
lm~bebw. 
._. 

EnUtVs~Cos 
t 

as It Should ADDW on Uq 

COST: 
EmplaVih pension cos&...S1OO,ooO 

N&e: fhl ii (he employer enMy% service cost Of rmpl~yee 
pensims. The employer en8ty would alcul&e Htii amount using 
foctm pmlded by 810 plm mdlor Iho &ninWdvo enMy. 
Ako to be bsfemd to tie 8dminisWaBve orMy is the amount 
wiWwld Worn rmpbyees ww, 8s called for under tie terms of 
8te plm. The rmployees’ contribution is not m expense of Be 
employer enMy. 

Note: The aheve tabk and thow th~folkw b the sections OII pet~kna and ORB 
rrr-~prucated for lllurtrativc purphr only; the nrpoaribility for dcfiohg the 
form and content of a timckl rtitemeat prepared pursuant to tht Chkf 
Financial Oftkerr Act, aa amended, ir the rcrponribility of the Offke of’ 
hhnqement and Budpt. 

“, SFFAC No. 2, &yti@ und Disp&y presents a change in the way revenue and other frnanthg SOURM ue 
reported. This illustration reflects the new concepts. 

Voliune I, Vksion I .O 
February 28. 1997 
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Entty Iy2 - Adminirtrxiive entity’s entry to record revenue received from employer 
entity: 

DR. Fund Balance with Treasury s 120,ooo 
CR! Retirement Program. Reveke - 

Contributioq Received hm Employer Entity 
CR. Retirement Pro&am Revenue - 

Contribution Received from Employeer s6o,ooo 

Entry rY3 - Administtative entity’s entq to record revenue from interest on 
investmcnts,i~ Treasuty securities: 

DR. Ft@ Bihnce with Treasuty 
CR. Interest Revenue 

wocx~ 
bxxxxx 

T&k 2 

m 

LESS OTHER EARNED REVENUES: 

hMbubom nuivod the employer cncitia. -._.... - S 6O.ooO 
conoikriollr mceivod !iom elnpbycee...- _..I. “.I.” 60,ooo 
t?t8mlainvaaom8. . . . . . . .._.._.I.. 

met other umd mvenuQ .“.“...“....I . . . . - ..-.. “. t &g&g 
Note: 

Entry I 4 - Administrative entity’s envy to record its pension expense: 

DR. Pension Expense 
CR. Pension Liability 

Tabk 3 
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;. !I. ,?I& L3Wtgoq csteblishe~,steoderds, of l coounting for ORB exptnrd md 
,r+d O@ liability :.for federal govevent employe+ end l dmi@rxtive egakex. 

..” i _, ,, i ,, ‘. ’ *+&* & &c,okB p.& ., _. ,:‘,.j ,:I:; 

r 5 “., ,, ., 
” 82. j : Attrik~~, iii&d-The;ggfegate. clltly’ rge aoimal rctuuirl cost m+od 

,. @o$I$he UocTl ,to cq!culrte ,$e, ORB kxpense end liability for the adatinistmtive 
an@+ ftnenqel. stMmqn@, ,md the expense for the. employer entity’s fink&l 
cPr$fn++ Ae @#iuted iit the pio+ooiection. qgregrtc entry rge oormd is l . 
method under which the rcturtirl present,velue~of$rojected benefits is rlloceted at a 
level hsis over the amings or the service of the group between entry age rrd 
uayed qti! rggl. i It +ould be rpplied to ORB on the batis of service reademd by 
u+t~“pioyee., Tjte portion pf thit rctuerirl, pte&ftt.vllue rlloceted to l veiumtion 
yey @ ,*ll* the a+nnal *a. The potion not qrovided for et l nluetion dete b tk 
l ctuuirl present value of future nomul host .ooot&butions is called the l ctueriel 
•~~liebiMy.a~ Unli+ fedem pensio& take health &re benefits do not aepcrrei 
on fkure Ukry kvd? of individual employees but rather l re rllocable to aoh ,/ 
cmpbpe .fl, t .pei person huh Pluumey use o&r rctuuiel cost methods if they 
cxpkio why rggrrgrte envy age oonod is not used end if the results l ocit 

auterklly~ffet8o~ ‘, 

83. ~ Ammp~s-koouotn ukukted for finenciel reporta prepared for ORB 
pkos should reflect (I) general rctuarirl end economic assumptions that UC c+staa 
with the used for pensions mod (2) I health care cost trend assumption thet ia 
consistent with Medicare projections or other ruthoritetiv~ sources l ppropriete for ths 

c1 See Appendix A: Basis foi Conclusioris, for l discussion oi rqotktg medical costs for vetmnr 

l Accouotiog for life iosumoce is derrihed jo l separate u&on of the liability standard. However, w rl#: 
exteot tiut prmiutos paid by covked individuals end employer entities do not fully cover the rstkment Ii& 
irtmiao~ cost of employees, the employer entities would acount for the additional cost u described in thir 
mctioo. 

a Adqtted from Actuarial k&rda of Practice No. 4, p. 3 1. Alro see Actuuial Standard of Practica No. 6 
Mmmring ad Alloicrting hmarial hent values of Rettier Health Care and De& ~mr/iri,~Adkid 
Staoduda Boud (1988). 
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population covered by the plan. ‘@e rate tised”to dikount~ projected benefits should 
be equal to the long-term expected return on plan assets if the plan is being funded of 
on other long-term assumptions (for example, the long-term federal government 
borrowing rate) for unfunded plans. The administrative entity should disclose the 
qumptionsused. 

84. The wemd period should be based on expected retirement age rather than 
tbs age when the employee fint l+omes eligible. 

85. Assets should k reported separately from the ORB liability rather than 
merel$ rejxdq the net -liability. -Assets of federal ORB.plans should be oarried at 

: tbeii~rcquisiti6n cost, adjusted ‘for nmortikion, if ippropriate.~ For investments in 
market-based and marketable securities, the market value of the investment should be 
db&sed. ‘... 

86. Past Servkb Cast; Prbr Servkc Cost, and Actuarial G&r and Leua- 
The stmdard for ORB is the same as that for pensions. Past service costs result from 
retroactive benefits gnnted when a new plan is initiated. Prior service oosts nsult 
from retroactive benefits gnated in a plan amer&knt. A plan amendment may also 
reduce benefits attributed to prior service resulting in a gain to the plan to the extent 
that previously tecogdd benefits are reduced. The accounting for such pins should 
be oonsistent with l coounting for retroactive benefit increases. Actuarial gains and 
losses am changes in the balance of the ORB liability that result from (1) deviations 
between actual experience and the actuarial assuqtions used or (2) changes in 
~Uuuialassutnptious. 

87. The l dtninisttative entity should reco@ize all past and prior service costs (or 
pins) immediately, without miortiiation. Similarly, the administrative entity should 
fewpize all actuarial grins and losses immediately, without amortization. 

” 80. &eouating for ,ibe, ORB Plan-The ORB-plan should be ,accounted for in a 
wry that ,is very similar to that described above for, pensions. The l dmmistrative 
entity should account for and mport the ORB liability in its frarncial report,’ using the 
l ggrrgrte catty age normal method The liability is the actuarial present value of all 
future benefits less the l ctuarral present value of future normal cost contributions that 
would be made for and by the employees under the plan. The a&ninistrauve entity 
should report an ORB expense for the net of the following components: 

. notma co* 

. interest on the ORB liability during the period, 

l prior (and past) service costs from plan amendments (or the initiation of a 
new plan) during the period, if any. 

. my gains/losses due to a change in the med&al inflation rate l ssumpuon; 
rnd 

l other rctuuial pins or losses during the period, if atty. 

y See SOFAS NO. 1, Accounting fi Selected Aueu and Liabilitirr. 
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‘fbc indi,vidual &mponenL should k disclobd. ‘fbc indi,vidual &mponenL should k disclobd. 
._ ‘; ._ ‘; 

.’ .I’ *’ *’ ” ‘.’ ;’ -. ” (’ ;’ “, .” 

I’ 89. 89. 

1, T-3 l-3 

The l dministretive entity should &port revenue for the sum of rmounts The l dministretive entity should &port revenue for the sum of rmounts 
received, if any. from the employer entity &resenting contributions from: received, if my. from the employer entity representing contributions from: 

\ / 
l the employer entity end 

. ita employees. .” : 

:‘.; 

.‘/ 
pe empl!Byer @ty’s coninbution represents intn~OVHBIXlCXltA1 iwctlue.” An 

illukatioa &t the l &tnting fqr the’4tniaistrative entity (end employer entity) ie 
povided 5 t& followit&ctio~ entitled ‘Accounting I@tmiotf. , 

EmpI& Eitity Aeeooniln~ 

90; The ied& etnplo~et entity shpuld rccgunt for end report the ORB expense 
ii its fitqt~ijl repoti ,jn l pmq rimilar to.,thet used for pensions. The employe?s 
ORB expense should bi rekgn’ited & en ;gount equel to the tote1 service MS@ for’ 
its employees for ,ti rqqnt@g yri&& leu the emount contributed by its etitployees, 
‘if eni. The me&e&n t of the service cost requires use oi the plin’s ectuatil Cost 
r+od end rssumption+ The cost f&or ehould be provided to the rgenciis on l per 
employee ksis by the +inistm&entity’ e&/or the plea. 

.:. 
..,. 
2 

91. The employer entity’s ORB expense should be balanced by (e) I decreese to 
the employer entity’s ‘fund balance with Trersury” for the arnouni of its contributions 
to the ORB plea, if my; eb if this does not equel the full expense. (b) by en 
increbe to UI account repmentiq an intmgovemmentel f-&g source entitled, for 
example, ‘imputed fururciq - expenses peid by othcr’mtities.” The letter .represents 
the emount being fuunked dimctly thou& the ORB plan. 

:;; 92. In rpcGirl instxnces when en etn#Oyer entity is rlro the rdministmtive entity, 
the employer entity should report the liability and recognize the ORB expense for l ll 
oompotits of oort ,For exunple, the eritity is pry@ its retirees’ ORB on a ply-es- 
you-go hsis. The liebility end the expense should be l ccounted for as described in 
the pm+@ 8ection for the rdministr&ive etttity recounting with&t reference to 
tr8nsactiti with extetnel employer &t&s. 

AecountIng Illustmtba 

93. ‘Tebles S-8 provide l exemple where the employer entity recognizes en 
‘employer’s ORE expend in an Unount equal to the sewice cost l ttributeble to its 
employees &riq the l ccounting per@. in this example, neither the employer entiy 
nor its employees contribute to the plan. ?he employer’s ORE expktse is offset by a 
credit to the employer qity as a financing source (‘imputed furancing-expetues paid 
by other entities’). The rdministrative entity recognizes e revenue end other fittakq 

nIntngowlaMo ~1 revenue should bc eliminated for government-wide cor+deted f-id stetommtr. 

rr%rvice c&t* ii ckfrned U the rctuerirl presknt v&e &benefits rttributed to se&es kndeki by 
employ-s during an l cormting period. The term is synonymous with 3l0rtne1 cost’. 

Vohune I, Venion 1.0 
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souse for conbihutiom ftom the +eml F&d. The u~minbtmive entity moo&m 
an rxpenae for the told ORB expense. 

Awwptions Ire as followa: %? I 
j. 

510,000." nonxut cost of employees for the accounting 

l The anploycr’r ORB cXpenac ir S 10,000. The mploya entity should 
dcuhle its expense on the basis of factors received from the plan m&or the 
ahide@ entity. F~,~le..thc.plm-ruppticd.frcw is SIOO per 
employae (or full-ti+ equivalent); if the employer hu 100 employcy tk 
cxpmao would be S10.000~ (Tbc tiployer’s ORB ex~mm oqub the aerviee 
cat of ita cmployws’ mtimnent health cue.) 

l The employer and ernployeer do not m&e wntributioan to a f&ad. l&e 
wst of retirement he&b we ir paid for by &wrxl Fund rppm~tiatioas 
dim@ to thf rdministr8tive entity on l ’ payer-you-go besis. 

Entry 15 - Employer entity’s entry to record ORB expense: 

DR Eqloyefs ORB Expense 
CR bputad Fiomciq-Expe&s 

Paid by Other Entities 

SlO,cido 

s10,000 

“ThiriHk~untrtiknrb~etothe~o~ tfmits8hueoffbtukmedicdwtcOrrrforthm 
Mirw8. Althqh this rimpiificd iIlustmioa does not how contributions other tlma tlpc hm the Ciead 
Fund, current retireoa py premiums for their health insumce that putiBIly &flay tb cat of the proST8m. 
Federxl civilian retirees pry rpproxinirtety 25-30 percent of the totA he&b benefit premium. 

Vohxne 1, Version 1.0 
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_ N.out _ N.out 
,‘. I  , .  ,‘. I  , .  

. . . . . . . . . . . . . . . . . ..U...“...i.................... . . . . . . . . . . . ..U...“...i.................... 
lntmmionORBli~ lntmmionORBli~ 

8 10,0&l .+- 8 10,0&l .+- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xxti xxti 

PIhi PIhi bswloe bswloe bosh &ins) bosh &ins) (If (If aI+) . . . . . . . . . . . . . . ...*..... aI+) . . . . . . . . . . . . . . ...*..... xic xic 
-gJn,(l-l(nw) -gJn,(l-l(nw) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Ax Ax 

loblORB&onm . . . . . . . . . . . . . . . . . . . . ...&..... 
loc30oc 

Nab Thas10,ooo - ” 1OO%d(hrSWVi&‘CO6t 
a8wJtweto6heomployer~lnmbexunplo,uoelall8ted : 

by @en ubmhs. Tly ORB oxpgma (as alarhted above) would 
kwortmdonUwSt8tamontdNat&stineordmbwiU? 
PrronphM. 

Bo@nning baimr . . . . . . . . . . . . . . . . . . S X,XXX,XXX 
Aw: oddi8ond ORB oxponu 
incumd(rcHa+tmdin 
-f) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xxxw( 
Lempeymemmehon 
bdult d bulewdu . . . . . . . . . . . . . . . . . . . J&&g& 

lindlng limbi& bdmoe . . . . . . ) xxxx.xx>c 

Nob: nWHitybahashouldkrqmrtmdonti 
- enWs BJmca Sit.& 

Voltme I, Version 1.0 
Febnwy 28, 1997 , 



I# : 
SWASNO.5 
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O~R~STEMPLOYMENTBENEFIT~(OPEB) ., 

94. OPEB v provided to former or inactive employees, their beneficirries. end 
covered dependents outside pension or ORB plans. Inactive employees are those who 
l rr not cunently rendering services to the employer but who have not ken /1 

terminated, including those tempomrily laid off or disabled. Postemployment benefits 
:ol 

cm include seluy continuation. reverence benefits. counseling and training, ., 
continuation of health oare or other benefits, and unemploymenf worken’ 
oompuation, and veterans’ disability oompcnsxtion benefita paid by the employer 
entity. 

95. The employer entity ehould recognixe~xn expense and x liability for 6PEB 
when a future’outflow of,other, sacrifice of resources is probable and m&rumble on 
tbe his of events occwring.,~n or before the r+rtin& date. For example, a 
reduction in form may require aa employer entity to nuke sevemwe paymew. 

-uaanploytnent zeimbursemenu. or. other payments in futumperiods. 4milu1y. an 
injury ‘on the job may require the employer entity to make short- or long-term 
zeimbumements to the fed&xl workers’ compensxtion~program. A long-m OPEB 
liability should + measured at- the present value if htture payments. This will require 
the employer entities to estimate the 8mount and timing of future payments, xad to 
dirount the future outflow eing *the Trexwy borrowit$ rite for securities of similar 
mmuity to tbe‘period over whi?h the pay&ntr are to be made. 

96. Most OPEB liab&ties should be short-term be&se the benefits will be paid 
in rbe near Uure. Some QPEB., however, could be longer term. For example, a 
liebiiity for workers’ comperuution or veterans’ disability compensgtion might be long- 
term for som! injuries since federal employer entities might be required to reimburse 
the program for.mxtiy year.%- Also, certain spe&lly authorized separation incentive 

~programs tiuld provide for payments that extend over many future years. 

y Both the federal employee unemployment program and the federal workers’ compensation program are 
fuunced by direct reimbursements from federal employers. . 
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INSURANCE AND ‘CUARANTEES 

‘, 

,, 

I. 

NATURE OF FEDERAL INSIJbWCE 
AND“oUbiRANTEE‘PROGRAMS” ., ‘. ,’ 

97; bsumhij l 5d vntee p&ems l re +etA progrems thet provide protection 
to iadividuslr or ~tities‘rgr~a+q+ied risks.’ Meay :of these progems were 
established io r&i& hsks that prhite s&or eaiities’qte uaeble or uDwillia# to 
usuine [de& rt $ricer*t @imines ‘of the progqal tea rffor&(ia so= cus) 
or went to pay ( ih other &es)) ‘oi to &sidixe the prbiaioa of inswke touhkve 
social objkititis. Pro* $utici~pts’ pry f+$ or pre@ms for spesific setvim 

L&.. These fuads UC mimo~y ,i$ld’~~~volvirq fuitds withia the federel govemmeaG 
losses sustained by pkiicipts ue p&fkom ‘itie& fib. Many of them pgnm, 

L x8cein rppoprirtioas tp pxy ,excess cl+s +/or hve+ ruthority to bomow fkom tk 
. )V, ‘. Tti*. ,;. 
‘:. :., .’ 

‘. ._ 1: 

98. .- :. Fqr rccouatia~ purposes; +i&tk ‘k&k ia&& l d.gurnntw coatncts me 
I, , custoinkril~ divided into two type?:: Tlk f;i61 ,$pe pr&i*s insursnce protect@ for 8 

fixed ‘jd5d. The ids+c?tiy ~a&l.~&e,co&rape &Gljust the provisioas of 
covengk rt the en&of pi ao+erxC p&&l; for irirnipk, by rdjustitq the amount of 
pmaiiums ch+d or chqiq tli6 doaditioni under khich coverage is provided. 
‘Most pmpmy ‘irtsurince and heilth ia&urence off& by private iaswers isofthis 
type* 

99. The secoad type of insuraace or guenatee coatrect is one ia which the kuzu 
cenaot ceacel the iasurence or the ins-d is wrentee! the rbil$y to resew it. The 
insurer must provide covkrsge for eii i&ade&period anti1 the insued event occuts or 
cm no longer occur. dr when ihe iasWd @eny illows the policy ‘to lepse. Exuaplu 
of this type of insureace offered by privete insumx include whole mad gweateed 
renehble ‘kerm life in-ace. raauitiei,’ end tkle ianpmce. 

loo. Federal pvogirmr provide potectio@ rgriast~ay types of risk for iadividmls 
d hities. T&s iachck life iasukacii medicel iasurence; end iasumace rgaiast 
dUM@e to projxrty (hi& crops. ‘iid rirpl~iks) or’o* assets (deporitr uid peasiaa 
bcn~fitr) ceused by perils~ such es f&dine cad othir aeturel ~disesters, wu-risk, md 
iasolveacy. 

,101. For fkknl iasmace aad guanptee~progntns, there often is ao explicit 
boatrut. For exmple; the f&l ‘govekkat, rch throu& the Pension Beaefit 
Gunaty Cor+mtion (PBGC), functioni es ea iqsuk of peasioa beaefits, but tbe . 
‘chut with employers cad peDiioa pleas is implicit ,k federel lew, not explicit ia 
c~atmcts between PBGC cad employers. Moreoker, the PBGC itself has ao power to 
ret premiums or to cheage the terms qf coverep, thou& it may rccommead chngn 
to the Congress. The Congress hu occesionslly nised premiums rrrd chea@ other 
feeton, such es peasioa plea fuading requirements, ia (~11 effort to achieve the 
NNtoy iateat thet the progtua he self-fiarnciq without .qpro*tioas ka m 

?’ Il.&e fcdenl & Vumneab the l pect8 ofiasunaee u&-tees en fnq~& cotin&@& within the 
mute progun.. Therefore. this Stetemeat tnets the terms es 8 single type of activity., 

. 
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APPENDIX A: BASIS FOR’ CONCLUSIONS 

122. This appendix summarixes considerations deemed significant by the Board in 
rerching the conclusions in this Statement. It includes reasons for rccepting certain 
rpproaches and rejecting others. Individual members gave gerter weight to some 
factors than to others. 

123. This Statement addresses recognition and measurement of liabilities in the _ 
general putpose financial mports of fedeml repottiq entities. The unique 
circumst&cs of the federal governmen f most notably its role es the vehicle tbrou@ 
which citizens express their sovereign power, memt that the Baud bed to resolve 
some new issues in order to define exactly bow to apply l ccrtml concepts in federal 
finrncial rcpofts. 

124. The Board’s delibemtions on~lirbilitieswere~hsed~oa oertainidea&rbout the 
distinction between exchange and nonexchange transactions. the importenoe of 
reporting cost of setvices provided by the federal government, and the itqmct of 
information on decisionmakers. These ideas are explained in the following 
paragraphs. 

125. Many users of federal fiMncia1 reports are familiar with rccountitg concepts 
and stand&s published by the Firuncial Accounting Standuds Board (FASB) for 
private sector entities, and the Govemmenul Accounting Standards Board (GASB) for 
state and local ~governmeat entities. Because such users might assume tht identical 
concepts and standlrrds are used by the federal govemtttmi if differences are not 
exphined clearly, this appendix compares cett&t concepts underlying the federal 
standard with concepts that govern recognition and measurement of liabilities in 
financirl reports of privete sector entities and state l nd local governments in the 
United Strtes. Finally. this appendix also explains the basis for specific conclusions 
reguding social insurance! contingencies, fedenl employee pensions, other retirement 
benefits. other postemployment benefits. and insurance and guuantee proSrams. 

EXCHANGE AND NONEXCHANGE TRANSACTIONS 

126. As noted in SFFAC No. 1. Objectives of Federal Financial Reporting: “The 
accounting process begins with recording information about transactions between the 
government (or one of its component entities) and other entities. that is, inflows and 
outflows of resources or promises to provide themno In some amsections, 
consideration of value is exchnged: there is a reciprocal or two-way flow. Other 
trmsactions; such u grmts and other truufer payments are aonexchqe trannotions 
(i.e., them is l nonreciprocal tmns~ctioh-norm~lly a one-way flow). 

127. IT+* federal ‘government is 4 vehicle tbrotglt which ciwof the nation 
exe&se tbetr sovereign power. In Uus role. the federal gov emment is respotuible for 
taking collective action at the nrtionai level ‘to promote the general welfuc. T’htt~ 
the government tmderbkes meq prognttu that do not involve reciprocal tnnsfen 
between the gov emment l an entity ubd its cotmtetputics. Exuuples include di8as&r 

et SFFAC No. 1, puagaph (MC). 

v01utne I, version 1 .o 
Februuy 28, 1997 



105. Risk l ssumed infortnetioa is important for all federal insurance end guuurteC 
ntee prognmr) end 
Risk l spilled is 

sus Dtt of aswaed 
insumue or guuantec COVmBe it,,force. Premiums, bed-on therisk inherent in thk 

.,, .” ‘, ,‘> 
ADDITIONAL IJISCLOSURES FOR INSURANCE 
ANb GUARANTEE PROGRAMS ADMINISTERED 
BY GOVERNMENT CORPOiMTIONS. 

,, ” 
106. Wkt fwiel informetion pursukt to FASB’r ruodub on federal iamtmaw 
and guuultee pmpma cpnducted by ‘eo lmmmeitt coQomi0M is incorpomted ill 
general purpose financiel repotts of A lar8er fedetal reportin entity. the entity should 
report as RSSI,what amoun~and petiodk’chmgc in ihoec l tnouttta would be qortkd 
u&r the ‘risk hsumed’ rpproeeh~rgferred t6 -in tliis s&ion (Kc per. 10s). In OtlMr 
e. in rddition to the lirbili* for, unpaid oliims fkotn insured events tl+ ,luve 
l lreedy occurred (inkluding any, contingent liebility that me+h criteria for rem&ion). 
‘auch.reportin8 dnlities should,&o report es RSSI risk l ssumed inforttutioa 

‘, 
ILLUSTRA+‘IONS OF THE 
APPLICATION OF THE STANDARD 

’ 107. Table 9 illustrates the application of the liability recognition, disslosum and 
supplementary reporting stand&s for six fedenl insurkce end gurntee progntus. 
Two of these, flood and crop insurance, ok fixed period rttnuel insurance. A third, 
deposit insurance, also cm be said to offer fixed period annual i nsumnce. though in 
prectice it is continually renewed et the option of the insurer.” A fourth prognm 
.listed Wersers private investment insurence, offers i fixed period multi-year written 
contract. The fifth program. life insurance, offers coverage that in practice is 
noncekcelable by the insurer end guereniced renewable by the insured, continuiq 
until the insured event lus occurred or the policy is atilled by the insuad. Finally, 
the pension benefit gukntee program is included ir en example of noncenceleble 
insurance. Pension insurance is characterized here es noncancelrble with respect to 
vested guerenteed benefits earned by covered employeea to d&e, on the essaptiott 
that this coverage would rernein in effect even if the Cotqress en&d the prognm. 

108. The column numbered (3) in the table shows the point at which the stagdud 
requires I liability to be recognized for insurance +td guuantee progrim except life 
insuruw. Column (3) reco@xes l ll unpaid claims end expecte&cleims reattltinS 
from insured events that have alreedy occurred, whether flciods, crop dunage, overseas 
investment losses. bank closures ad insolvencies. deaths, or pension plan 
terminations. The liability for unpaid claims is the estimated amount needed to wttle 
cleims rel&tg to insured eventa that have occurred on or before the reportin@ date. 
This liability includes e contingent liability recognized when en exist@ condition, 
situetion, or set of circumsunces invoivin8 uncertainty es to possible loss exists rod 

y In effect, FDIc’s options l re to renew the insurence coverage .or to rssuttte losses of the institution; 0itIy 
Congress cut reduce or eliminate the deposit innuence prognm. 

-, 

c 
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the uncertainty ,will ultimately be resolved when one or more prohble future eveat~ 
occur or fril to occuc A future outflow ‘or other trorifice of resources is probable; and i. ’ the. future outflow or secrifke of resources is measureblc. 

109. The liebility et the end of may period should be the expected uapeid net IOU ,T ’ ._ , ~ 
iabemt in ins+ cveats thet hve occurred. including my claims -both claims b, 
reported mad when rpproprirte, claims incurred but not reported (IBNR)- cad my 
contingent lirbihties that meet’ the criteria for reoogaitioa. Whea payatea~ end losses 
extend beyond the cutrent year, aet losses should be calculeted on l present valw 
his t0 reflect the time value of money. The expense for okiau iactared in the 
qmrting periodshould,,be recognized ia that~petiod. Changes in estimates of claim 
cost resulting from the present, vrluc calculatioas, the aoatiauous review +rocess. aad 
differences between estiaqes end actual peymeats for clrimr should be recognized as 
charges @aat opemtions of the period ‘in which the ertimetes are changed or 
peytwats are made. 

110. Lirbility recognition for life insurance prograata spenr over oolumnr (3) end 
(4). The colriran numbered (4) in the table shows the point rt which the standud 
requim liability recognition for life iastmnce and suppletneatary reporting for other 
insurancc~ mad guamtee programs. The suppleareatety nported amounts mpreseat the 
pment velue of uapid expected losses hsed on .the risk assumed as l result of 
iasurence covenge net of associated preatiutas. 

.y. , -.- ‘) 

Qiih 
I 

I 

Volume I, Versioa 1.0 
Febnuty 28, 1997 



r :. ,. 
_ 

’ 

d 

I 

f3 ,, (’ 



11.1. lnsurence prognms rrr ongoing and, may be viewed u heving long term 
chu&ristics. Thus, from I broad+, longer +a perspective, the lirbility to be 
recogized (column 3). and the mqunt to be repokd as sup@fnentuy infomation 
(column 4) auy ‘be ,conceptually different ‘md rirrterially different from eech other. ’ _ ,,._ a, ,f 
From the broader pmpective column (4) could be e lon8er term measure end l 

pfubebilistic estimate of futufe costs of the+ pgnmr, 

112. For nonqoelable or 8uuenteed rknewr~le iMumnce l lao, l differelk uisea 
: ~~~.haweea coiumw(3).uld (4). qtu& for pensioa~guu8nteer..:columa (3) show8 the net 

.: pbwnt value~of~losser arisiq tkmplens that bye .@&jk been temifutul or tlut UC 
,slocsi.i~ely1&nwttabe.~~:Thirir14euaount.tokrrooenizedur 
li+ty. c01ulm (4) shows tk net present veluc of tbc expected lo* inhemlt in the 
risk ysutMd @S a result of cWer@ge:oa the g)lurntwd end;vWed benefit umuat8. 

~klia num~:ahoul~ b&epoM u +l+l+~ itlformitioe It will geaemuy be 
- ._ Jar&r. thati. tl&l&ility .beceuce..it .i&lud&s.r piotision fqr,.rlhc: rdditioael l~sees tlut 

uikeitpected to rrip beuuu aoa+ plan sponsori cumn~~’ in”good tinmciel condition 
will~tbc~f~feocknkntpcoywith~~auretrtoormilftooovorthe~~ 
beikf$s thst .iwerc gMrmt+ ., 

‘113. , The pliability for life insuranke &cl&s both the lbbility for unpaid cWrns. 
i+ding PNR (i.e., coluam 3). end l li& for net futuie ‘policy benefit outflows 
(i.e.. collimn 4). The liebility for l%ture policy benefits represents the expected 
present klue of..fiatum outflowa 9 be pid to, or on behalf of, exi- policyholders, 
Iem the expected preseat~veluc of Mure :a;M’pMniums to ,be .oollected fkom tho8e 2 
policyholdm. The liability is estiuuited u&g ~eppropriete fticirl ok l ctueriel 
methods that’ inblu& ‘rssumptioiis, such es estiktet bf expected investment yield, 
mortality, morbidiiy, teminetioos. and sxpenacs. l ppliceble et, the We the kurancc 
contncts are 4nade and in r&ordmce *th exhting: law ti relrted policy (see rpeoific 
whole life, insmace standard below),. JCheg~s @, the ,l@ili@, for Wufe net policy ” ‘. “.‘” 
benefit outflows that result~from perio$c natihitions wdirld-be recognucd es 1 
expense inthe period in which-1& changes ocax. m iff&tr of cheqes in relevaat 
law or policy tiuld be reco@&d when those changer occur. 

114. iherucrrwntioflo~expccted.brredonthc~untmcdmrykmr& 
by l pp’oprirt? duuia~ or fiim&el methods t&t include infomkion’ind ekumptions 
l ppliceble to &e eeondmic, lesrl, &ad policy eavironmeat b force at the time the 
u8eumenls are nude. Since all future events ue uncmUin, Micatop of the range of 
IutUfthty around expected e#imates, including indicators of the sensitivity of the 

. estimates to Ohuges in xmjor usmptions, should also be reported. 
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115. Sotw VA life insurance progruns are whole life policies.s These propam 
@era& in a menner simik+ private sectoi mutual rife insureace enterprises,” extsp 

-’ that the reguktions and !&et forces thet control the privete aectoar UC differeat for 
these feden1 prc+uns. VA life iasumce policyholdera en issued peqiciptiug 
policier, end l pottioe of the euningr fmm those policiss,is Mumed to polieyhokkm 

. 

,A,$ 

in the fomt of divide&. ?bs following puegnphs specificeliy rddms rhe 
eecounting mquired for fedmi Ghok life inswum propma 

116. ~.pcmiumraollcated~by.chc~inwrruc~topry~fitrmdorharooss 
end the bib, ii tmwliy hivested to yield-•dditionel income. Tbeec euetr would be 
fimd baknces with Treuwy or inve~nta:. Encomprrred in the lkbility (rlro 
nf&to.u policy rem) is~ce*~sumader v@e md the liebility for fitbcm polioy 
~tlU,~cub~-vrlucirthi.porrioaof~~pridorotbsr~ 

, meotibk o&i insureme policy if iaune&tely &hi The liebility for futam 
policy benefits is the present velu of future outflo& to be peid to (oi in bebeif 09 
po~icyltolders; less tlmpment Qluc of .futm rekted .pmniums. Id gene& for whole 
life policies. the liebility fm future policy benefits should be no less then the c’uh 
slmm+ velue that eWuer to. the .kdefit of. policyholders. 

Accouhg for LkbUltiea of Fedeml Wbok Lift Immrnnee Pro&r 

117. AI1 feden reporting entities with whole life insureme prqruns should follow 
the +mckrdz as ptucribed in the private sector standds (and as these private sector 
dmdub l re enmded) when report& the liebility for future policy benefits, ia 
l ddition to the required disclosures described below.” ‘- - 

Wbole life policies provide humace over the insured’s entire life end the pmceeds (fete emount) UC 
pid only @on death of the imured. A level premium is usuelly paid for policies of this typ. 
may be paid umueliy or mon frequently. 

‘I’& gau+um 

.” A amtuel cornpray is en imoqmeted entity witbout privete ownership inter&v&h opmtes for tM 
benefit of its policyholdem md their beaeMerier. With limited exceptioer. mutuel compmies ime only 
puticipe~ policies. In l mutml cotnpmy, puticipetiq policyholdem hve the ri@ to vote for mcmbwm of 
tlw Co~pany’r board of directotvor tru8tm8. In mne rtrtes, the imurence lrws pr&ide thmt qmm liquidetion of 
8 mutual iwurawe aompany, the net assets are di+uted among the exist@ policyholder8 of the eaqmy. 
rpd the priti policyboldm hve no ckim rgrim NC~ rrretr. 

a Tk l ppliceble prin te mtor sumduds ue es follows, FASB SFAS 60 Aeeoming 4nd Rqmfvg by 
Iiurwnrr Entet@ua, FASB SFAS 97 Accaunting & Reporring b Inmmnee &nte+s /a Certok Zmp 
Dtrrptron Cona~elr old /a Realized Gains and Lawrr fron tie &le M hvermiinu. end FASB SFAS 120 
Amminting and Reporting by Aiuml Ufi I nmwunee Entqpriirrr and b I nmmnce E.ntqwiJu fa cw&in l8aug- 
Dwth Pm@Jun#’ caatmcu and ARPA statement of Position (SOP) 9s-1 4lcemng /a CWWin 
ktwwwnm ACtiviti8~ qf44utual Lgll I nuance Enmpdus. 

FOP tbow fedml ~ntiti~ rvitb~‘muturl mlecPri+& dole life * 
W fO!lowwL SFAS. 120 she8 t&t mutual iii inntnnce 

msurawe programs, FASB SFAS 120 shuid . . 
to participat& life inmanse 

enterptimr ,x+11 l pply SFAS 60 or 97, es l ppmpnue, 
eontractr udess thosicontt8ots m&t both of the follow@ m&ions: 
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118. A liability fo’ future policy kaefiir relating to perticipating life innmrroe 
conmcu should be equel to the sum of: 

. .. ‘;..: 
a. the net l&e1 premiti rese~e for dek and endowment policy benefits, 

b. the liability for terrknal div#ien& xnd 
,fIIIl 

1 

c. say ~premium deficicncy.a 
., 

119. ., hl’essessment ,should bemade to compare the~Mjiity for !Mre policy 
benefits using rcturrirl~ruum~tionr.rpplicrble rt thetime the tintract is nude 
(ooatmtit assumptions) with t&e liability ,fqr future policy benefita uvin@ assutr@~nr 
&at coader mrnat eooa0mio~cotiditionr~Md eXpetieM8 (0-t COttditiOM). Aott 
,mortdity. morbidity, end tenginxtion rates should be used when determining 
experieace. For economic conditions, tbc’ nxture ad the @x of cutrent xnd expeoti 

..’ .‘- ..in~~~-rhould-be-conri~d-.with expected~long-term .yirlds. 
,’ 

120. A premktn deficiency occurs if the. liability for fktwe policy benefits us@ 
current oonditions exceeds the pliability for future p&icy benefits usin@ contict 
conditions; the difference should be recognized u I ohrge to operations in the c-t 
period. : , 

Additknal Wbok Life Iasarmtce Dirclosurc 

121. All components of the liability for future policy knefits (i.e., the net level 
b7emium reserve for death and endowment policy end the liability for terminrl 
dividends) should be s&etely disclosed, in l footnote with l description of ach 
amount end en explanation of its projected use and any other potential uses (e.g.. 
reducing premiums, determining end decking dividends rvailrble. &or reduoing 

. Th contrxcts xre longduration perticipeting conmets that are expected to ply dividends to po!icyholden 
baaed oa rcturl experience of& insurer. 
l Aan~rl policyholder dividends are paid in l mxnnn &xt identifies divisible nvplur end distributes thet 
SW@M ia rpproximately the same proportion IS the contrxcu are considered to hmve ooatributed to divisible 
SU@JS (wmmoniy refer@ to in l ctwrixl literature as the cont&&ion principle); 

If lhe prrtiicipating life insurance conticts meet the above conditions SOP 95-l should be followed 

=Tlte IhbiIity for future policy bends is coasisuat with: 1& liability required by SOP 95-l. Net level 
premium nserve is the excess, if xny. of thk pnseat value of future Suxrxnteed death endowment benefits over 
the pscat vrlue of future net premiums. .The net level premium rerme’ should ,k cxlculxted based oit the 
divided fund ialmst rile. if detenni~~le, end mortality rites gurnnteed in cxloulxtiDg * Wxh surkder 
v&es described in the contracts. The dividend fund interest rate ia the interest rite determined at policy 
isxtlUWusedto&termkt&rmountofthedivickndftmd. 1tistb&rxteusedtoCreditil+Wttoth8di~ 
fitad, aad l griast whioh experienoe is nmsured to bennine the amount of the interest portion of &vi&ads 
p&l to individual policyholdk. Terminal div&nds m dividends to policyholders calculged md paid up&t 
temiaatioa of l oontract, suoh IS .on death, murender, or ma&y. If the pxymutit of taminal dividends is 
probable and the amouot oxn be reasonably estimated, the lixbility should be reco@xed. (AICPA SOP 95-1, 
Glourty, p. 331 
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APPENDIX A: BASIS FOR’ CONCLUSIONS 

122. This appendix summarixes considerations deemed significant by the Board in 
rerching the conclusions in this Statement. It includes reasons for rccepting certain 
rpproaches and rejecting others. Individual members gave gerter weight to some 
factors than to others. 

123. This Statement addresses recognition and measurement of liabilities in the _ 
general putpose financial mports of fedeml repottiq entities. The unique 
circumst&cs of the federal governmen f most notably its role es the vehicle tbrou@ 
which citizens express their sovereign power, memt that the Baud bed to resolve 
some new issues in order to define exactly bow to apply l ccrtml concepts in federal 
finrncial rcpofts. 

124. The Board’s delibemtions on~lirbilitieswere~hsed~oa oertainidea&rbout the 
distinction between exchange and nonexchange transactions. the importenoe of 
reporting cost of setvices provided by the federal government, and the itqmct of 
information on decisionmakers. These ideas are explained in the following 
paragraphs. 

125. Many users of federal fiMncia1 reports are familiar with rccountitg concepts 
and stand&s published by the Firuncial Accounting Standuds Board (FASB) for 
private sector entities, and the Govemmenul Accounting Standards Board (GASB) for 
state and local ~governmeat entities. Because such users might assume tht identical 
concepts and standlrrds are used by the federal govemtttmi if differences are not 
exphined clearly, this appendix compares cett&t concepts underlying the federal 
standard with concepts that govern recognition and measurement of liabilities in 
financirl reports of privete sector entities and state l nd local governments in the 
United Strtes. Finally. this appendix also explains the basis for specific conclusions 
reguding social insurance! contingencies, fedenl employee pensions, other retirement 
benefits. other postemployment benefits. and insurance and guuantee proSrams. 

EXCHANGE AND NONEXCHANGE TRANSACTIONS 

126. As noted in SFFAC No. 1. Objectives of Federal Financial Reporting: “The 
accounting process begins with recording information about transactions between the 
government (or one of its component entities) and other entities. that is, inflows and 
outflows of resources or promises to provide themno In some amsections, 
consideration of value is exchnged: there is a reciprocal or two-way flow. Other 
trmsactions; such u grmts and other truufer payments are aonexchqe trannotions 
(i.e., them is l nonreciprocal tmns~ctioh-norm~lly a one-way flow). 

127. IT+* federal ‘government is 4 vehicle tbrotglt which ciwof the nation 
exe&se tbetr sovereign power. In Uus role. the federal gov emment is respotuible for 
taking collective action at the nrtionai level ‘to promote the general welfuc. T’htt~ 
the government tmderbkes meq prognttu that do not involve reciprocal tnnsfen 
between the gov emment l an entity ubd its cotmtetputics. Exuuples include di8as&r 

et SFFAC No. 1, puagaph (MC). 
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.’ ‘: . ‘relief; gents to rtate and 1&&80vern&nri; subsidies; and other transfer’prognms for 

6 

individiiils.~~ 7% fed&l~8o&nunent~has~ a propensity’ to assume such burdens 
_., b&at& it :is the asent ‘by which’the society; thrott& itselectcd.offrioials, rCCOlllp!Iirhe~ 

tqnsfets betiveeri &jps’of ci&ens to enh+c their~,~ell-being. 
., 9 ., ,‘, ;,, ‘,.‘,(, .‘.’ 

,128.’ ,“A taxpa ya or idok t&y, in facf receive a benefit of some so* such u the 
+mWuity h live in a iif& sect& enviWnitent; to ‘improve one’s standard of liv@; 
did ti m&vi @e&c benefits, iiidh..as visits to ,nitiotial. parks and travel over 
h&hwi)ri ‘.&II ‘it is ‘sot ordinatily ssid that the benefit to the individual, taxpayer 01’ .lk5 

l .* donor is of value comparable to that of the consideration given. Therefore, these are ..,:i 
$4 olusified as nonexdange transutio~. For this Statement. the signifcance of the ii? 
,:. distinction between ,exchan8e and nonexchange tran+ions arises, from t+ ,&e of :* the obli8&on that is created when one pert$ to a &s&ion piovides‘a~product or 

mvice to the other perty in return for a promise th8t somethin8‘of value will be 
,‘i -~~.for in,’ _, ‘.r-:’ ,, “, ’ ‘, 

/ L “: ,; ~, ‘. .’ ,, >i’, _: ,, : ‘: I I ‘_ 
t29; : ‘0bl&atio&‘@omi leS&:e&meabie~ ilaims air&t the feden govern&ant 

,. ” ~W&ient Gaysat@ at-differ&t ~$oints w&n ‘iiWAion cycles that relate to -various 
piiieii;ms: An important f&W m distinrjuistiin8 ‘b&en various pro8rarns is whether 
m’&xctinii@ ~s’inv&ed. .For exabi@e, the federal g~knmcnt may not contract for 
Ud t&e& ‘@ads or s&vi& and, then a&Warily dW& ‘not to honor the contreof 
SimilUly. ‘&rider existin law, the federal government, may be financially responsible 
for certain &ma@ end itijutyittiuies. L 

1 , .; 
F .i. 

130. 1: In other cases, the obligition may k more a’tnatter of what is perceived es ? equitable and 8ood public policy thau a legally enforceable’~laim. Although there j .; I may4r6i~hi@ @robsbility that a ‘gnnt. a subsidy;’ or an income transfer will be made 
! ‘. .1 

I ii2 

01 will~c&inus WttturCyeiri. the r?Lniertts ofsuch gents. subsidies, or transfers do 
A 

aot~liave l @ii tdeceive such payn. .iG in thk future from the federal 8ovemmmt 8s 
/ . 24 “dothor wbo+eceiVe.‘pymehtr in exchan8e for s&ice they have performed. j. , . ., ,’ 

131: “However, itis ;posaibie to make’ meanin8fut estimates of the hrture amounts 
r~@dlo Wntinue ‘msent polioies~Teprding s&h priqr&ns. These estimates UC 
&VUWO eerthtt decisions attd should be disclosed or otherwise reported, as 
dikwcd hlbtrisSupp&mefitary Stew&&hip Riporting. In the context of the 

’ Baud’s ‘defbiition. howevdr; estimates of future ‘nonexchange payments should not bs 
mo8niaed l a current period liability. On the other hand, any payments due as l . 
result ‘of pest events but .unpai+, ft the Cd-of the period constitute a liability. 

i,’ 
: 

132. In the case of federal liabilities, some future outflows of resources an so 
..likely that they should be recogdized as accountii~S liabilities in general purpose 
federal fuUDcia1 mports kfore all the other ,events ne*ssay to emate 8 legally 
e&r&able claim ipinat the 8overnmeni exists.“ Two important examples of such * 

” subaWn& a~cottntiq~ liabilittes are the* pensions and retirement health cars promised 
federel workers in return fortheir service. 

133. An exchange can in substance be said to have occwred in such cases, even if 
the Sovetnment has not yet made an outlay of cash or other financial resources. 

), 
,. .., _ 

y Notwithstanding an expectation that the appropriations will be made, whether they in fact will be made is 
completely at the discretion of the Congress. 
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Service has been ,cxcban&d for F promise of future payment or health care. Such 
chmrgcr arc properly wipble to fhe current period in fmnciai reports. This 
cxohrnge ,mpl~er. for example, that 8ettCml purpose federal financial reports should 
rcc08mxe the fehl effects of the promise to pmvi&, health care to retired federal 
workers at that obligation l cctues during their years of service, regardless of whether 
the b@get inch&s & provision for this item This is .tnte even thotqh unfimded 
li&ifities of the federal government reported on the fkcirl statements cannot be 
li+tideted without the enactment of en rpproptirtion.. &lso. as a sovereign ,entity. the 
pyment of 41 liabilities other than for contracts can be l bro8ated by the federal 

CONCLUSION ON SOCIAL ‘iNSURA.hCE 

134. The ,mqnitios mkurement and display of .obliptions for social insurance 
prqmms presented the Board with significant theoretical ktd practical problems. 
From the thcor@ioel perspective, the Byrd Gonsidered whether ‘social insurance 
pmgmtns resulted in exhnge or nonexcheqe ,transa+ions. or whether they contained 
both exc,hen8e and nonexchqe features. fhe Byrd also considered the problems of 
uticufati~n between the operqtiq ,qtement end the Balance Sheet, specifically 
whether the pr~ceu of reportin a year-to-year chuqe in a Balance Sheet liability 
ltli#bt dbt the tlS&ftlhW~ Of Ut ,0X&8 rtrtemeltt measure of performance. 
Finally. the Bud consider .the diffkulty of determikq an appropriate measure of 
the obligation assumed.. whether such I measure were to be presented,on the face of 
the Balance Sheet or in the notes. 

135. Ia the exposure dmft Accounting fay Liabilities of the Federal Government. 
tbu majority of.the Board concluded that social insurance programs were en!itlement 
pmenmr developed to * cry out,the soveretgn responsibilities of the government, ‘, 
.f+.ptimuily by compulsory eatmulced~taxes. ,TheiBoard favored chanctetixing 
sOcie1 insurance obligations as nonexchange transactions. and limiting recognition of a 
bbifity TV any unpaid emotmtsdue ‘et of therqxutiq date. + s@tificant majority of 
1& mpondmts, howeirtr, rgrrtd with l .rltemative view, which expressed the notion 
that .aocial iluumme ptogmms cOntained both exchange end nonexchange features, and 
that there was a need for rec08nizitq I liability at leest equal to the present value of 
future payments due. to recipients cukntly eligible for benefits. 

136. Upon rcGons+muon of the issues, the Board ~nchtded that the most 
rppmpriete approach from both the Balance Sheet and Statement of Net Cost 
perspectives would be: (1) to include a line item entitled “social insurance obli@ions” 
in 1 sepomte section of the Balance Sheet following the &ability section and before the 
equity qction; (2) to make note didloswe of supphmcr~~ data resulting from 
km1 qptoaches for musuriq the obl@ion. and (3) to report the arm-1 fuuttcial 
outfloys of current fuuDdiel &urces on the Strtement of Net Cost The Board also 
decided that. given the sensitivity and mqritude of t&al insurance. this new position 
should receive rdditional exposure, to allow users to review it and comment. The 
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sFFAS NO: 5 

IMPACT OF COMMUNICATING INFORMATION ., ,‘: .“I 
M GENERAL PURPOSE FEDERAL : I _.,.’ , 

FINANCIAL REPORTS 
, 

137. ; FASAR recognixes that extensive information about probable and possible 
future f&l outlays is available now in many speoial’purpor reports oa vatious 
federal plo6”tns. lrt that sense. the fin&~cial reports prepared pursuant to this 
Statentent’i~ not likely to&veal information that,is new in an absolute sense. 
Analysts working for the various executive agencies, congnuional committeer, prirrte 
interest groups, ‘think tanks” and universities are, collectively, aware of this 
inf@mation and much, pore. f+leverthcleu, the Board believes that presenting MiRties 
and stetirdshi* responsibilities in the general purpose federal f-i01 reports can be 
valuibie~ in several ways. There are at leist~four reasons for this belief. 

. ;- . ~,.I,, .,: ,, I i A, ,. : : 

138. Fitxt, analysts typically know a. lot about dertaiii-programs. but only those 
pkpms. Cum&y ‘it isdifftcult.lif not impossible;; toassemble ,comprehensive 

“.. information prepared oxi’a domparable’basis for the .federal government as a whole.‘ ht 
“, tiny ~+ti, ,lhis is also true for &nifi&nt oijmgionent unita. General purpose fW 

financial reports attempt to provide a way of pres&tting~comprehensive infotmatioa- 

139. Second, much of this information, has no impact on individual decisionmakem, 
au& as program managers, unless it is conveyed in’0 way t&t facilitate& ore&t 
r@uire& suitable l ttennoa to it. For example,, infotmqion about federal pension piaua 
rrd idknent benefits conveyed in an l ctuartal report or in the namtive sectioa of 
tbc ,Budget- o/the United States ~Giivrmmrrit~airy ,+re in impact on certain 
congressional decisions.:but is unlikely to infl&tce ~nagers’ decisions about whether 
to Uw fedeM em+yees. ‘invest in .Iabbr-saving equip&u, or contract out to 
l compiish a @en thk. Iflhe information is .to have such an impact, it must ba 
reported ,in a way morudirectly ass&at&d with the, activities the manager is 
responsible for. aiating the expenses and liabilities reported in the general ,’ 
putpose. federal fbu~~ial .ngort with the outputs of responsibility centers is able to 
accomplish this direct association. 

140. Third, the mere rquiretnent to ‘assemble and report these data will, in some 
cases, affect federal managers, who, like everyone, tend to manage what they measure. 
Some obsmen kiieve. for example, that the prospect of having to comply with 
FASB’s Statement 106. Emplqvenf Aicountinig for Postretiremtnt Benefits Other lbn 
Pmriant. e&d corporate managers and others ‘to focus increased attention on tbe 
Lilted t~manage the cost of promises they had made to provide health care to retirees, 
even before the statement kcame’effective. 

141. Fourth, fmncial reports prepared and audited pursuant to federal l ccountitmg 
standards may reasonably k exp&ed to possess a ce&n credibility and to coma& 
a beruin amount of attention from various users, sufficient to affect decisions about 
federal 80 vernment public policy. They will provide a source of informatioo tlut 
should wmplement w&t is provided by the Budget o/rhe United Stoter Gowmmrm. 
An important collateral benefit arises from the processes of pqaring. l udiw,a@ 
publishing annual finurciil statementi. Experience denioaitntes that these T 
improve the raliability of information aud’of control systems, thereby exth&+$~botb 

_... ,^ . . ,. .__, ,.. ,...,. - .” ‘. r. dyi$oFking-add ,iccountabtitty 10 general. I. ., . ..- ..,. /..,.. 
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SITAS .NO. 3 

‘RELATIONSHIP TO LIABILITY t 
RECbCNITION PRINCIPLES USED 
BY NONFEDERAL ENTITIES 

142. FASB defer the basic ptincipl~s that govern liability recognition by privete 
soctor entities in the United State~.~ Government oorpomtiona follow those stand&~ 
in their aepmn~ly issued finenciel statements. Robebly most readers of this 
Stetement l re femihr with these principles. Probebly most users of fed&l fiolaeirl 
reports are rccustomcd to seeing other frornciel reports prepered according to the 
principles. 

,’ 
z: 

143. FASAB’s principle for liability ,tecognition differs fkom FASB’s. The 
:. Wkrenci can be eeen as l modification made wcessuy by the eovereiga ruture of 

the fedeml governmen t. FASAB contemplrtes l liability standard within the context 
,of a reporting model, thet provides much greeter ernpbesis on publicly reporting eerteio 
s&w&ship ~s@tsibilities tben’does, the reporting model used by privete aeetor 
orgmiutions. This kind of rcporting’model is necessary becew of the federal 
government’s responsibihy for the general wejfere of the tution end its Multiag 
willingness to take on obligetiorts. 

, 

CONCLUSION ON CONTINGENCIES 

144. .:h ,&e-&xposure.Dreft the Boerdasked.the.following~question. “When en 
estimated [contingent] liebility is l range of amounts end no emouat within the nage 
is l bet? esthete than my other amount, should either ihe midpoint or, l ltetnetiveiy, 
the ‘expected value’ (es the term .h used S statistics) be recognized es l liability 
insteed of the minimum rmount?’ ‘Ibe majority of respondents preferted the expected 
nlue end the second .prefennce wasthe ~minimum:rmouat. 

145. The Board further considered all of the options. Based on tbe Board 
discussions it was noted that it would be diffkult to use “expected value’ to pinpoint 
en esthete within l range. The expected velue method woulp assign l probebility 
percentege to each of the nu@en within the range, but these probabilities would 
usudly be difficult to eitiltwe. 

146. After much discussion the tnejority of the Board preferred the minimum 
amount because of its established use in other l ccounting standards.. The Boerd 
decided *t liebilities rriiing from &exchange trensections would be reoognixed for 
my unpeid amounts due es of the reporting date. This includes emounts peyeble from 

-the Go vemmental Accounting Stenderda hard (GASB) her ‘not published l wnc@ stetemettt on 
fmiel statement elements as FASB hes done in Concept Statement Number 6 mad hs not defti ‘lirbilirY’ 
per se. In the cyTent sute tad local govertupe n&l l ccouating mod& a fvad liebility is ‘the emottnt left tt@d 
at the end of the mportiq period tht nonnrlly would be liquidated with expeadeble l veileble frnroGid 
~MOLK&S. The fenuinder of the lirbib$ should’ lk ‘kpoited in the Gknerei Long-Tekm Debt Account Group 
(GL’IDAG).’ National Council on Governmen t Accouqting Statement (NCGAS) Number 4, per. 17. (See GASB 
Codi/ieatim of Gavemmmtal Accounting and Financial &parting Siandardr, section 1500.) 
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SFFAS NO. 5 SFFAS NO. 5 _ _ 

150. I That is, AEAN is o method under which the present value of projected 
beadof eech employee is rlloaeted on o level besis (such OS o constant percentage 
of dry) over the service of the employee ‘between entry age ond assumed exit l ge. 
The portion of this present volue ellketed to eeoh yirr is celled the normel cost. The 
portion of this present velue not provided for l t l voluetion date by the present value 
of future norms1 cost is celled the l ctueriol o&ted liability. 

150. I That is, AEAN is o method under which the present value of projected 
beadof eech employee is rlloaeted on o level besis (such OS o constant percentege 
of dry) over the service of the employee ‘between entry age ond assumed exit l ge. 
The portion of this present volue ellketed to eeoh yirr is celled the normel cost. The 
portion of this present velue not provided for l t l voluetion date by the present value 
of future norms1 cost is celled the l ctueriol o&ted liability. 

151. FAME kasidered the method ased by the Fiaenciel Awotmtitq Sundub 
Boerd in Sutemeat of Fiaeaciel Acobtihg Stenduds (SFAS) No. 87, Emp1q.v~ 
Acwu&~/a~Pmiibis (the ejected tiait e&for PUC). es well,rs AEAN. FASB 
wncluad~thot PUC gm e better me&are of’theemployefs obligation for the 
benifjts emed by the employees et i perticulri point ia time. It therefore rid t&t 
.PUC prcivides’o better m&k of the velue of the benefits that l cctue dur@ the yeu. 
Howevk’FASAB h&d tertirnony ‘Born en CPM rctwy t&t results Zoom these two 
m&ids he simhor for federal pledr. FASAB coa&tded that AEAN isr sound 
mee+reoftheecgnringexpen#:’ 

152. FASAB concluded the1 may method of l ssiFaiaS the volue of benefits thet ue 
corned over the entire comer to penicuiar yeon of senke involves l process of 
estimrtion. It is. of course, reasoaable to ouume hot-the benefits OCCNC ia some sort 
of systematic l nd uaifotm foshioa l nd not, for exemple, l ll et once whea ttie . 
employee becomes eligible. Assum@ thet the benefits r&rue es i ttnifo+ 
perwauge of s&y eecb yur (asis done with AEAN for pensions) is a reesoaeble 
.opproeth.. AEAN is perticulerty aseful @hia en organization when measuring costs 
over time kcouse its provides thet i dolkr of alory l iwoys equals o fixed percent of 
pension, regrrdleu of the yeer mvolved. Thas, inflation is factored into the 

i53. FASAB specified the AEAN fo*.-verel reosoas. First, OS steted, AEAN is l 

reosmoblt ond ystcnmtic woy of’iilocaung costs evenly: over the service lives of 
employees. Second, the aujor’federel’ re$ement systems [the Militsty Retirement 
System (b&S). the Civil Service Retirement System (CSRS), ond the Federal 
Employees Retirement ,System (FERS)] use AEAN. end in two cam (FERS end 
MRS) cher8e ‘full cost’ in the budget under o stetutory requirement.q Finelly. exact 

. compenbility witb private-sector entities is not rclevoat. Minor differences in the size 
of the pension liability ond expense calculated pursuant to this Statement l nd SFAS 
87 clearly would nbt heve o meteriel imp&t on investor’s assessment of the credit- 
worthiness of the U. S. government. 

134. ‘Since there ore several occepuble attribution methods ond seven1 smell 
peasioa’plensia rdditioa to the three mejor plens, FASAB decided that the use of 
metbods other than AEAN wos permit@ provided the results were aot meteriolly 
differeat Born those of AEAN. A metetiol difference betweea the expcases end the 

n TIk’ CSRS stetate cells for pmcedares thet l re gc~enlly construed es entty l ge nom&. ‘Full oost.* of 
WIIIK. depads on the m&d selected. For example, prior setvice cost is omortixed ia FERS over 30 years 
plrnvnt to the !iding .mcthodi it would be reco~aixed over l shorter period (yeers of expected fktwe service 
of the group or 15 years) aader SFAS 87. It should be recognized in full immedietely uader the terms of this 
8Ubd~~$ but @y ia fineaciel reports of tbe rgeacy thet l drniaisters the pension pha oad ia the coaaolidrtea 
fmiel eWemeats of the United States. not in the employer agency’s fmaaciel st&taeats. Thas, ‘full cost’ ia 
this seatewe mtidbe reed ia a generic wey, that is, IS a stetemeat of the general iateat aaderlying the lew. 
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“44s 
sFTAS NO. 5 

L 

liabilities for federal plans based solely on’ the choice of attribution method would 
destroy ,the compambility and impair the usefulness of.the information for users other 
than investon. 

155. FASAB recognizes also that other attribution method might be useful for 
other purposes. For example, a .method that calculates the vested benefits l anmd’bp 
employees to date. at current salary levels, would be useful as a measure of the 
accumulated amount the plan would owe if it were to tetminate. Such calcuWoM 4 
would be for special purpose reporu not covered by this Statement. 

Aurmptbns 

0: 156. There am three objectives for actuarial assumptions. First, FASAB cdtsidm 
?” ’ it extremely useful to have consistent assumptions among accouttting, budgeting, and 

‘8. l etuartal statements to the extent it is.possible to do so while attaining the objectives . 
of federal financial reporting 

“‘: ‘, 
157.5 Second, assumptions ought to be consistent across federal employee .ndrerneat 
&terns. Assumptions need not be identical because the conditions facing each plan 
may objectively differ, but they should be rationally related (thus, the standard calls 
for f-id reports to ‘be ,prepared~on the basis of the best available estimates for 
l etuartal assumptions). Aim the standard allows the smaller plans to use the 
r.ssumptions provided by any of the three primary plans or to use their own 
assumptions if,they explain how and why they are different from one of the major 

a, plans. 
,i A. 

158. . Tbird,‘assump~ons au&t to reflect the underlying economic substance of the 
transaction. They should reflect the 0 -*’ 

U’ lty’s past experience and current expectations 
‘: regarding cost trends. They should rc. .:;I the similarities of and differences bttwetn 
‘r. two sets of economic phenomena rather than forcing artificial uniformity. 

. 159. FASAB concluded also that the discount rate.should reflect the long-term 
expected return on plan assets rather than a current market rate on debt of comparable 
maturity (the discount rate called for by SFAS 87). The long-term expected rate 
mhctt volatility, rtfkcts the actual txptritnct and expectations of the primary 
federal plan& and is consislent with the assumptions used in the budget. The 
Gwmrnenul Accounting Standards Board uses a similar approach for the discount 

rate for SU~C: and local gotiernmtnt pensions for similar reasons. 

Prior senke cost 

160. Prior ylvicc cost3 (or gains) are the costs (or pins) of retroactive be&u 
,@anted (or reduced) in a plan amendment., Under the current bt&etaty system, prior 
KNjce costs ue funded in the budget through General Fund l pproptiations over 30 
years. The employer entities under MRS and FERS-which are intended to be fully 
ftmdod-rre not char@ in their budgets for prior service cost (nor are they credited 
for gins), but nther the General Fund is chaqtd for these costs.” 

CSRS ho meives Gtmd Fund appropriations for this purpose, but the’ appropriations are based on 
statutory provisions and are less than they would be under a fully funded approach. Because of this, the CSRS 
fund@ approach is not bema used as an example of budgetary treatment to be contrasted with the l ccotmtiq~ 
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161. AS stated in the Statement, FAME believes that prior setice costa, interest 
* 00 &e pension (or ‘ORB) iiabiiityy, and actuarial gains and losses are eXpenre¶ of the 

f&ml govennrtent as r.wholc and are best accounted for by the rdtninistt’auve entity. 
Some respondents did not agree that employer entities should reoogni~e Ody the 
‘wml’ or %et~S cost element. “fhe respondents suggested that the employer 
entity should recognize all elements of the pension (or ORB) expense: rmice Coat% 
prior service CCMS, l ueriel grim and losses, and interest on the pezision liability. in 
general, theae mpondenu believe that the full cost of products end aentices,- 
‘by the employer entity in&&s these eiements, and that the full cost thus defrwd is 
r@evant to various decisions subas 00mpui~ the cost of outpuu md ,~WS with 
alternative .providers. . 

162. The Baud considered these yiews. but it continues to believe that employn 
&@onerit entities of the U. S. Government should, usually recognize only the aerviee 
cod elemcnl of pension (and ORB) expense in their gene4 purpose frnrncirl report% 
(Exwptions will uiti in cari such l a the C&at Guard, where the employer entity ii 
ho the ~dminismtivc entity for the plan): The Board is aware. that its approach mey 
qpear to differ front the l pproeches taken by FASB’end GASB in this repd 
However, neither of those Boards focused, in &eir stknderds on pensions and other. 
retimimt benefits. on rcporti~ by ebmponent entities of a larger reporting entity 
com@nble to the Government of the United States. All elements of pension (and 
ORB) expeb should 6 recorplized in tbc wnsolidated financial stetetneau of the 
United Stetsr Govemaenc however, the Board believes that prior service cost end 

~~other~tton-rinriceLcort~~i~ not.useftd for most tnmqerirl or policy decisions at the 
program level. They l re sunk costs (or sunk gains) attributable to services ret&red in 
prior years, or otherwise are not under the control of program management. FASAB 
oontinwr to believe tht having non-service elements of cost reported by the 
l dmimauative entity best reflects the federal environment and organizational structure. 

163. The Board ncogntxes that some analysts might, for some @rposes, want to 
consider en alternative .measure of compensation cost, e.g., one that includes interest 
on the pert of the~penaion (or ORB) iirbility that relates to current workers, or one 
that rccogtt@r some non-service coats over the workers’ years of expected setice. 
Specirl enelyrr end reports will always be necessary for special purposes. General 
purpow financiel reports musk by deftition, focus on the most common needs of 
utcn of those report& 

164. For similar reasons, FASAB also continues to believe that prior service costs 
(or gains) should be recognized immediately, without l tnottizatiott, by the 
l drnmistrative entity, and in federal governmen t-wide finartciel reports. FASAB sees 
no kncfit to delaying recognition of l coat arid a liability or to mducitq vobili~ in 
the general putpose finincial report of the administrative entity. FASAB was not 
PcinuQd thet the bat&t (or the cost) daived in future~pet+ds from @+reued (or 
dcceucd) pension benefits was sufficiently tangible in the federal context to wunnt 
&Wd recognition by meuia of unortizetion over future petioda. Examples of 
phtsible fulure benefits or costs would be, iacreesed (decreeaed) employee 
poduetivity or reduced (increased) turnover. 

“>. i 

treatment. 
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165. FASAB recognizes that. for funding purposes, prior service costs for CSlzs 

1 (5 

FERS, l n&MRS are amortized through appropriations over a number of yew’ 
Funding decisionsi however, should not be determinativk for l ccowting red* OC 
cost. Deciding wheq and how to fund en obligetion is not an recounting isua -... _ 

Act~rid Gabs and Louta 

166. Achwial gains end losses result from (I) devirtions between rctua! 
experience qi the rctwtirl assumptions used end (2) changes in rctuerial 
usumptions. Actuuirl assumptions are essentially long-range estimates abbot fpaR 
evene~wd fuceuuily vary from rctuel experience. 

- 

.7 167. Actuarial- grins end losses and prior~.eervice costs (or pins) have rinrilu 
>. .chuwutistica. They l rwboth detennineq rflgrthe recounting period in quciion La 
.,,( concluM and both relrte 9 the pest (either prior woe or prior experieti). The 

difference between. rctutkirl grittr ad. losses and prior ,service coti (or pius) is $mt 
the former l re the nonnel iesult pf rctuerirl estinution ad may &cur umue&, ?*irilr 
prior service costs l re incu@ dnly.:when the plu! is’ amendedi Al&, l ctw&l @us 
wd losses auy &ad to even out over time, unlike prior service .~ost+ 

I 1 . 
16g. FA&B ,&ncluded that rchwirl pins l d losseq should receive the imw 
bWment U ptior ‘service ‘hosts (or grins). They should be charged to the 
rdniinirtnti~e entity. The employer entities should recognize ati expense oaly for Qc 
YNioe cost” of their employees. f& the period less the emoullt contributed by the 
employees. if sny,.. Like prior Knrice costs, the rctwrial 10~~ are sunk cost5 (or 
sunk pins), attributable to services rendered in prior yern and therefore shouki-tU 
excluded from deta used for manegcrirl or policy decisions. 

169. For the *me reasons es were given for prior rrvici costs. l ctunrixi gains an& 
latrr should be recognized immediately by the administrative entity. There is no 
a#fit in delrying recognition or reducing volrtility in the cost measures end the 
fMiel repofts of the administrative entity. : 

Rocognith and Mwsarepwt 

170. The Board’s oonchuions discussed immedirtel~ rbove are reflected in the 
acqunting treatment of pensions. The employer entity should recognize an -1 
pension Fxpense as l cost of opewions. When the employer entity’s contribuliolllp 
are less thus its pension expense, the employer entity should recognize an imputed 
financing source for the expenses paid by other entities. To the extent that.it receives 
contributions from the employer entity, the administrative entq should recognize m 
iotmgovemmenul revenue. 0 

171. These transactions l intmgovetamenul. For pqors of f&l 
government-wide consolidated financirl reports, the employer’s pension expense 
should be offset against (1) .the administrative entity’s contributions received ti 
employer entities and (2) the employer entity’s imputed financing source, if rppliabk. 

ok ‘W&e cost’ is defined as the actuarial present value of benefits attributed by the plan’s benefits foti 
to SC~~CCS rendered by employees during an rccowtrng period. The term is synonymous with “nomxl cost-i 
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172. The rdminirtrative entity should report the pension liability. An increase in 
b liability dwiq the rccoun~ period is an expense to the admi&Wive entity- 
The liability is increued by the net total of the pension cost components (no-1 Cost, 
b&rest on &e pension obligrtion, prior service costs -(grins). and rctuuirl &s 
(losses)]. Thus, the administrative entity should be providing information not OdY 

&out the~actuarial liability but also about the rebtionship between the fttR Cob md 
the revenue from employees, employer entities. interest, and Treasury contributions. 

173. Reeo@zing the pension cost components in the rdmmistmtive entity and also 
the normal cost itttheemployn entities accomplishes two objeotives. First, the full 
.oost and l uuiel4irbility tare summuized aQfesented in one pirce, i.e., in the 
l dministmtive entity’s operating results and B11utc-e Sheet. Second, each employer 
entity reports its respective aorttul cost IS a cost of prWid@ service. This is 
emential to report properly the cost of delivering federal government services. lItme 
egrks are ehi~tcd~ duritq cottsoli@ion for federal govematent-wide finrncirl 
staements l d, thus, no double cotmtirig occurs. 

OTHER RETIREMENT BENEFITS 

174. ,‘FASAB concluded that ORB rre~similrr to pension, benefits and should be 
rwoutited for in A similar .wry unless differences in substance dictate otherwise. The 
ptdominmt other retirement benefit in the federal government is he&h care benefits 
for retirees.. These are long-tctni and require rotuuial estimation. 

175. FASAB recogn&s that future health care benefits present tmique 
musummwt poblcms.~ They are more uncert~itt than pensions since they depend on 
the c&n&& petterns of health c8re delivery 8nd utiliution. on the *ce trends for 
medical CIIC, uid on the benefits provided by social insurance programs like 
h4ediure. 
176. Also; sow federal retiree hea% benefits are &ovided directly in, federal 
gOvnamtnt hospitals and dotnicilimy ‘facilities. The liability in these cases also 
depends on the amount that the Congress will appropriate in the future to pay for the 
ber~fits. so the expense and liability a” more difficult to measure. Notwithstanding 
the ~suretnettt difliculties, because of the importance of rpproximrting the cost of 
setvices rendered at the time the service is rendered, FASAR believes that in most 
C,Ues. the ORB costs and liabilities should be measured for fedeml programs. 
However, U noted in the discussion starting with paragraph 182. VA medical care 
CO& *rotrid be recognized in the period medical care service is rendered. 

ACCOUNTING FOR THE OTHER RETIREMENT 
BENEFITS PLAN 

Attribution Method 

177. utthke the situation re@ditts federal pension plans, there is no established 
l ttthtion method for fedeml retirement medical cm. AMrough there are cutrent 

‘pfoporlr to do so* the cosu we not cllrrently .aiq funded. 

178. For retirement he&h care. FASAB fouttd no compelling reason to prefer en 
•~JFwc~ other than the rgpegate eatry rge normal used for pensions. The employer’s 
scnk cost however, should be calculated differently for health cue than for 
pcnriotts. For the pensions, costs are calculated IS I percent of psyroll. but 
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retirement health care benefits ite piid for each individual retiree regardless of prior. 
salrry. Cost,4!$erefore, should,,be calculated on”a per person basis because that 
accurately represents how the cost is incurred. , 

AIIomptions 

I79., AIt!toug!t the general a,ssumptionsemp!oyed for ORB s!tou!d be the same as _ 
those for.pensions:t!te lrealth cue cost trend assumption is unique. The Uandard 
gives general guidrnee regarding the use of Wedicare projections or other 
, l uthotitative sotnoes? for the trend assumption in order to achieve oonsist&cy and ret 
broad guideliircs :for Ute estimates. -The bea!th~c& cost assumptiou rhou!d reflect 
these sources adjusted for any factors unique to the orgmiution. 

;,_’ ; 1, 
OTHEIWOSTEMPLO,YMENIBE&FITS :_ : . . 

,180. OPEB mpresent operating expenses of the federal employer entity. ‘Some 
might argue t!tat,OPEB. like pensions and ORB, should be l cc&d as employees 
perform services, as a cost of operations, because (I) they believe the event is 
oc~uning as the’ employees perform &ce, (2). future OPEB payments are probable. 
and (3) thpy cgn be measured. FASAB was not persuaded t!iat there was an adequate 
nexus between these qst l od 01~ employee’s daily. ongomg service; or that.these 
Costs were suffiiiently probable at that point to warrant l ccnul. 

‘.. 
I!!. ‘FASAE believes that an accrual based on the occurrence of l o actual event,, 

\J Nch as a job-related injury or a’decision to reduce the entity’s wor!tforce genera&, is 
.,, 8 reasonable a!quoach. Such an ,event makes the future outnow of resources Probable 
‘. and measurable, may involve long-term accnrals in som’c cases, and provides an ‘4. 
p’ •~~+‘fnewure of expense in a wry that is,the least burdensome~ to the reporting 

. entities? a 

VA bUDICAL CARE COST 

I@. Althou& it mig!u appear &at medical hefits provided by the Department of, 
Veterans Main a!tou!d be treated like other rqirement or medical benefits, them are 
rignificait.differences between the two. Most often retirec’mcdicrl benefits are 
provided through a health insurance provider, which receives premium payments from 
the former employer. But, with VA medical benefits, the former employer (the 
government) provides Ute medical services throug!i VA facilities to veterans oa an %s 
needed’ and an ‘as available’ basis versus payment of health insuraace premiums for 
eat& veteran. 

Ill!. ‘* * Eligikluy for VA hospital care and musing-home cue is divided into 
tnandatory and dircmionry categ6tier. VA must provide hospitaI cc to veterans 
with serviceconrqed ‘disabilities and others in the mandatoy category. Hospital 
cari is co&iercd discretiomty if the veteran !us income above a specified limit and a 
nobvioe-c-ted injury. Veterans in the discretionary utegoy may be requirnd 

uncut&-t inswince pro&ns ari different from the programs 

dimet kmbqsement frbm employer entities. 
for federal employees under thcr *gnms art tInan by 

Usua!!y tbc reimbursement period for. wor!cet$ ad unemployment 
eomptnrrtion is rhoi%term, but under certain conditions, workers’ compensation may extend for many years. 
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to pay fees to receive VA hospitrl WC. Ia l idition, VA medical care ii f-4 by 
amad rpproxirtious. The wtitkment to racoive WC does not gusma- WY 1 
prrti~ubr be1 of WC. The Congress decides raat~lly how rdequskly VA m&d 
wre will be fuaded. 9 1. 

184. The Board believes thst VA medics1 benefits, for both mrttdstory md 
diromtioary’ propmr,~~ krt merstrmd by the urn~rl .COSI inctnmd mther thn by 
r~tua+lly dctenniaed +ges dttriagthe vetemtt’s tniliuy service. Mediorl GUC for 
vctemns doss not ,sstisfy the prokbility,or rusotubly mcuumble criti in this 

r -,.@I .&jer:,&tw;.~ ~fwdutufw~~~ bm&s &; not. CotUtitW I loll@- 
term 1Wlity tokirecogaixed ia the Eklsaca Sheet-, The Boud believes VA mcdkl 
beacfit liability utd &ted expeases should ,bc recognixcd in tire perid medicrl mm 
smiceb reded. ‘The eatity should consider, however, wht disclosures would be 
rpppktc ,for tbcse costs uad&thc coatiagency st&& 

‘CONCLUSION’ON IN~NCE~~‘GUARANTEES 

185. .Tbc Board ooasidercd two possible b&s ,for recognixia# the Mility of 
federal insknci progmmr. Oat wou@cogr&e l s f lirbility the uapsid exptctcd 

” prercnt irilue (PV) Cost of iasuredevcnts tbst h;d occurred. The second would 
rccognixe u l lisbility thi uapsid expected ‘PV cost of risks that hrd ken rssumed 
(i.e.. the unpuid ,expected PV cost iahcrcat ia iasumnce ‘rxteaded or ia force). This . 
econd rpprowh would be simile to that t&en by the Congress in budgeting for 
direct lows and lora guxmate$s xad by. FASAB ia l ccouating for these tmamctioas. 
(Sea, SWmcnt’of F&ml Fiasackl Accounttag Stu&+ Number 2, Ae~ounting f& 
Dihet Lomu ad Lonn Guamnues). ” 

186. Sever81 Borrdmembers belie* thrt this second rpprosch hs metit tkom I 
conceptual sWtdpotat. However, the wsrd hr coacknts rbout the tneuumbility ,of 
the risk rssumed.~ pstticulrrly in the coatext of pension guuintccs. Them rasy rlso be 
some question as to the exact ~turc or cstegorixstioa of some rrrumcd risks ia the 

I 

l WIWC of written contracts. The Baud coacludcd~t it would coati& the 
tditiond pnctiw of kcogttigiag the effect of eveats that hd occurred on the fwe of 

” the ,finraeirl stitcmcats. Howem. it also de&f&d to ‘mquire repotting ss RSSI the 
erlimrted PVGost of the risk u~utaed for-d1 piogmtas, except socisl iasursacc, life 
insurance, mad lour~gusnntee grogruns. 

.’ 
187. AcGNsl Wcouating foi iaswMcc prognmt attempts to repott the expenses of 
opemtioits for erclt period ‘sad the ‘uapGd lirbility it the cad of the period. 
Projections of future clrims, including renewed, expmdsd, md new business, rlso 
pi&de imporunt informnttoa for Policy decisions about what ntas should he chuged 
to wver rll~ expected future lome& wht &litiotUl msumnccshouldbeexte&d,utd 
similar decisions. Waagcmcat of qortiag entities my wish to iaclude such 
projeetioas infrnracirl rcpts u other rc~ompying iafomrrtion, utd rm;y do so oa 
l vohmtuy basis; but the Baud is aot prcscnlly mkitq mpy specific recoaund~tioru 
rboutthir.kyondtborc~~bythisStr~~rrdtboretobc~wnddcrod 
in Supplementmy Stewahhip Remng. 

188. During the Exposure Drag stsge of UK Lixbility Wndud. the Baud ukod 
re@olalts dahdbe sthldaid jlri$tided suffi~i~t’~drnoc,~ hott! I& @sJ 
assuladAmouat*uIdbcmwaxetL ~wooftheMtyfive+oadcauuhedfor 

nmsuremiat possibilities. iddittonrl guidraos but did not mcntioa m 
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191. % Board also considered the lisbility recogni~on of whole life insurance 
Ppenms. The federel governinent has,s smsll number of wholC life insurance 
progmms thit’rie rdti~iniste&d by federal eat&. The most sigidfioent programs ” 
(mtitusl entetprise-type whole life in&$&> u$ +ough tbe’Depuimmt of Veteran 
Affairs (VA). ! “, 

192. At ths time the eitposure drafk on lisbiiities wss issued, there were no 
established recounting standerds for mutusi enterprise-type tihole life ,’ 
ttk feden 80 

msurence within 
vemalml, stste end local govemmenl, or the privrte sector. Thexeforr 

VA followed the statutoty requirements for accounting purposes as well as ~taitory 
insufance reporting. 

193. In Jen&y 1995, the FASB end AICPA issued a standard and e statement of 
position. respectively, that s-pecificd recounting for mutual whole life insurance 
ewrpkes. Dus to the similuities between the fedeml prognms and the insuMc8 
aWprises eovered in the F,ASB end AICPA documeau, th& Board decided that the 
ptinte sector standards woul~.be rpproptiate for the rpplicable fed@ progm&s. 
Tbercfore the Baud wncludsd that federal entities with whole life insumn~ progmms 
would follow the stand&s as prescribed in the privete sector stat&& (iad is m 
pthte sector qtmduds are l nend@ when report& thq liability for fittum policy 
benefits, along with the rdditionel disclosures prescribed by this Statemet+ The 
,Board further oo@ded thst disclo+re of ,w components of tbq,liability was 
~uyj.to adequetely inform the fuuacirl stateqent wn’qf:,@ prdj*W. W ud 
uy’ 0th poteitth, uses of the Ii&iii& .&mpon&G end ‘&&&ted assets. 
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I APPENDJX B: LIi$BIIiITY RECOGNITION AND I 
/ MEASUREMENT. MATRIX ,, _. c-3 

FEDERAL PROGRAM CATkCORiES 1 EXPENSE”~- 1 LIABILITY 

7~ This program is an entitlemcn~ prbgatn that veterans may be eligible for if they &vc limited income 
when lhey hvc 90 dryr OX mote of active military service, at !cast one day of ‘which WIS during 8 period of 
war. Their disc~a from rctive duty kt have been duriaig a piriod of wu. Their dischqe from r+ive ‘duty 
must have been under conditions otbcr than &honontk. They ~must be pctaunu~tly’ and totdly disabled for 
reasons neither traceable b miliuy sewice aor to willful mi~mduct (Dcpqmmt of Veteruw AfGirs, Fedemi 
Benefita for Veterone and De~ndknta, 1993 Edition). 

.’ n Disability compcnvtion is paid to vetaratu who UC disabled by injury or discue incurred or rgenvrtsd 
d&q &jw iailiivy -i& b ‘& h of diity. m &+ni&.,df b -+a- mu ~VC b mdw 
UWOU@ r~purtiot~ or dischuge under conditions that were other than dishomble. MOMU~ kfiU UC 
related to the residual effects of the injury or dirusc. [Department of ~Vetcrms Affairs, Fedwul Bcnefit~ /a 
Veterana ond Dependenta, 1993 Edition]. 
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Accounting for Prqperty, ‘Plant, and Equipment 

STATUS 

Isue 

Effective Date: 

Volume I References: 

. 

November 30,199S 

for fiscal years beginning after September 30, 1997. 

SPAS. ‘k. 5, Accountihg for Li&ti& of thb F?ederrrl 
Gqy&wnr (for‘definition of ‘a liability and &taI l&se 
Qccoutiting) ” ., 

SIT@ No.’ 7, Accounting for ltewiw at&Other Financing 
Sourccs,(for classifications of transactions involving asset 
trgnsfeis) 
SFFAS No. 8, Suppinren+& Sttia&hfp Reporting (for 
reporting requirements on Stewardship PP&E) 

Voliun+ II References: Capital L&es ((X0), Cleanu$ Cost (C40), Deferred 
h+intqance’ (DZO), Depreciation @30), Federal Mikion PP&E 
(F20), Gen$al PPBiE (G20), Heritage. Assets (H20), Incem+Uy- 
developed So&are (IgO), Land (L20). Ikperty, Plant, and 
Equipment (P60). Multi-use Heritage Asjets (M4O), TransfM of 

.’ Assets (T40) 

Interpretations: 

Affects: 

Affect by: 

SUMMARY 

No other statements. 

No other statements. 

E 

This statement con&s accounting standards for Federally owned property, plant, md 
equipment (PP&E); deferred mtintenance on PP&E; and cleanup costs. 

The diversity among Federal PP&E creates a need for meaningful categories of PP&E 
with different accounting standards for each category. 
defined for accounting purposes. The categories are: 

Four categories of PP&E have been 
. 

m general PP&E are PP&E used to provide general government services or e 
m Fgeral mission PP&E are PP&E exhibiting specific characteristics set by the I 
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$ 
Board and in&de weapons systems and space exploration equipment; 

‘m heritage assets are those assets possessing signific~ant education& cultural, or 
natural characteristics; and , 

ir 

m stewardship land (i.e., land other than that included in general PP&E). /I 

General PP&E shall be reported in the balance sheet and the statement of net cost. 
The acquisition cost of general PP&E shall be recognized as an asset Subsequently, except 
for land which is a nondepreciable asset, that acquisition cost shall .be .charged to expense 
through depreciation. The. depreciation shall be accumulated in a ,contra asset account- 
accumulated depreciation. 

Autmal expenditures to acquire, replace or improve Federal mission PP&E, heritage 
assets, and stewardship land shall be shown as a cost in the period incurred. Reporting on 
these three categories is addressed in SFFirS ‘No. 8, ~u~p~;mientary Stebadship Reponing. 

‘The deferred maintenance standard requires disclosures related to the condition and the 
estimated cost to remedy deferred maintenance of PP&E. These disclosures are made as a 
note to a line item on the statement of net costs-no dollar amount shall be recognized on the 
statement. 

,For cleanup cost associated with general PP&E, probable, and, measurable .cleanup 
costs shall be .rllocated to operating periods benefiting from ,operations of the general PP&E. 
This allocation shall be based on a systematic and rational method. For cleanup cost 
associated With Federal mission PP&E, heritage assets, and stewardship land, probable and 
measurable habilities ‘shall be recognized when the PP&E is placed in service. Simultaneous 
with recognizing the’liqbility, ,the related expense for’ cleanup cost shsll be recognized. 

., ‘u, 
d, 
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CHAPTER 2: PROPERTY, PLANT, AND,EoUIPMENT - 

DEFINITIONS :L ‘? 

17. 
. RobeRv. consists of tengible l ssets, incltufiag lead, thet 

meet the following criterie: 

. they luve e&met&d useful lives” of 2 ycers or more; 

. they ue’not intended for sele in the ordiauy cottree of operetioas; 

. z hve been l cgtured or construeted with the intention of heiog 
I used, or being l veileble for &e by the et&. 

18. Property, pIen& end equipment l lso includes: 

. rssets required through crpitel leeses (See peregreph 20). incluf3ing 
leesehold improvements; 

. property ovmed by the reporting entity in the her& of others (e.g., 
st~tc end locel governments. ,collcges end universities. or Federel 
contractors); end 

. lmd rights.” 

19. Pmperty. plent, end equipment excludes items (1) held in enticipetiott of ’ 
physicrl consumption such ea operating meterirls end supplies” end (2) the Fedenl ’ 
entity her e reversionsy in&rest ina 

20. c&d&g,$ Are leAses tlut trensfer substAntirlly l ll the benefits end risks of Y’ ‘: 
ownership to the lessee. ‘If. rt its inception. 8’ leese meets one or more of the following hIi2 ’ -~ ,i 
four criteris?’ the leer should k clrssified es e crpitel leese by the lessee. Otherwise, 

l’Usetkl life is the normel opereting life in terms of utility to the owner. (rdepted from Kohler’s 
Dictidmqv for ~ccountanrr) 

l’“Lend rights’ l re interests end privileges held by the entity in lend okned by others, such es 
leeseholds. eesementi. weter end water power rights, diversion rights, submersion rights, rightsaf-wry, cud 
other like interests in IAnd. 

“Accounting for opereting meteriels end supplies is eddressed in Stetement of Fe&n1 Fiiiel 
Aeeoutttittg S-duds No. 3 Accounting/a Invenihry and Related Property. 

2@fhe Federel Government sometimes reteins en interest in PPBE l cguired with grant money. In the 
event thet the grant recipient no longer uses the PPBE in the l ctivity for which the great wes origin&y 
provided the PPaE reverte to the Federel Government, 

“Note thet the criterie for identifying cepitel luses for fiorncirl repotting purposes differ &orn OM8 
ctiti for budget .motia# of leers. Oh4B Circuhr No. A-l 1, Prepamtiun and Submission of Bud&et &timater, 
inciudes criteria for idcnti@~ openting leeses in Appendix B. OME provides four l dditionel criterie which 
date to the level of privete sector risk iavolved in l leese-purchr rgreement. This is necessery beceuee, for 
wet purposes. there is l distinction between leer-purcheses with more or less risk. This distinction is not 
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. The leer tndrfers oivaerxhip ofthe property to the lessee by tb ti 
OftheleasetemL 

. . The lee$e coateins all option to purchase the leesed properQ et 8 
~bugeinptice. 

_’ . .~lcwtcm3itequritoor$crtei~75’prcmt6f~’~ 
economic !ife” of the Jeerad property. 

. ?-I+ pr&ent v&c df real end other minimum leew peynWnt% 
exeludi~ tliat portion of the ‘+ymenu representing executoq oob, 
equ8ls or exceedi 90 per&t df ‘the fair value” of the Ieaaeq 
PfQP-9. 

! : ‘l’lie fret two &it&ie are ti6t ‘qplicrble when the beg&q&g of &e lease tcrilD ’ _ .~ 
ms w@iii&:ti 23’pro;lnt of ihc toll estimated economic life of the leued 
PwmY. , ‘, :’ 

j. ‘, ,, .),I 

STANDARDS AND CATEGORIES 

21. fbc following pengrephs provide recognition end mersurement princi+s. 
8d discbsure w qihmend for ucb catepiy of PP&E. The crtegories identified ue: 

&;;- 

3 

. paen PPBE (incb,tdiag hgd r&u&d for or in conaeotion with 
0th general PP&E), 

. Fianl mitioo PPBE, 

. hirit8geu+s,8nd ., 

. 
.’ 

stewxrd&p.l$+ (i.e.. lend not. ~II+ in getter4 PPBE). 
I 

22. Ib .&dctermining which category PPBE ‘should he placed in. it will be oecessery 
to identity the ‘bese uniVa of PP&E rgeinrt’which the crtegory definitions till be 
applied. For example. units es Iarge IS entire facilities or as. smell es computers could 
k utegorixed. In detkrin@ing the level at which crtegorixetion takes place. an entity 

md in the fbwciel reports aad, therefore, FAME does not include the four criterie related to risk levels. 

22’Opmtiftg leases’ of PP&E are leers io which the Fed&l entie does not l sume the riska of 
OIMLmhip of the PP+E. Multi-year a&vice contracts end multi-yeu pureher oontrectr for expeddable 
-tieruewt upital leues. 

2’~ud economic We of Ieesed propaty’ is the estimated remaining period duriag which the 
popnty is apcti to bs e~~aomi~rlly usable by one or more users, with normel icpeir~ and maiat&&oe. for 
the purpose for dki~ it Wu intended et the inception of the lerse, without limitation by the leese term. 

‘%ir dne’ is tbe price for which m l seet could be bought or sold ‘in en &‘s-length treauction . . 
bemet tmdded pdes (e.g.. between 8 wiliing buyer 814 l willing tiller). (edepted from B 

,‘d? ,_: .I. 

./‘, 
“.B- mP refers to the level of deuil co&d&i $ categorizing PP&E. Generally, the hue unit is 

the -lle,a or 1W qmsivc item of propeq to be categorized. The tclin ‘her unit’ mey be used by others 
to have 1 diffmnt ~ming-the ttmning intended in this stmdud is limited to that specified above. 

f,,..-. 
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should consider the cost of meintiiaing different eccounting methods for property l rrd . 
the usefulness of the informetion. the dive&y in the PPBE to be cetegorized (e.g., 
useful lives, value. rl@utive ‘&es), the progruns ain8 rrved by the PPBE, mad 
future disposition of the PP&E (e.g., transferred to other entities or scrapped).w 

Gemelrl Property, Pleat, tid Equipment 

23. Geaeral property. plant, and equipment is my property, plant, end quipmcnt 
used in providing goods or rrvicbs. Geneml,PP&E typically her one or more of the 
following cbuactaisticr: , , 

. 

. it could be used for rltenutive purposes (e.g. by other Federal 
prqmms, state or local governmenu, or non-govemmen tal entities) 

,butir~~toproducegooborr~et.ortonrpportt&mirrionof 
the entity, or 

. it is used in business-type l otivities,n or 

. it is used by entities in activities who& costs ten be eompued~ to 
those of other entities pcrfOming similar activities (e.8.. Fe&ml 
hogiul services in comperison to other hospitals). 

: 
24. For entities opemtin8 aa business-type rctivities, rll PPBE shall be 
cetecgorixed as general PPBE whether or not it meet.4 the deftitioa of my other PP&E 
categories. 

25. Lend end lend r@hts required for or in connection with other geneml PP&Em 
shell he included in 8enml PP&E. In some instance. general PP&E mey be built on 
exist@ Federal lends. in this case; t@ lend cost would often not be identifuble. In 
theee instences, genml PPBE shall. i+$e only land end limd ri8hu with en 

‘t idcntifuble cost that wasspecificrlly~ecquired for or in connection, with~castruction 
of genenl PPBE 

“The concept described hen is intended for PP&E crtegorizetion purposes only. However, for the 
purpose of recoid keeping. great& detail mey be necessary to meintain l ccountebility .for PPdE so that assets 
can be eafeguudcd rgrinst lqss, theft, mixmpproprietion. etc. Categorix@g PP&E with less detail considered does 
not necessarily mun that (1) l ccountin8 systems br (2) property records must follow the same level of detail. 

“Business-type activity ia defwd as e significantly self-susuining activity which finroGcr its 
continui~ cycle of ?peretions through collection of exe-e revenue as defmed in the Board’s exposure draft 
on Revenue and Other Finahchg &&es. 

“The Board is not mekk l recommendetion thet cost comperisons actually be me&. Nor is it 
westing that costs can be easily compared for,r Federal and non-Federxl entity. If the activities ue somewhat 

: compueble then oite ‘&Ad presume that a cost comparison could be made. 

“‘Acquired fdr or in connection with other general PPBE’ is defmed as land acquired with the intent 
to cone@uct general PPdE and lend rcquimd in combination with general PPBE. in&d@ not only lend used 
as the foundation, but also rdjecent land considered to be the geneml PPBtE’s common grounds. 
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Aunt Recognition 

1 ‘I ‘, ‘.’ ., :, ::,, .:’ : :’ 
26. All pcml PP&E shall be recorded rt cost. Cost shall include all COIU 

i 0 

incur& to b&g .&e’PP&E to r-fotm end location suitable for its intCnkd.w. FOG 
;. ..” L’ .’ , exr~plc. the cost of ecquitihg propmy. plant, end equipment may include: 

:* : 
.,., . ~eniounts @id fo vendors; 
2 . . 3rhporutioil chrps to the ,pint of iaitiel use; 

. handling end storage costs; 
, ‘. . labor and other dimct or iadirect production cosu (for essets 

. . .,,$?:, *, productid Oi constructed); 
cc . ,, ., engineering, l hitectural, end other outsidi wtioes for desi@ts, 
; &is. *ifitrtiorir, ,ti surveys: 

:t 9 . rbqtihion end prepuhoit GOSU of buildings and other frcititier; 
.‘.9 ,. (4.. . in rppropiirti s&e of thc’caitc of the equipmeni end frciiitier used 

in constn&on‘ w&k; ,’ :. 
: i fixed cquipmmt~ end related insteilrtion costs required for rctiyitier 

I’ ,‘, J ) i&r build@ or facility; : ’ 
.I, . dii& cbsts ,bf inspktibn, tipervision, and rdministretion of .’ 

corirtruction contracts ind. Cohstmction work; 
. leg&l ;nd remding fees and d+Age clhnls; 
. hill tiluc’of,fetiiitiei rndequtpmeat donated to the govemtneat; and 

. . herid (~mountr of ,interCst costs peid.” 
: : 

27. ~temallydeve&ped” sofhrarr ‘inky a inch&d in general PPBE (or other 
eseet rccouau”) if its cost is intended primarily to be recovered through charges to 

” users” Othk intemellydevelopid softwrrr’costs &II he expensed when incurred. 
/ ‘. 

28. ’ If an entity elects to crpiulize. intcmallydeveloped software costs @er the 
cimtmsimces:described in the preceding $kegraph, costs ttut may be capitalized US 

*fc; ‘I limited to: 

. those clearly identifiable with major new software projects aad 
distinguishable from~recurring mkntenance-type activities; 

!“‘Inferest costs’ refers to my interest paid by the rcponmg entity directly to providen of goods Or 
semicea rehted to the requisition or construction of PPBE. 

“‘Intetnallydeveloped’ meens that employees of the entity are actively involved in devclophg the 
softwme. This is disunguished from contractor developed software end purchased software which are subject to 
the provisions of the PPBtE sun&d. 

“Currently. the US Standard General Ledger includes ID eccouat titled Aurornored Dot0 Procruing 
S&W& number 1830, which is not pert of the PPBE account series. These standards do not require that, 
software he recounted for IS I component of the PPBE rkouau. It is permissible to maiauin a sepurtc 
e&ant foo,softwere end the.rccumulrted.rmotwatioa on-software.....- . / . 

“?n hit CMC. users may he intcmrl or external to the entit)‘. 

P 
d 
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462 . . 
SIT’AS NO. 6 

. co?ts incurred after t~~hn~logicai feasibility” has been estiblished; 
and : 

. direct costs of dcvel~pi$ the.software, initial trainiit8 material, and 
documentation manuals incFd.after technologicai feasibility has !r . 
been established (e.g., saianes of programmers. systems uulysts, 
projict management. and l dministmttve personnel directly involved 
in the platmirg. desi&ng. coding,,or testing; associated employee 
benefits. outside consultants fees, and supplies). 

The rmortixation or depeciation of these costs skIi not exceed five yeus. 

29. .The,co~ of,genenl PI%& rcqyired &t&r a capitil kv sitAl be equal to the 
amount reoo8nkd as a liability for the capital leasa at its inceptiqn (i.e., the net 

.pemt value of r& l+e payments calculated as specified in the liability stu&zdU 
urli,m the net pm+ Value exceeds the fair value of the asset). 

‘.. 
30. The coat of g&ml PPdE acquired thrbgb don~tioa,,dcviw,w or Judkkl 
pmceu exch@ing forfeiture (See paragraph 33) shall be esttmatid fair value at the 
tilM WjUjd by ii!lC 8OVCrllr~& 

31. Tote cost of-general PPdE ~rmrferred from other Federal entitkr shall be 
the aost rrcordcd by the transferring entity for ‘the PP&E net of accumulated 
depmciation or rmortization. If the recetving enuty canno! reasonably l scertaia those 

_. .amounts,~.the~ cost, of .the;,PP&E ,&all kits \fair-value at ,the time traasfemd. 1 _I. 

32. fhc coat of 8efW1 PPbE acquired through ckhmge” shall be the ‘fair value 
of the PPBE hered at tJte time of exchange.” If the fair value of the PP&E 
acquired is.morc readily ,&termtnablc than that of the PPkE surrendered, the con 
ahall be the f& ,value of PPbE, acquired. :If neither fair value is determinable the cost 

. .of Ihe.PP&E~ecquired ahall, be~the~,tostmcorded~~for thc,:,PPBE, surrendered~oet:of~‘atty 
rccurhulated depreciation or amoniution. Any difference kiween the net recorded 
,amount of the,,PP&E ,nurcndercd:and the cost of the PP&E acquired shall be 
reoogntxcd as A grin or loss. In the event that cash consideration is included in the 
exchan8e, the cost of general PPBE acqulred shall be increased by the amount of cash 
cons&Won surrendered or decreased by the amount of cash consideration received. 

3’Technolo8ical feasibility has been established when the entity has completed all planing. designing, 
coding. and testme activities that arc necessary to establish that the software can meet its design specifications. 

“‘See Statement of Recommended Accounting Standards No. 5, Acrounrinp for tiabilitirg o/the 
Fedwol Gouemmmr. 

‘6A till or clause of a will disposing of property. 

“This pangnph applies only to l x&anges between a Federal entity and a non-Federal entity. 
EXC~IUQCS between Federal entities shall be accounted for as t&fen (See paragnph 31). 

I’If,the entity etttexs into an exchrngc ia. which the- fair value of the PPBE.acquired, is less than that of 
the PPbE, nvrrndercd, the PPBE acquired shall be rec+iztd at its cost as described in paragraph 32 and 
subsequently reduced t6 its fair value. A loss shall be recowed in an mount equal. to the difference between 
the coat of the PP&E acquired and its fair value. 
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A~punrin~/a in,wnttpy and. +ia~ed PrOpi& (S&AS 3).” ~mounu recorded for 
forfeited wets bawd OD SFFAS 3 ihell be r&ognited es the cost of general PP&E 
w&n plrwd iao O~OiAl use. 

;; 34. PP&E ah+ be recog&ed when title passes & tbc rcqui@ entiiy or when 
; the PPBE ia &iivet@ to the entij. or to aa l geat of t&e entity.O In the ceee of 

consmeted PPBE, the PPBE shall be rrcorded’u construct.ion work in pocerc uatil ir 
is placed in service, at which time the beirnce shall be uaqfemd to g&A’ PPIE. ‘.^. . 

. ,. , 3s: 
tilti, ,, .,, “.‘.,, 

u qn expense is,,calcul+ tbrougb the ystemetic and rationil 
1‘ Jlcketion of 1& cost of g&ml PPbE, less iti cstitmted aalngeksiduml value, 0~15 

@e estittkd usefd, life of the’ genmI PP&E. &,prrciatioo expense shall be 
pog+d on al! gene& PP&E”, cxccp lend rod Iend rights of unlimited dumtioa= 

. Estimter o~pseful lif~‘bf;getien! PPBE must consider fectors such 
ee pbyrical we& and tee) ind tecbpologi&rl change (e.g.. 
obsoltscince). 

. Vuious methods CM be &ed to compute periodic depreoiation 
expense so long as the method ia systematic, ntioaal, end bee! 
reflects the ” of t+ ,PP&E. 

. Any changes in estinuted useful life or tringJresidue1 vah+ shs!S 
be treated prospectively. The change shall be recounted for ia the 
period of ihe thange iad futureperiods. No rdjustmmu shall be 
nude ,$o previ+~~ly recorded &pAetion or rmortizetion. 

9 36. Depreciaion expense shrll be rccumuirted in (I contra reset” rccount- . 

accit@rted depreclrtion. ~orttzetion expense shall be rccumuirted in a conm eesa 
accouat-rcc~uieted rtaorttmion. 

‘?SFFAS 3 requitis that forfeited real end personel propeq be valued at market value leu an 
dlowance for any liens or cleims, from I third perry. 

“Deliver$ or consttuctive .&livery ahall be besed on the term of the contract regarding hiPping 
&or delivery. For PP&E rcqutrrd by e contractor on beblf of the entity (e.g., the entity will ultirnetely bold 
title to the PP&E), PPBE shall rho be recognized upon delivey or conm~~tive delivety whether to the 
contractor for use in performing contrect services qr to the emty. 

“Softwu~ and land rights, while associated with tangible assets. tney be clruified as intengible uy~ . 
by #me entities. ln this event, they would be subject to amortization rather than deprmrtion. ‘Amortizatioa~ ir 
applied to intangible assets in the sane manner that depreciation IS applied to general PPbE-ungible UWU. 

r”Laad ri@s rht are for L specified period of time shall be deprecieted or atttortized over tht time 
peed. 

“A cozltn asset l ccottat is en account which partielly or wholly offsets en amet rceottnt bn fbm~irl 
.:’ stntemerWtb~ EUY be either merged or rppur‘together. 
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:. . SITiS NO. 6 ; 

‘, 
37. Costs which. either extend ‘tie useful life of existing general PPLE. or enlarge 
g improve its ca&ty shall he crp+zed and depreciated/amortized over the 
remaining useful life of ,J$ rssocr@d geperal PP+E. 

,7> 

5 : ., 

38. In the period of di&nl, retirement, or removal from setice. general PPdtE ‘. -. - 
shall bc rcinoved from the asset accounts along with associated accumulated 
deprecirtionirmonization. Any difference between the book value of the PPstE and 
omounu realized” shall’& recognized IS a p@ or l lorj in the period that the general 
PP&E is-disposed of,‘retired, or removed from service. 

39. General PP+E shrll be removed from general PPBE ICCOUUU ‘along with 
rssocirled accumulated deprccirtion/amortiution, if prior ,to disposal, retirement or 

. removal from service, it no lon&er’ pr&ides *CC in the operations of the eniity. 
This could be either hecrw it ks suffered clam~ge. becomes obsolete in advance of 
expect&n&. or is i&nMied .IS eticess. It shall be recorded in aa appropriate ‘asset 
l cwun~ ot its expecti net rerlizablc v+e. Any difference in the book value of the 
PPBE !nd its expected net realizable irrlue ihrll be recognized, AS a gin or a loss in 
the period d[ rdjusWient; Tbe’expecced net iwliiible value shrll be adjusted at the 
end of each rccountmg, period and my flier adjustmenu in vrlue recognized IS a 

‘g& or I loss. However, no additional de,preciaGon/amortization shall be taken once 
such assets rre removed from general PPBiE in antic&on of dispo4, retirement, or 
mnovol from service. 

Impkmeatatkn Guidance 

‘40. For exi?ting’genenl PPbE. if historical cost information necessary to comply 
wilh the ahove recognition and measurement provlslons has not ken maintained. 
estimates ore required:.Esiimates shrll be based on: 

,I 
. 

. cost of Gmilrr assets at’ the time of l cquisiti,on, or ) 
‘0, ‘cunen( Cost of similar assets discounted for inflation since the ume 

of rcqriisiGon (i.e.. deflating cunznt costs to costs It the time of 
rcqulsition by general price iirdex). 

41. Accumulated depreciaGoa/amort@ation shall be recorded based on the 
estimated co& and the number of years the PP&E has been in we rehave ‘to its 
estimated useful life. Altemrrively. the PPBE may be recorded at its estimated net 
remarning cost” and deprecudon/rmonuadon charged over the remauung life based 
on tit ner remainmg cost. 

42. For general PPkE that would be substantially depreciate&amonited had it 
been recorded upon acquisition based on these standards. materiality and cost-benefit 
should bc weighed heavily &I determining estmutes. Considerslion should be given to: 

.’ 

“For ex@rnple, amounts realized may include cash received for smrp materials or fair value of items 
received in exchenge for PPBE removed from se&e. _. 

“Net nrmoining cost is the original cost of the asset less any rccumulrted dcprecirtiqn/amonizrtion to 
dote. 
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s?FAS NO. 6 

,,. 
. r&dine only impro&ments made during the $tiod t&ond the 

initial expected useful life of general PP&E, and 
‘. making m aggregate entry for whole classes of pP&E (e:g.. &tire 

facilities rather than A building by building estimate). 

43. in recording exist& general PPbE. t+ difference in amounta added to asset 
ad conm l ut accounts rhrl! be credited (or, charged) to ,Net Position of the entity. 
The amount of the adjustment Aall be shown as a “prior period adjustment” in ?he 
statement of changes in net porition. For published financial statements presentin@ 
prior yeUinformrtion, no prior year amounts shell be resteted. 

;: 4+ in the period thet these standards ere implemented, disclosure of the 
..‘; . adjustments, by major clad,of PPBE, made to ~eoenl PPBE and rccumuhted 

deprecaiodemortizetion is required. 
1 a. 
‘,. 

Debnwe Rquirementr 

45. The fol!owing e minimum ,generrl PPkE disclosure requirements: , 
,, 

. r& c&t, associated rccumulrted deprecirtion, +d book value by 
,aijor dlru;: : 

. tbi estimated t+seful l/ves for erch major class; 

. the method(s) of deprectrtlon for each major &s; . 

. cepit&etion thmshold(s) including any changes tn threshold(s) 
duriq the period; and 

. restrictions on the use or convertability of general PPBE. 

_. 
Federal Misrbn Propem, Plant, and Equipment 

46. Federal mission PPdE includes certain items used to meet a Federal 
Goventment misston in which the spectfic PPBtE &cd is an mtegml pan of the output 
of the mtssion.? .PP&E sbould be considered Federal mission PP&E if it.pouesses at 
least one of each of the.,two types of chnctenstlcs presented below. One type of 
chncteri~c, relates to the use of Federal mlsslon PWE and the other relates to its 
useful life. 

47. Chncteristks relhted to the use of the Federri mission PPBE are thet it: 

. has no expected nongovernmental rlternative uses; or 

. is beld for use in .the l vat of emergency, war or nauml dinner, or 

. is specificrlly designed for.use in a program for which there is no 

‘?wjor chsaes” of general PPBE rhrll be detenained by the entity. Exrmples of major cleseee 
ia&& buildingr and Wttcturer. fumit&e and fixtures, equipment, vehtclcs. and land. 

“The nrm~ ‘Fedenl Mission PPBE’ mey cause reeden to erroneously assume thet &is cetegoy 
. rhould include WY W&E aupponing l Fe&ml misslon. -Federe1miss~on PPBE is-limited to.those items 

rpoCif,UllY idedkd herein l well IS my other items exhibiting &t least one characteristic km &e&h of the 
-. hvo pt@ listed. 
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other p&run or entity (Fedenl or nondcdcml) using rimilu PPLE 
with which to Eompm costs. 

48. Chncteristics releted to the useful life ere that it: 9 .’ 

. hes en indetermirrrte or tmpredicuble useful lifea due to the uausuxl 
auriner in which it is used, improved, retired, mod&d, or 
meinteined; or 

l is rt 8 ,wety hi& &k of being destroyed dutiq use or prrmrture 
ObBOlC8CCtlcC. 

49. Fe&ml miriiod PPBE specificil‘y includes (1) weepoas ystems PP&E (e.S., 
Qltterhttrck rifcnff subtwines, end trscked comkt vehicles) end (2) spece 
rxp1oretion equipment (e.g., spece h&were end Lunch. trecking. end recovery 
frcilides) which will bedefmed ia..puagmphr.50. rnd .52. Federxl .miuion PP&E 
excludes land. 

50.. “Wmpoas #ylkma” ere i comb&ion of one or more weepotts~ with rll 
r&ted equipment, meterirlr, services. penonnel end menns of delivery end 
.&ployment quired for rl~suffkoiency.” This ftendud eddresses only the PP&E 
component of weepotts systems. PPBE included m wupons system ue distii@iahed 
from generel property, plmt, end e’quipmeat held by~defew agencies end defetue 
euppim rSencies in tbrt they we inteaded to be used directly by the ermed forces to 

‘. ‘cetry’.out combet~missiona, when ueccsury, end to train in peecetime. 
, 

51. Weepoas systeau~incIudc ody those erreta oimd by defense rgencier rrd 
defense-qport rgencicr Uut would otherwise meet the PPBE definition. Items 
meeting other then the PP&E wet crtegoy deftitions (such es items of inventory or 
‘openring meterirls md supplies) l re ,exA&d from ,Fedenl ‘mirtioa,PP&E. 

52. “Sp- l spbrrtloa l qulpmeatw includes itemi tiut rre: 

. ink&d to opmk l bove the rtmosphere for puce cxplontion 
purposes, end 

. any specielly designed equipment to rid. service, or opente other 
equipment engaged in the exploration of spree. 

Reco@tbn utd Me~suremeat 

53. The periodic cost of rcquihg. constwting, improving, recoastnicting, or 
renovrtiq Federal mission PP&E rhrll be recognized es I cost on the statement of net 

“This rtuy be evidenced by the rbility (1) to retire the PPBE end leter retutn it to eekce or (2) to 
contit~uslIy uppde the PP&E to meintein its usefulness. 

i’wupcms me . mstnmmu of combet used to destroy, injute, &feet or tItterten m enemy. 
from Dicttona~~ o/ Weapau ad Military ~ermr) 

(edqted 
‘, 

“‘Joint Chiefs of St&f, Department of Defense Dictionary of Military and Amociated Wmr, Joint 
Publicetion 102, Much 23, 1994. 
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cost when incurred. ,J’hc co+ shall be ,disclosed?’ as “cost of Federal mission PP&E.’ 
The cost rhrll include all costa ipcurred k bring the PPBE ta its current coaditiOa d 
location (@e paragraph ,2$ for cxrmples of the cosu to be tonsideted). 

si. Additional reporting requ&ta for stewxrdship reporting will k bvcbpcd 
ipraqm+espodud 

Implemeotatbo &dame 

JS., I’ ;; Federal r+ioa .PP&E prcviourly recognized IS assets and contra~~~cu for 
b+ce abut reporting siix!l be removed. The ~ltnounts removed ahall be c&r@ to 
Net. Position bf the +ity. ‘flkrmount of the adjustment ahall be shown as l ‘prior 
pni* .adjus+iktT iii tbc s&&at of chagtr in net position. The xmouttts ‘km04 
frh the bake abeet shaU be disclokd h l footnote. . ,. .,. 

,s;..‘.. ,’ 
For @bkhki fin&l, statementa presenting war year information, no pior 

yd rinount+!$ll a re;uteb. 

57. Hnitege r&a are pkperty, p&at. end equipment that are unique for one ,OI 
more of the following reMoN: 

. historical or Ytural significmce; ‘, 

. cultural; educational or rrustic (e.g.;resthetic) impottutce; or 

. sigaift~mt rrchiteeMll chm&erinics. 
I) 

S8. H+ege asseta are generally expected to ,be preserved indefmitely. Oae 
exam@ of evidence that I petiiu+ rwt is heritage in nature is that it is Iisted OS 
the National Register of Historic Placer. 

39. Heritage &a mey in come uqe? k used in general government operxtku 
(e.g.. ofice buildings such II the main TIUS~. building). These assets UC rcfemd IO 
u muhi~ b&age rpet8. The costs to maintain these assets serve two purpose* 
tlfefpruerve the lie&age ferture; end permit continued use of the asset for 
govekit opentiodr. Costs of f8no~tion, i&rovemeat. renontion. or 
feconstruction that C&I be directly r&ted to &ement opentrons (e.g., modificath 
or tmprovemcnt of office spece, upgrading of eleariul or communicrtioas 
equipcncntitiag) shall be treated IS general PPBE mad debcirted over tbc Period of 
time they arc expected to provide service or produce benefits. 

60. Cost to renovate, restore, or’recozwuct tbe he&age wet itself 8bxII be 
excluded from general PP&E (i.e., not capiulized). 

’ 
%iSdOS4m rhll be either on the free of tbe statement of net cost or in footnote8 depending On tk 

~~~tetiaIity of the amounte mad the aced to distinguish mtbh amourtts from other costs tdrtiq to measure8 of 
outputs or outcomes of the rcporttng entity. 
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Sl”jbS NO. 6 ‘, 

Rewpitbn and Mcuuremeat ’ 

61. The con of improving, recotisWctiag, oi renovating heritage rwts 
(excluding my costs designeted IS general PP&E) shxll be retignixed as l cost in the h / ’ 9 
period incurred. Also,in the evettt’thrt’beritage rssets l re acquired or constructed, the 
coat ahall be recognized es l cost of the p&xl &r&d. These costa shxll he 

:’ disclosed” es ‘Cost of Heritage Assets.’ The cost &l.l include all costs incurted to 
bring tbc PP&E to its current condition end location (gee puxgraph 26 for cxmtples 
of the 00s~ to. be considered). 

. The cost of befitage a&eta tr&ferred from other Federal entities 
sh$ k tb6 book vilue of ti @set maded on the tmsfeming 
eatiy’r books. If the Fe+* e@y does not bow the book value. 
khi trir v;il& sl@ be di&lcis+in notes to the drumeat of wt cost. 
If fair, vrlw..imot .emiinJtiie.klformrtion. relrte&to4he type mid 
wtity ?f rs+u trmsfened &xl1 be disclosed. 

‘0 ‘Nd~mounu for behuge VU lcguired through doaxtion, or devise”’ 
shall ‘tG iecogaiicd in- the 4 of heritage rrsets.Y The ISsets’ frir 
value. if known and materirl, shell be disclosed in notes to the 
,stetement of net cost in the year icceivcd. If fpir vrlue is not known 
or reasonably l stimeble, iafotmetion related to the type rod quantity 
of assets retcived shell be disclosed. 

.62. ‘. ~Addi&oml~reponiitg &luirewnts will &c developed for ~stewardship report 
items in l separate stendmi. 

., 

1m~kmea~tbr’Guidurcc 
/’ 

.63. 4 Heritage.rssets previously~‘recog$ized IS &seu for balrnce sheet reporting ‘- - hq&l 

‘rhrll ‘k removed. TX mounts remqved, shall k’chuged to Net Position of the entity. 1 

The mount of the adjustment shiil bt shown as a ‘ptior period rdjusme& in the 
sUemeat of changer in net position. The rmountsmnoved from the kimce sheet 
xhal! be disciosed in a fohnoie. 

64. If recorda m, not rveilxble &J detenriinc which COSIS are rrsocirted with 
kriUgc asmU ad which are g&em1 PP&E. the eauty my estimate the cost of 
hcriuge assets by clerrcs of PPBE (e.g.. eptire facilities rather thm x building by 
building estiuiete). 

‘*Dihmure dull be either on the face of the statement of net cost or io footaoter depending on the 
-tcrirlity of the aamna~ ad the need co.distiaguisb such rmpunu from other cosu r+ting to measures of 
0ulpuU or outooam of the mportmg entity. 

“A will or olauae of l will disposing of property, 

‘.- %eoreti~U~, the einotiat of don&d heriugC assets should a included in the’ ‘&etnent of net cost. 
How~v~, tk .-St of providing this infonamtion is’aot wurented xince heritage l sets are more difftcult to value 
than item that would typically be included in genenl PP&E. k 
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65. For published fiiirncirl ‘st~temdnts presenting’prior year infot%tion~ no @or “. 
yew amounts rhil~be restated. ‘, 

Stew.rdahip’Lwd 
.::,:, ,,: 

66. Land is defmed.rs the solid pail of the surfroe of, the earth. ,. 

67. 
.’ 1 

Excluded from the dcftiti,on of land are materials beneath the surface (i.e.. 
depletable resources such rs.mincnl dcposru and petroleum), the rprce l bove the 

,,. surfue (i.e., renewable resoumes sueh,.rs timber), and the outercontinental shelf 
reaoiwccs. The auterialr excluded from the definition of land will be rddrrssed in n 

‘t ~YUW rc~ounting ind repotig~standud r&ted to them. 
‘. (,,. )‘. ,: ,, i ,, -, 

-, 68. Lmdand Iand rightsowned by the Federal Government md not required for 
‘. :.. :j! orin conneotion- with ‘othergeneral PP&E?;.wi!l be referred to us stewardship lrrd d 

1 ~Wnottberepbrted~on the ~#UXC ‘she&t. ,Eumples of land, not rssoeiated with other 
itepu:of general~Pp&& include ,Jand used:u ,foresu and parks and land, used for 
wildlife ‘and, g&&g. :,Gencnl PPBE may; k built on existing Federal lit&. .Ia this 
case, ihe cost of the land would often not be icJentifirble. In these ins~aces, general 
PPBE shall include~.only land or land rightswith l identifiable cost that was 
specific~ily acquired for or m &nection with conivucuon of general PPBE. 

Reeopition and Meuurcmcnt 
,’ 

69. The acquisition cost of stewardship land shali be recognixed IS a cost in the 
period incurred. The cost shrll. be disclosedY as ‘cost of stewardship land.’ The cost 
shall include ril costs incumd to bring the PPCQE to iu current condiuon and location 
(gee pengraph 26 for examples of, the. costs to be considered). 

*,o 70. in some cases. land may be required along with exirtmg structures. The 
following treatments may apply: 

. if the structure is significant in and of itself, the entity’shall use its 
. judgment as to whether the rcqursiiion cost shall be treated xs the 

cost of stewardship land. heritagc~*rsset. or both; 
. if the structure is to be used in opentions (e.g.. as general PP&E) 

but (I) the tilue of the smcture is instgnificrnt as compared to the 
value of the land. (2) it his little or no inherent value, an&or (3) it is. 
merely I byproduct of the acquisition of the land, the cost shall be 
treated as 80 acquisition of stewardshrp land in &entirety; or 

. only significant structures which have a significant opemting use 
(e.g.. a recently consvu~ted hotel.or employee housing block) shall 

“‘ACqUired for or in connection with other general PPBE’ is defined IS land acquired with the intent 
to oonst=t,genenl PPdE and land acquired in combination with general PPBE, including not only 
es the founhtion. but l lso adjacent land cons&red to be the general PPbE’s common grounds. 

land used 

‘6DWOnuC dull be either on the free of the statement of net cost or in foomotes-depending on the 
~~1irY of the UnoUnU and the need to dirtingutrh such amounts from other costs rdrting’.to meaxures of 

.: 5 outputs 0r:outcomes of the rrpomng entity. 
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be treated as general PPBE by identifying the cost attributable 
general PPBE and segrrgating it from the cost of the stewardship 
land acquired. 

71. However, no amounts for stewardship l&td acquired through donation or 
devid shall be recognized is a cost on the statement of net cost. Its fair value, if 
known and material, shall be disclosed in notes to the statement of net cost.’ If fair 
value is not estimable, information related to the type and quantity of assets received 
ahall be disclosed in the year received. 

.’ 
72. ‘. Lad may he transferred khveea~Federa1 entities. In some cases. Iaad I 

1 included iti geneml PP&E may be truufernd to an entity for use as stewardship Iand. 
( In this instance. tbc cost of stewardship Iand tnnrfeked from another Federal entity 

shall he tk book valuwof tbcJmtlmcoi&d on the cmnsfetring entity’s books. If tba 
receiving.intity &es not know the book valuei the transfer shall be disclosed in notes 
if material. In other canes. stewardship laad’may, he .ulnsfemd between Federal 

i ._ 

entities. Traitsfen of stewardship land shall be disclosed in the notes if material. 
.’ 

73. Any costs to prepare stew-a&hip land for its‘intended use (e. g., razing a 
huiIding) shall he expensed as a part of the cost qf s&war&hip land. 

7+ Additional repor& requirements will be developed for stewardship repon 
items in a separate standard. 

Impkmeatatka Guidance 

75. Land previously recognized as assets for balance sheet reporting shall be 
removed. The amounts removed shall be chrged to Net Position of the entity. The 
amount of the, adjustment shall&e shown ‘as a ‘prior period adjustment’ in the 
sWement of chinges in net position. The amounts removed from the balance sheet 
shall be disclosed in a footnote. 

76. For published financial statements presenting prior year info~tion, no prior 
year amounts ahall be restated. 

The provirions of this smmcnt need not be 
applied to immaterial items. 

‘, 

“A Will Or CkLLsc of a will disposing of properry. 
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i... 

CHAPTER 3: DEFERRED MAINTENANCE 

t 
DEFINITION 

‘, 
‘77. ‘Defend mkaeiunce’ is~tnaintenance that was not performed wbea.it 

should haye ken or was scheduled to bcand which. therefore, jr put off or delayed 
for a future period. . 

.I 
I 

., 18. For purposes of ,thir rtandwd, miintenbce is &r&d ea thb.rct of keepiag 

,.i,. fixed assets in acceptable condition. It includes preventive maintenance, normal 
v’ repairi.‘kplkement of pa& and atnxtural components. and other activities needed to _: 
. . . 

preserw’the~ asact -10 that it’ dontinues to p&de acceptable services and l c,hieve8 its 

:;q 
expectf ljfe.S Maingnance excludes activities aimqd at expanding the capacity of a8 

,.” 
met or othenvir ‘i+gndiitg it td rime needs different from, or significantly greater 
thao, thoac origirialiy ihtended. “. 

RECOC&ION 
‘. ,’ 

: 

79. A link itek for ‘defmcd maintenance amounts”’ shall be presented on tbc 
statement of iret cost with a note reference in lieu of a dollar amount.‘O No amounts 
shall be recogtized for deferred matntenance. 

’ DISCLOSURE REQUTREMEN’rS~ 
.a, 

Meuanmcnt 
., j. d. a 

.; 00. 
+r 

Amounts disclosed for defemd nmotcnancc may. be measured using: 

$2 . 
,,I 

condition assessment surveys, ‘or 
. lifekycle cost forecrsts.” 

4 81. CauWim irur~&l runq~ arc periodic inspections of PPBiE to.determine 
their current condition and eat&ted cost to correct any deficiencies. It is desirable 
that condition rmeriment’kuweys be based on 9cncrally accepted methods end , 

i 

‘“AccepM+le amker ahd conditioo miy vary both between cnutics and among sites within the same 
CntirY. hgement shall determine what level of service and condition is acceptable. 

.il ‘%S quhoent applier to all four crtegorics of PPBE. 

6pIf ~#mnt determines that there arc no material amounb of dafemd maintenance. this line item 
nc+ot l ppcar. 

. T.. .I ._ 
_. i\ 6i&“&u, MY. k uIcd _.,. ..I whi 

’ 
c are rimilar or identical to condition assesamelltsuwey or life- h “I’ 

YCb ~~~~ =+ds would rho be l cceptabie soourccs of infonnauoo oo deferred maintanance. 
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stardards consistently l pphed.u 

82. LIP-cycle Cosnng is an acquisition or procurement technique which considers / 
operating, maintenance, and other costs in addition to the l pquisition cost of l UCU. c 2 
Since it results in a forecast of maintenance expense, these forecasts may serve aS a ’ 
basis against which, to tompsre actual maintenance expense and estimate deferred 
uuiatenallce. 

DtckrPm 

83. At a miaimw the’following.iaformation shall, be presented for all PPBE 
(each of the four utegories established in the .PP&E standard should be included). 

. I&ntifica~oa.of‘uch major ciass” of asset for which maintenance 
hasbeca deferred. 

. Method of measuring defemd maintenance for each major class of 
PPBE. ‘. 

. If the conditipa l rwrrmcnt survey method of measuring deferred 
maintenance is used, the foliowmg should be presented for each 
major class of PPBtE; ,, 
w description of ,rrquirements or standards for acceptable 

operating condition, 
. arty changes in the condition requirements or stanbrds, and 
I asset conditior? and a range esttmate cf the dollar amount 

of maintenance needed to return it to its acceptable 
‘operating cc- 5tton. 

0 
. If the tot4 W-cyck~cost m&hod is usedthe~foliowing.should be ) ) 

presented for each major class of ,PP&E: 
. the original date of the matntenance forecast and an 

cxpianatioa for any changes to the fOrCCttSt, 
. prior,,year balance of the cumulative deferred mamteaance 

ramtaiL 
. the .d+iar amount of mamtenance that was defined by the 

professtonals who designed. built or manage the PPBE as 
required maintenance for the repotting penod. 

. the dollar amount of matntenance actualJy performed during 
the period, 

. the difference between the forecast and actual maintenance. 

. any rdj,ustmenu to the scheduled amounts deemed necessary 

62Ugement shall determine what methods and standards to apply. Once determined, it is desirable 
but ttot r~#red that methods and standards be applied consistently from period to period. 

‘%ajot classes’ of general PPBE shall be determined by the entity. Eiamples of major class include, 
among othcn, buildings arid structures, furaiture and fix&es. equipment, vehicles, rpd land. 

6’Exunples of condition information include, among others, (1) averages of standardtzed condition 
Wing codes, (2) pmenuge of assets above, at or below acceptable condition, or (3) natwwe information. 
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by the tnanage~ qf the qP&E,U and ., 
. the ending cumulative balance for the repking period fO? 

edch major clau,of asset cxperiettcing deferred me- 

Optimal D&hum 

84. stmtiflution betwe+ critical an+ noncriticll amounts of MinrcnraGc Deeckr 
to return each major class of aaaet to its acceptable operating condition If 
tnkgement elects to disclose critical uid noncritiCal arnou~ts. the &osure rho 
include maaagemeni’s deftition of these categories. 

The provisions of this statement need not be 
‘. applied td immaterial itks. 

‘, 

“AdjuRn#lnr~~ be -tPY kGlurC the. Cost Of tXt8ittteMttce fOtqOtte may not be Ct&latiVr. For 
i - E;gmyiy Prbtine is ~@Pd @-ice it is not necegaarily tnre that the cost would be double rite 
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CHAPTER 4: CLEAN’JP COSTS 

DEFINITION 
l 

‘, 85. Cleanup costs rr6 the costs of removing, containing, aid/or disposing of.(f) 
hurd0ur.e (See pengraph 86) brn property, or (2) material and/or property that 

. wnsistm of hazardour wrste at pmnrnent or tempony closure or shutdown of 
usocirted PPBE. 

86. Hazardous wrs$ is a solid, liquid, or gaseous waste, or combination of them 
wutes. which because of its quantity, concentration. or physical. chemiul, 01 
infectious chmcteristics nuy uuu or significantly contribute to an increane in 

I 

mortality or an iacrear in serious ikeversible. or incapacitating reversible. illwee or 
.., pme~r~ substantial .~8ent.or..potcn*l.huud to hunun health or the eavirarrmmt 

when improperby trutecj, stored, tmnsported, disposed of, or othekse muuged. 
, 

87. Cleanup may include, but is not limited to, decontamination, 
decommissioning, site restoration. sltc monitoring, closure, and portclosure COW. 

88. This sundnrd applies only to cleanup costs from Federal opcmtioru known to 
result in hazardous waste which the Fedcnl’Government is required by Federal. state 
ad/or local statutes~and/or regulations that have been approved as of the balance 
sheet date, regrrdleu of the effective date, to cleanup (i,.e., remove, contain or dis?oee 
of).” Thew clunup costs meet the defmition of liability provided in Statement of 
Recommended Accounting Standards no. 5. Areaunting /a Liabilities of the &de4 
Gmrmmr~t (SRAS no. 5). . .\< 

however. due to the nWue of the liability and the timing associated with 
k!ub 

1 

,89. 
cleanup costs; additional guidance is provided in this standard on the recognition of 
clkanup eostr over the life of the related PPBE. Guidance is required since cleanup 
can not occur until the end of the useful life of the PPdE or rkguiu intmrls 
during that life. 

90. This standard is intended to supplement the rcqountiag requiremenu for 
liabilities in SRAS no. 5. SRAS no. 5 defines liabilities as l ‘probable future outflow 
or other sacrifice of resources IS a result of past transacttons or events.m Further, 
SRAS no. 5 requires recognition of liabilities that rre probable and mersurable. 
Musurabie muna that an item hr,r relevant at@ibutc that an be quantified in 
monetary units with suflicient relirbility to be reasonably estimable. 

91. The recognition and measurement standards provided in this standard ue 
subject to the criteria for recognition of liabilities included in SW DO. 5. That is. 
liabilities shall be rcco@zed when thrze conditions are met: 

“Awo~ for eavironmcnt@l IiabUies such as cleanup colu is cutmitly uoder~oing chnge-due to 
both improved mummment techaiques l d increued rtt&tioa f&n the l w~~ community. Tk Board will 
nlollitor’rhese chulges end revkit these sunduds u Be&d. 

Volume I, vmion 1.0 
Febtuuy 28. 1997 



s peat wsnssction or event hs occurred, 
. 

,\3 

a funvc outflow or other acrifi~c of resources is probbic,e’ d 
. the fiitlm outflow or sBcrificc of ti’roprcer is lamsu@&.- 

’ ., +. 92. SRAS w. 5 rim provides fst disclosure of lirbii&s dmt do not meet rfl of 
the rbovt crirerir; ihue siiduds apply to cleaaup costs 8s well. 

.s ” 

93. 
. 

Olkr cleutup co* such as those mu& from l ccidents or where cleanup 
is aa *oipe puy Cf opktiol!Ls, UC to be rccWttted for in rccordmce with li&iiity 

2.. stmduds &td ue not subjact’to the mogttirion guidmce provided in.this madud. 
I -, .‘. 

This guidmu does not apply to there other Q$lu ‘of cleulttp iiam the ckulup effort 

p iS Wt dCf* Until OpCrrtiOa 9f l socisted FP&E ceeses either pmuaeatly or 
tcm3p;o=w ‘I$ ,: 

RtCOCNITIONAM) MW8URiti’~ 

mti Me*** ,, : ‘, ‘. ‘. :,: 
‘_ : ‘_ 

94. Clerhup costs; u defined rbove. shsli bi estiumted when the rssocisted 
‘PP&E is pieced 4 smite . The esttmte slull’ be rkferred. to as the ‘estimated total 
clwup COIL’ Tbm are two qproaches to recognizing this tot+one @its to 

h., 8eneml PP&Ernd utother to stews&hip P$&E. 

:I ‘,,,’ 
9s. The cstiamte shall conteraplrte: 

.  the cleutup pl4 including 
. level of nstorstiot3 to be perforhed 
w cumat legal or mguhtoty requirements,” end 
. curmat techaology; and 

. cutmtt cost w&h is the l ouat thst would be psid if rll equ@ertf 
facilities. snd setices~included in the emtnste wcrz required de 
thecdmatpetiod 

96.’ Estirmu shmll bs revird periodiully to mount for meterisl chuqes due to 
idhioa O? defhion sad thsnges in regtittons, plsns m&or technology. New cost 
utitnntcs should be prwidcd if &err is cvidextce that mrtenrl changes hsve oocrrmd, 
O(bcrwirc MtitWCS UhSy k W&d though h&Xi& 

“Pmbrble mems t&t rbe future yttfinttin~ event or ,events is atore likely thsa not to occur. 

’ 
“Tbc rrait Of mdysis for rrtimiting li&ilities cm vuy bised on the repotting entity utd the artme of 

the tMu~ti~n or c~ettt. Th lirbility reco@zed msy be the estitnstion of sn iadividiul trsnrrction or event; or 
8 Qroup of ouryCtioaa and events. For cxunple, l a mtimste of the tlkoup costs could bs mtsde on 8 frcility by 
frcility brai& or ul entity by entity hrir. 

“Clcmu~ Ouy be defmtd for other rersotts, such ‘ss rvsilrbility of mources. H&ever, this type of 
dcfM1 doer Mt dfMt the recognition of e jj,&ility, > 

__ ,. 
‘bvs rod qdatioas rpproved u of the hlsnce sheet &cc. regsrdlcss of the effective dste of those 

kW8 md fWguttiOa8, shdl be coat&red. 
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SP’PAS NO.‘4 

c3allmp cost for Genclnl PP&E 

Ft. A portion of estimated total clernup costs shall be recognized as, expense i 

drping eel period thet general PPdE is in opmtiori. This shell be rocomplisiied iu a 
9: 

jetemetic end ntioael tnmner besed on ” of the physical capecity of the rssocirted 
PP&E (g.. txpcted.t+eble Imd!ilJ area) whenever possible. If physical capacity is 
oot rpplikable T estimable, the estimated useful life of the rssocieted PI+E tmy 
serve u4hc hsis for yetemetic utd~ntionel.reco@ioxt of~expeammd accumulation 
of the liebility. .. 

981 Recognition of the expense end rc&a&ioa of the liability shell begin on 
the dete that the PPBE is pieced intq seti&. c&me in each period that opentioo 
continues, end be aotapleted when the PP&E ceases operation. 

99. As mstinutu (See pemgraph W) are made; the cumulative effect of changes 
in total estimeted cleanup costs related to currettt and pest opentioas shell be 
recognized IS expense and. the babiltty adjusted in the period of the c&age in 
estirnke. , ” 

loo. As cleaktp CON ue p&d. p&menu shall be recognized IS a reduction in the 
liability for clwup costs. Ther include the cost of PPBE or other assets l cquued for 
use in clernup rctivities. 

Ckanctp Cost for Stcwardrhip PPLE 

101. ,Ctirtmt with the treatment of the acquisition cost of stewardship PPBE 
(i.e., expeasing in the,period ,plrced in VI --•tce), the total esttmated kleanup cost shill 
be recognized IS expense in the period tnat the stcwrrdshtp .asset is placed in service 
and I liebility established. 

102. 7’%e lirbility shell he adjusted when the esttrirrted total cleanup costs ‘are 
reWnated 6s described in paragraph 96. Adjustments to the lirbility shall be 
mcogniz~ @t ex~ fs ‘chng~s in e+imeted cleanup costs from prior periods.’ 

103. As cleanup costs are peid, payments shill ,be recognized IS I reduction in the 
liability for cleanup costs. The+ include the cost of PPdE or other assets acquired for 
use tn cleanup activities. 

IMPLEMENTATION GUIDANCE 

104. Two implementation rpprorches have been provided for liabilities related to 
8etW81 PP&E in service et the effective date of this standard: 

. A liibility shall be recognized for the portion of the estimated tote1 
cleutup cost that is. rttribuuble to that portion of the physical 
capacity used or at portion of the estimated useful, life that hu 
passed since the PPBE was placed in service. The mruiaitq cost 

?. shall be allocated. es provided in pmgnphs 97 through 99. 

. 
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. If cqru are aot intended to be, recovered pnmariiy. through user 
charges; management may~eiict to recpgruze the-Cstkated’totii 
cleanup cost as a liability upon impiementation. In addition, in 
periods foliowing the impiementatton period. any changes in the 
estimated total cleanup cost’ahaii k; expensed when reesttmates 
occur and the liability balance adjusted. The provisions for coat 
allocation provided’in paragraphs 97 through 99 shall not l Ppiy 
tmder &his implementation method. 

-1 * 
105. The offsetting charge for any liability recognixed upon implementation shall 
be made to Net Position ofthe.entity. The amount of the adjustment shall be ahown 
as a ‘prior period adjustment’ in any statement ‘of changes in net position that may he 
required. No amounts shall be recognized as expense in the period of implemenuciqn. 
‘Ih l mouots ,iavolved shall, be disclosed rnd’;tb the extent possible the amount 
l amociated with current and prior periods should be noted. 

106. .Foi rtewkiahip PPBE that ire in ieiriice at the effective~&te.of this 
standud. the iiabiiny for cleanup costs shall be recogmzed and m adjustment ma& to 
the Net Position of the entity.ThC amount of the ad)ustment shall be shown as a ‘Prior 
period adjustment’ in any statement of changes in net posrtton ‘that may be required. 
The amounts mvoived shall be disclosed. 

DlSCLOSURE REQUIREMENTS 

107. The sources (appiicrbie laws and regulations) of cleanup requirements. 

ros. 
2:. 

The method for assigning estimated total, cleanup costs to cunent operating 

& 
priob (e.g.. physical capacity vemu.assage of time). 

109.. For cleanup cost associated with genenl PP&E. the unrecogtuxed portion of 
estimated total cleanup cosu (e.g., the esttmated, total cleanup costs less the 
cumuiative amounts charged to expense at the balance sheet date). 

‘I IO. tit&al, chaages~ in total estimated ,cieanup costs due to changes in laws, 
.teChnofOgy, or plans shall k-disclosed. In addition. the ponion of the change in 
estimate that relates to prior period operations shall be disclosed. 

111. The nature of estimates and the’ disclosure of information regarding possible - 
changes due to tnflatton, deflation, tecbnolog~, or appltcable laws and regulations. 

The provtsions of this statement need not be 

. applied to immaterial items. 

:- “- .. 
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APPEND- A: BASIS FOR CONCLUSIONS 

112. This’rppeadix -es significant coasiderstions by the Board ia reechiag 
the conclusioas in this statement. Ia the following psngraphs. the Boerd’s 
coasidentioas ia developing these suadards es well 8s positions on specific issues 
niwd ia rltemstive views, timmeat letters, end d&g public heuiags l re expleiaed 
The Board relied exteasively on iaput from e task force oa Capital Expeaditurer es ,’ 
well ese staal -workiag.su~up oa Phyiicel Property. These pengrephs include 
hmas for:wc@ng cc&n rpprodcr and rejecting others. Individul members 
gave greater weight to some fectors thaa to others. 

113. This rppeadix dmses each of the three suxtdds in sequence. 

PROPERTY, PLANT, qD EQWMENT 

Background . 

114. Before rddressiig specific issues resolved following issuance of the exposure 
@ft. this sectioa provides s brord bssis for the mata provisions of the staadard on 

j investments ia PPbE. The Fedenl, Govetaaaeat mkes.amy expeadihues that eaa be 
chuacterixcd es iavestmeats or investment-type expenditures. These include 
expeaditures for Federally owned PPBE. 

115. Aeoouatiag,for expeaditures for PPBE es well es for the existiag stock of 
PP&E isr:sigaificmt uadertakiag becam the Fe&ml Govenuamt owu substaatiel 
uaouats of,diversePP&E. Federal.PPL tacludes l pproxirnetely 650 million l cres of 
la4 buildiags conutaiag over 1:5 billion squue feet of floor spsce, rmny differeat 
forms of equipmen!. aad militaty hardware., 

116. These UC used for l wide range of purposes; including, among others, 
opemtia&defease, coaservetioa, ead’kritege purposes. Some of these purposes relate 
to the Fe&n1 Gov erameat’s rcspoasibility to provtde for the Nation’s comraoa dcfease 

* ,ead getteral welfare. Specific types of PPBE l re used by the Fedenl Government to 
meet this responsibility. Other types of PPBE are held and used for openttag 
Ptnposes thet are not ,*e those of non-fedeml entities. 

117. Some Fedem1 opentioas are sia$ar to profit-seeking enterprises sad caa be 
described es bustaess-type l ctivities. However, these busiaess-type rctivities rcbouut 
for (I small ,portioa of the investment ia’ PPBE. The majority of the iavesttaeat ia 
PP&E is used to provide government services aad goods where user chuges are aot 
the primuy source of reveaues. 

118. T& Board foaad &at I single l ccoaatiag method for such diveme Fedeml 
PPdE would aot meet the objectives esublished ia its Objeeriver o/Feded Finuncial 
Rqatmg.Therefore. the Baud identified &egories of PPBtE cad set different f 
l ~ooubag methods for uch cetegoty. 
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119. The PPBE standards incorporate the following categories: 

5.. 
,“’ ” 

. geaeral~ PPBE-are PPBrE used, to provide general governmint 
‘\ UlV&; 
‘? . Federal mission PPdE arc PPBE that are an integral pan’ of tk. 

otitput of .certain uniqire Federal Government missions; 
‘_ .;. . ! I .i,?* heritage assets are those assets possessing si@iwt tduc&oa& 

if&: ,cultuml, or mural chmctexisticr; and 
.‘t; . 

I stwwdship land” .is Iand other than that included in geneA PP&E 
., ,, 

120. The httir +e crtegories of as& ire referred to as stewardship *a. Tbt 
.- i term ‘WP PWK is used simply to refer to thou crtegori~ of PP~E to bc 
‘> fepor&d on A stewardship report. 

G-1 PPdE ,,. 
,. 

121. Genqal PPBE are items used to:provide general government services; 
including PPBcE that: 

t 
‘.. 
i 
i. 

/ .I. 

. . could tk used for +cmativc purposes (e.g., by other Feden1 
prom. state or local governments. or non-governmental entities) 
but is used lo produce goods or KMCCS, or to support the missi= of 
the entity, or 

. is used in business-type activities;. or 
. is used by entities who=ccastr cm be compared to other eatitier 

:’ i , ~‘- 
*’ (e.g. Fcden! hospital semces in cornpanson to other hospiuls). 

i,, 
: Q 

4: 8 
$ 122. m .’ .t+ Alkqtion of,the cost of genml PPBE. excluding land, among accounting 

t - : pekds is tssentirl is, assessing operating perforqance. T& Board’s concepts 
/ sutemexu, Objeetwrr of Federal Fmanrral Reporting, focwi on nlrtmg cos! to 

rccemPhhmtnu in reponiqan eatlty’s~opcnting performance. Cost information is at 
2 fkadamenul importance both to .program managers in operaune their activities 

efficiently and effectively and to executive and conpessional decision makers in 
deciding on resource allocation. General PPBE will be capltaliicd and ckprccirtcd to 
prow& this information. 

Stewardship PPBtE 

123. For stewar&hip PPBE.” the predominant reporting objective is stewud&p. 
This is in contrast to gennil PPbE, for w&h the Board is concerned with providiug 
information to aaseu operating paforaunce and, therefore, provided for depreciation - 
WCothng. The mOst relevant iafonnrtion is about the existence of stewudship PP&E 

“Note that Iand acquired for or in connection with general PPdE would be included in that categ~rq. 
Au otbqkad would be subject to stewudship nporuag and is refened to throughout this document as 
SWudship land. 

’ 

‘2The term ‘stewardship PPBE’ is used to refer collectively to federal mission PPbE, heritage 8sseN 
s. d stewardship land. 

. . . . 
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and that infomation can be provided-through a new type of reporting-supplementmy 
stewardship reporting. 

124. For stewudship PP&E. the Board believes that allocation of historical cost to 
opmtirq CX~MSC for e&t Period would not contribute to,the mersurement of entity 

c ) 
3 . 

operating perfotmance. Prior to is&g its Objectivrr statement, the Board conducted a 
user needs study and met with npnsentatives of II wide variety of user groups. Most 
users rpecifkally in&&ted thst deprroirting stewardship PPBE such as weapons 
systemy would not provide mewiagful bfonnation for assessing the entity’s operating 
perfonamce. The Board believes ‘that its standardsshould address the needsof users 
rod.tk~Board .has found thst:users do sot need~iaformation which includes 
depreciation expense on this crtegory of PPBE. 

125. , The Board noted itt its Objekriv8r sUemedt that the government’s 
responsibility for the n&n’s common~~defense and general welfare is unique and that, 
in 800~ cues. the most relevant measures of performance are nonfman~ial,.~ Deqrite 
the preference for nonfinuxial performance measures for stewardship PPBE, the 
govcrnmcttt must demonstrate that it is being 8n appropriate “stewarC for these assets. 
To meet the stewardship objective. the government must be able to answer basic 
questions such IS: 

. What and where ue the important met57 

. Is the govcrautent effectively managing and safeguarding its assets? 

126. Answers to these questions can be provided through supplementary 
stew&ship reporting. The stewardship information provided would not necessuily 
have the same musuremeat basis as information shown on the balance sheet. 
laforuution could include value, quantity, and capacity depending on the category 
being reported on. These types of information are not typically found in balance sheet 1.. 
qor&tq.:(ti;. see discussion of’defemd.maintenance starting at paragraph 17 1, 181 

G’ 
I=---. , * 

re@mdiq other information that users consider relevant.) j 

127. The Board is addressing su~lemenwy stewardship reporting in another 
rtrodud The infomution to k Provided for stewardshtp PPdE is proposed in detail 
in that stutdud Etch of the stewardship’ PPBtE categories are discussed further III the 
following -pur@r8phs. 

FedcnlMtrka PP&E 

128. Federal mission PPBE are specific PPBrE acquired to provide a uniqy good 
or Icryiee for which there is not necessarily a periodic output agatnst which to match 
costs; For example, the existmoe of and readiness of weapons systems support 
ortioad defense qardless of their cctual combst use on a period by period basis. 
Ale spu exploration equi~ent is used in long-tetm research efforu which may or 
mry not produce an output each period but which nevertheless benefits the nation in 
tklOnglUlL 

129. The sundud specifically identiCe weapons systems and space exploration 
equipawnt as Fedeml mission PPBE as well as providing 8 list of.characteristics of 

‘30bjectivrr. puqrapb 5.4. 
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Feden mission PP&E. The Board articulated characteristics of Federal mission V&E 
because it tecogniqs that there are other types of’PPLE. or PPBtE may be developed 
in the funUe. that .rre rirnilrt: to thesq two items. ,fo be ortegomed as Federal missiorr 
PPBE + iteq ~ll~meet at least one ahancten&c from each of the folioking two 
typI of chu8cteristics. 

, 
130.. Chanctetistics relatqj to the use of Federal mission PPBtE are that it: 

‘/,” 
0, ha: no expected nongovernme~~l @ltetaative uses; or 
. is held for use in the event of emergency, iwu or natural dirrrter, oz 
. is specifically designed for use in a program fir which ‘there is DO 

o,thqr progmpor cnti~ (Eedenl or non=Fedetil) using similar PPBE 
.,/ .wit) .which b compare costs. .’ : 

131. ‘Chu&eristics telated to the useful life are that it: 
‘, : , 

. : &as rg ind&nin~te or~,unpredicublc useful life” due to the mamttr 
in which it is used, improved, retired, modified, or maintained; or 

. is at a very hi& risk of being destroyed during use or of premature 
obsolescence. 

132. The cost of Fedml mission PPBE acquired during the period be shown on 
the opentingstatement. 

133. Heritage assets are held for their cultural, ~architectur4. or aesthetic 
ckactetktics. Users have idintified nonfinancial infotirtiott as king relevant for 
tbew l saeta. For assessing oFr&ng performance, the Board believes that relevmt c08t 
iafonmlion is &kkd &rot@ re$o+tg of periodic matntenance cost since heritage 
a’ssee are i+nded. tq be preserved a? national treasures. It is rnttcipated ,&at they will 
be maiqUined in reasonable &pair and that there will’be no ditninuttoa in their 
u%fitin~u‘ over time. 

134. In addition G’assets held purely for hcriugc pttqoses (e.g., the &hington 
Monutnent), the Federal Government uses hentagc assets in its day-to-day open~ons. 
For example, many Federal offtce buildings, such as’the Old Executive Offke 
Building, have monumental chnctenstics. The Board considered whether these multi- 
ult &riUge assets would be more rppropSiately categorized as general PPBE. 

135. Despite their he& chamcteristics, these assets setve a function that could 
otherwise k; sewed by IUCU thst do not possess heritage chakcteristics. ‘ikefore. 
,be standards pmvide that costs of re~onsaucttoa, renovation, or improveme& thnt 

l e directiy rssociakd with suppontng operations be treated in a manner co&teat 
with gkral PPBE. The Board based this decision on the need to measure coat for 
opmtions and to compare tost~between entities. 

“This MY be evidenced by the ability (1) to’ retire the PPBE and later retutn it to service, or (21 to 
=nti-xlti uPgn& the PPBE to maintain its usefulness. In l ddttion, PP&E that is held ‘for “one-time’ UK. such 
u a ~uhrrd, hu an indetetminate life. 
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Stewardship Land 

Ilk. The Federal Government owns vest emounu of lend end its use of lead is 
diverse. la soti insmaces Fedeml land is izitegkl to the ownership of general PPBE. 
For example, the cost of lend upon which UI office building is sited is iategnl to the 7D - . . 
cost of thei building. Land l cquired for or in connection with 8-1 PP&E ‘till be 
radognized 00 the hlanu sheet to provide l more comprehensive measure of the 
l seu devoted to general government opentions. However. since land is not e 
deprecirtiq as& depreci+ion exgtw will not be recognized on lend included in 
genml PPBE. 

137: Most Federel lend is not directly r&ted to &aerel PPbE. For exemple, the 
artioael parks and fore& uemot used to support generel PPBE. lbe Baud concluded 
that lmd other tlun that required for or ia coaaect$a with other general PPBE should 
not be reported on the b&ace she& This is consistent with the Baud’s treetmeat of 
heriuge essets in that much of the govemknt’s lead is held forthe ‘getmel welfare of 
the n&on and is &en&d to be prmerved and protected. 

138. Follo& issuance of the ED, the Bard specificelly considered ~&ml 
issues r&ted to the PPBE stmdaml These issuer ue eddressed in the aequeme thet 
they appear in the. staadml. 

Defmitioas 

139. The Board asked respondents s comment on the rppkqxirteneu of the 
defmitionr of PP&E. general PP&E, Fe~enl missioq?P&E, heritage assets. end 
stewerdship lend. Respondmu raised issues Oti the overall ‘definition of PPdE 
including (1) inmaallydeveloped software. (2) lend tights, (3) cepiulization 
threshold, end (4) rrvenionuy interests in pr&ty. These foti issues UC dimmed 

..c below. AD issue raised reguding the Federal mission PPBE definition is rlso 
eddressed below. 

Xmtermlly-dtvcbped Sefkware 

140. The ED Proposed that intemllydeveloped softwuc be excluded from PPaE 
-’ in effect, that it be expenkd when incurred. In meking this propbsal. the Board 
pointed to cozkrps dfectiq the objectivity/accuracy of my crpiulized coat for 
intetmllydevelopcd aofkare in germ1 PP&E.n The Baud WAI cacerned that CON 
could be overcapiulized thus uadrrxuting expel for the period end that it would be 
difficult to pmvi& for the remove1 or write& of costa releted to uasuccessN 
projects rod/or cost overruns. Given thew precticel‘ concern end the expectation that 
cost3 for software development effom would not fluctuate dfanutically since they 

. 

‘51rttetnallydeveloped ~&were mey ti l component of getteral PPBE or stewudchip PPBE. 
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1,. 
rSbed to ahwour rgency efforts, the Boud propokd that tkse costs be 
&xpcmd.” ” ,! ,. ‘, 

:, 
141. ‘Many kpoodeotr &pot&d iiik Boud’i ,view. They noted thst, unortg other 
pibblcms, it would’ be difficirlt to distinguish ik development efforu from on#oiag 
sy+m maiotcnao~: In fret, some respondents commented that softwue undergoes 
cootiouous improvement ,eod UpdrtiU& 

.,A” 142. On the otk ‘hnd, the mijority 06 re&odeats bbjected to ihe ekuioa of 
theti eohti from PP&&. Mxny hgued thst intklly~veloped sooAwuc met the 
ovhll defmitha of PP+E xnd t&t rccoumiag could rcoommodete the pkblenas of 
oom o&marts aid unyccessful efforts. Muiy su&sted thst cons be beld ia I work- 
bpro& rkcouDt hod rpy 

.dbemed 
uosuuessN~efioru siheqmtly hteo off in the.periorJ 

uaskcerrfril. ,I0 qlditi& maoy belietied tl+t cost owrnms 
‘~it&deilltbicostofthehset %’ 

were rmte 
: .‘, 

;... I, ,, 

143. !Jhimstely, the Board msde two Chinger to the PPBE defmitioas - they 
removed the st$meot excluding iqemrllydevelopc,d softwrn fiord PPBE end &ey 
l lded a pr6tiioo for reCognitio0 Cf i&nsllydevdSoped software I’s l compooeat of 
geaekl PPBE under beruin’ circumsuhes. Since G&Box&s concern wes with the 
potential ‘for overcepiuli&ioo’ ,of t&u. coti.‘tiGy f+md thst it wes not aecessery to 
cxclkk tbe kosta from tk PPkE uri~o&s for which costs would oot be upiulixed. 
Therefore, uty ‘iatemillyde~eldped softwsre costs r~pristely Clrssified as en item 
of stewudsbip PPBE mey be included in those ytegories. 

,. .’ 
121. For iatenullydeveloped softwue costs thst would be crtegorixed AS $eaetml, 
PP&E, tlie Boud ‘piiced sevenl’kstrhtioas qo the cepiulizstion 0; costs. To be 
upiUlixed, it must be headed tbet the C&L be recovered through c-es to users. 

;r-. 

3 

i la eddition, only cenrin costs miy be upitxlized after it hsr been enrbiished that the 
i I&. soflkm +jeot .ii likely to be sukessful. Oaoe upiulized the costs tea not be _. 
._ , p 8m0ruud okr iperiod longer ttua fivC y&s. 

143. In l dditioa to iateraslly~veloped softwxk, the Bosrd discukd.rccoutttiag 
for oootrectordevelo$ed s&were. In phiple. tbe Bwd’r colucasus ties thst the 
sune rccountiiq should be Protided for coaurctordeveloped softwue es for 
intenrrllydeveloped software. However, the Boerd klicved thst’this, propoul should 
be exposed for comment prior to esublishing a rtsadhrd to thst effect. Therefore. the 
StMduds do oot provide specific provisions restrictiq the crpitxliution of coaU8ctor- 
developed softwue. 

Lud RIghta 

146. Tk Baud received e request to eddress resuictive euements equired bp I 
Fedeml sgenc~. This rgeacy ecquires restrictive easements limitiq the’ use of had 
djoiaing the egeacy’s owa pr+ty. The Bohd considers these CUnneN l ‘knd 
right’ ,Lmd ri@us art ioteiuts md privileges held by en eotiy in hnd owned W 
Otbm. 

.  .  

-  

.  
__ 

“h faCS the ItUjOdy of privue-rcctor entities do oot cepiulize the cost of intetnetlyde~lopcd 
softwut. TM Fiaxnckl Accounting Stxadsrds Boxrd hs oot developed guidance oo this issue. 
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SWAS NO. 6 

147. The Board provided for the recognition of land ;ighu AS put of PPBE since 
they are generally associated with other items of PPdE actually owned by the eat@. 
In addition, where lend cght$ are for I limited period of time and are includable in the c 
general PP&E crtegoy, the Board provided for depreciation of the cost :, J . 

.’ Ca&lkaiea llmsbold 

. ,’ . 148. Many respondents requested thnt the Board provide a capitalization &k&old 
;a UI .elettuttt of .the PP&E deftiuon. The ,Boud A&cucd this issue in’ developing 

the ED. At~tltet time,:the. Board crrefully cousidered whether to take a pmoriptive 
rppronch by .setiitq a. threshold or to permit entities the l&tude to establish a 
duesbold suited to their particular operating euvirotuxtent. The Board believes that 
Federal entities are sufficiently diverse tbst one thres)old would not be suiuble for all 
eat&. For example, Title 2’s S5.000 threshold would be immrterial for &foam 

- ~depument~opemtions buprbaps not for.r smiler entity such as the Small Busiuess 
AdminisIntion. 

.’ 
1.49. Instead of setiing a specific threshold. the Baud has adopted a materiality 
rpproecb-just as is done in private sector accounting. Each entity would establish ilr / 
oya threshold as weBas guidance on applying the threshold to bulk purchases. The 
Board believes that petmittiq nmtmgemeet’ discretion in establishing upiuliz&iOn 
policies will lead to I more cost-effective rpplicrtidn of the accouutiq standards. 

Rkverdoo~ry Interests br PP&E 

150. The BOA also received a request to address reversiormy interests in PPBE. 
In some instmces, the Federal Government povides &ems to state md local 
govcmmettts for the rqptiskion of PPBE. If the stste or I+ government eventually 
decides thet it uo longer needs to.w the PPBE. for the purpose specified .jn the 
origiail gmut there is often I provision that the PPdE must revert to ~Fedenl 
ownership. In these cases, the Federal Govemmeat maintains a reversionary interest in 1, 

PPbE. in esseuce, these are contingent assets apd should sot be recognized, on the 
belance sheet. The Board elected ,to spocifkally exclude these ~tetns from PPBE. 

Fide-1 Mlssbn PP&E 

151. Some respondents iudicrted th# the tm, ‘Federal mission PPBE’ had 
brorder implications than intended by its definition. It was suggested that some may 
assume my PP&E used to meet an agency’s mssion would fit tlus category (e.6.. 
l ssenually all Federally owned PPBE). 

152. Tlk Board agreed that it was possible that a mm rerdkg of the term 
‘Federal mission PP&i. could lerd lo bkmder rppliwtion of the category then 
pm&ted under the standud. However, the Board,found that there was no brief tern 
that would effectively coutmtutiute the nature of the PPBE properly includable iu this 
category. The Board believes that the characteristics provided as well (IS the 
illustrations included in Appendix B of this document will clurly establish the 
appropriate use of this crtegoy. In addition. the Board lus incorporated in the 
standard 8 uutionity foOm0tc r~gdiq loose interpreutioi3s dmvn fioti the term 
‘Federal mission PPBE.’ 
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SITAS NO. 6 

Depreciation 

3 

I 152. ihe e&xure draft posed several questions related to depreciation l ccotiut&tg 
for general PP&E. Briefly. the questions addressed: 

i ._., 
. usefulness of depreciation expense for the assessment of opera- 

performance, 
. an l ltetnative view sugg&irq that depreciation rccountiag be 

limited to business-type activities, 
$ . usddness of the allocation of depreciation expense to mpomibihty 
II seginents, md 
!) . cort/knefit of allocating depreciation expew to programs 

154. Overall. tbyrespondenu suppotted the Board’s proposal to require 
‘I depreciation accounting.on all benera PP&E.‘Many, indicated that depreciation 

rccotding would improve performance measttremettt by producing comprrhenrive, 
comparable cost information. In ‘addition, operatmp expenses would not be overatatcd 
in periods that wets were purchased and understated in other periods. 

,’ 
155. A few responder& supposed the alternative view that would limit 
depreciation recounting to business-type activities. They argued that depreciation WIS. 
only necessary whin expenses were to bi matched to revenues. This view is conmry 

II/ to the operating performance objective and would not support development of coat 
iafomation to rssoci~te with pcrformnce mearum. 

156. The Board did not make any charges to its requirements to apply 
:,: depreciation l ccountm9 to general PPBiE. 
I I .‘/ 

.., 

0 3 

,# -c ” / .;. Multi-use Heritage Assets 
-3 I,, 

157. The ED addressed renovation, reconstntction, improvement, rad rebuild@ 
coats for multi-use heritage assets (e.g., monumental style office buildings). Under the 
ED’s proposal, any costs not directly associated with the heritage nature of the asset 
would be capiulized and deprectated as general PP&E. The ED also provided that 
l bnormaEy high costs due to the heritage features of the assets (e.g., lOplacement of a 
specialized roofing matenal versus a modem day equivalent) be treated as heritage 
Jsset oosu. 

158. keqi&&nts indicated that it would be very difficult to apply the proposed 
atandards. Difftculties would include segregrttng the cost associated with preaetviag 
the heritage useta and supponing operations 8s well AS identifying l bnotmal coata. In 
mpow to these concenu, the Board modified the treatment of multi-use heritage 
Asseta. The sundud now provides that only renovrtion. reconstmction, and 
improvement dosta directly attributable to opeiitions be capitalized as genenl PPBE. 

Cumnt Vhlc 

159. The ED included an alternative view espousing the we of cutrent value 
~counting for Federal Govetnment PPdE. This “view was not suppotted by the 
icxpondtnts. The majority of respondents believed that cutrent valuer would be 
difficult and costly to obtain, and subject to manipulation. hhny indicated that umml L-2 

. ~ 
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values were often useful to decision makers and should be provide 3 on an IS needed 
1 +sls rather than incorporated rn the basic financial statements. 

:?I Federal Mirr@a PPOE 
,’ . . 

160. OvMl. the reaction to the Federal mission PPBE category WAS favorable. 
Respondents indicated that they would not have difficulty applying the category 

_. derriptions..Howevcr, the Board received the following specific requests for major 
revisions in the Fedenl,mission PPBE category: 

. to etain the deft&ion but include Federal mission PPkE on the 
balance sheet and apply depreciation accounting to these assets. aad 

. to make uke of thi,crtegoy optioni (e.g., managers would be free 
to use the general PPLE crtegoy for PPdtE that would othenvise 
qudiQ as Fedeml,mission PPbE). 

Depreciate Federal Mission PPBE 

16i. The Board did not adopt the fort proposal-to apply depreciation rccountmg 
to Federal mission PPBE. While there may be management uses of this ipformatioa, 
no pemmsive examples of management uses have been identified. The Board remrins 
convinced that depreciation rccotmting for these unusual items of PPBE would not 
provide muhingfd information-a view that is supported by the,Boud’s 1992 user 
needs study. Fwer. the Board wishes to note that nothing precludes management 
from developing depreciation information through cost finding means if ii desires to 
do so for particular management purposes. 

Make ihe Federal Mission 

QJ’t 

r< Y 
PPBE Category Permrssive 

162. It was proposed that classification of PP&E as Federal mission be permissive 
rather thm man&toy. Two reasons were given for this proposal: 

. some PPBE is used IS both Federal mission and general PPdE (for 
example, office facilities located at nuclear weapons production 
plants), and 

. entig management should be free to decide that depreciation 
informauon on Federal mssion PP&E is useful. 

163. It was suggested that adopting this proposal would allow agencies to classify 
Property as best suits their needs. The Board discussed this proposal at length. Some 
Board membm were favorably inclined to permit entity managers to exercise 
judgment regarding the accounting treatment of Federnl mission PPBE. However, the 
majority of the Board members believed that making the category optional would be 
iMpprOpriAiC. 

164. These memkrs argued that (1) the user needs study supported their belief 
that historical eon depreciation on these types of items was not useful, (2) it would . 
not he rpproprirte’to give entities~the latitude to use different accounting methods for 
similar assets, and (3) it would not he con-beneficial to permit entities to make item 
by item judgments on appropriate accounting treatment. The members noted tit. in 
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‘jpnet8I pltipr f&uncial,reporu. : ! 
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165. ‘@e BokMecided that umof tlk Fed&& mini,on PPBE cete8G would 
renuSir;adrtoj fot PPBE, cqhibitin~ the&i@jated churcteristics., YTIe Bogd did 1 
ti guiduw~iii tlwsUndud kprdingibe :ielkcrkm of * bqe tit to be ugl in 

i c&e&i&& PP&E~(Seepuagnph ~2)Ahe~rirgondent l,ud Proposed that this 
pidnnw b+d&d riidi~stated‘thb~ it, ivould iid+ntities: in estebli+iq w Ieye1 of 
detail aeces+ to properly c.nt$~orite PPBE. FomumplC, shduld PPBE be 
~ug&&‘&.i ii@b) &te h&oi by i,‘d& hit ah & ‘bG]&@ by ww, 
As witb the ~pimlizetion th+hold, the Boerd has i#icated the fectors that &ould 
mtkr into ~UidsclCction of l ~4tnit khas Aikately left the rctual s&otion up * 
-*#g+ I. I’ ; ’ 

I. :..:: 
other PP&E !&et@’ the ‘Chnbtexisticr 

I ,, .. 
166. The Board posed a question in the ED regarding rhe clrssifkrtion of ma@? 

1 rapem J)‘mdmim facUities end milltaty bw facilitier as Fe&n1 mission ,*&E.n 
a ;1’ This question WAS posed kc&use of a discussion among the Board @emM es, to 

4d whether the& imau would oi ‘would not meet ttit Federal mission PPBE deftitioa 
! ‘, :’ I, /. 

i 1 167. The majority .of the nspoadenu mdicrted that nuclcu weapons production 
facilities’ meet the cunent charrcterisucs of Fidenl mission PP&E-confitniing the 
initial reaction of the Board members. One respondent did indicrte tbt these frcilitiee 

b. could be con-d to other uses-as had mutations plenu~follokiag WorId Wu’b 
bomver. the Board believes that the cost of stih i c&aver&n w6@*bk 6&t u 10 
e it improbeble in the near term The B.&d has not, elected to l dd w wanother 

.’ specifically ideatied itetn4ut qualifies rr’Feden1 mission PP&E because it is a 04 
:;. ilhstration of the pwpoti 8nd rpplicdon of the ‘churcmristks developed. In 8dditim 

the, Baud, prefm not to eqage in en exercise of listing all items t&t quelify eince the 
rbekkof certain items miy leed practitioners to &me that an item was qecithliy 
excluded., .’ 

168. . 
; ., 

The majority of, respondents indica~d thmt military base frcilitics wowId not 
II I group meet the definition of Federal xnission~~PP&E and that the, category should 
not be expended to rccommodite these asaeo: Many respondents Pointed out that 
military base facilities heve rlternrtive, uses and are krently beitq reviewed for jtut 
that purpose. The Board qrees with these views end has not modified the defi&ia 
to pHIttit inclusion of military base fecilitier in the category. 

“‘F&MB Exporr~c Draft Accounting/or Propwry, Plant, orid Equipmmt, Fcbr& 28, 1995. ~agt 19, 
paragraph 71, Item IC. ,. 
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1 Audit of Fcdetal Mission PPdE ‘. 
(, ,‘, 

l’k9. I Several respondeqs expressed concern regarding the’ level of audit coverage 
applicable to Fedenf-mission PPBE. Althou@ the ED did not specificrlly address , 1) , suppietnentaty stewardship reporting for thoss crtegbrics of PPBtE removed from the 

. 

:’ brl~cesheet, there was concern that removing these categories would lessen the audit 
coverage. Respondents noted that rttibtety weapons systems and space l xplomtiott 

.! equipment represented a substantial investment. They were concerned that the changes 
.‘, ‘. could. lead. to poor..trackhg6 systems. for these itetnsrrs well ,as weak inter~l controls 

overthqn. Other respondents pointed out that the:key infotmntion is the.existence and 

I ,’ ‘L ‘.” 
,. condition of these essets tether than the historical cost of the items. in rdditios they 
..sugg+ed that devoting audit resources to verifying historical cost dollar amounts 
would detract from auditing more important exi#ence and condition informatioe 

1, ,_ .’ ,& .,). ; 
. ..The. Board responded with the. following points: 

_I 
0. ‘ruditing stmduds l e beyopc~the scope of the Board’s 

responsibilities, 
. Board met&en representing the General Accounting Office (GAO) 

and the Office of Muugemcnt end Budget (OMB) indicated that the 
audit &vemge would be appropriately addressed in their work on 
Fedem rudit requirements. 

. recounting standards should be established based on information 
needs not rudit concems,.md., 

. the ED on supplementary stew&ship repomng will include a 
statement to the effect that the Board expects that the responsible 
p&es will produce audit requirements to sausfy concerns of the 
~mpondenu. 

1 
DEFERRED MAINTENANCE .) 

171. The deferred tnaintenance standard was well received by the majority of 
respondents. The Board addressed the issue in partdue.to the many state and local 
governments (rs well ‘u artionrl groups tht concerned over the deteriorating conditton 

,, of government owned .PP&E.. A report of the U.S. Advisory Commsslon on 
Int&govemmenul Relations (ACID), &&I Perfwe Public Worhn notes that 
mkntenance competes for funding wtth other government programs and is often 
underfunded. Contributing to this underfunding is the fact that the consequences of 
underfundin maintenance arc often not immediately reported. The consequences 
include &reared safety hazards, poor service to the public, h@er costs in the future. 
aad inefficient opetations. 

“U.S. Advisory Cotnrniuion on Intergovemtnental Relations, &@I Perfotmance Public Works: A New 
November 1993. 
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172. ‘kite ACXR &&nett&d that entities disclose information on:’ “’ ” 
‘/ ‘_, ,,’ .a 

i . the diindidon bf assets.’ .’ w 
. the cost of unfunded maintenance, 
. the consequences of unfunded maintenance, and : ‘% ,- 
. the ttttcen~inty in estimates of unfuaded maintenance. 

173. The Capital Expenditures task for& also teeowed that defetred 
maitttetthe was an issue for Federal PPBE.iiid requested that the Board rddrrrr is 

.t’ik Thqolicicr and init.iar.iver related tti deferr+main~ce at three F&A r#eaoies’* . 
7;. were reviewed md it wu found that Fed&al rgencler are’ develop@ systems to rrpan 

’ ?ib ‘m +fctkd;maintenutce. Ahhough the syhns are different, the goals of the WM 
:: ut &sistkat-&‘phtiide. icliable ittfht~iitin on the condition of PPdE and to 
’ ,. esti&U,tlu cost of Oomcting deficiehcies. ,V( .,,.: ‘_‘-,” 

’ 1’74. ‘Uttdcr t&e l oounting sutldl;ir; defermd m@iJltenance infonlWiou win be 
incorporated in the fmancikl refrons &ipite the differences in tnersur@tent dolly rb 
agencies. The Bgud believes that defemd maintenance is a cost-a cost that 
uu~gement, at whatever level, has elected not to fund. However, the Bkrdfotmd 
tiut defmcd ‘mrintenaace it not sufficiedtly mersunbic to k’ ‘kd@ked in ‘he 
rcootm~ systems. 
;/ “, 
175. However, to, h&light ibe reality that the ,cost remains despite being 
w the staitduds ‘Ijiovide that deferred ~tr~tcnu~ce be disclosed by placiag a 

,:’ .‘,. line iti o$ the statkmettt~ of net hoit with a note reference in 1ieu”of 8 dollar amouttt 
i, : . on thi;’ f&k1 stetikts. This ticotthndation’ir consistent with the ftad+ d the 

Board’s user needs w;~ihrt ‘inforhutidn ok the ‘cost of deferred maintenance ia 
?:. importah cd. users. h~rddition, due to the nicuuicmeni differences between e&ties, I 

/-- , 
the discloti ieqittitnentk rre,flexiblc. ” 

.c ‘. 176. The standards provide two alternatives for, estimating, amounts to be 
disclosed-condition assessment nuveys md life cycli cost ‘&rlyses. Condition 
l sessmeat sumys would provide disclosure of the estimated cost ‘u, retuta the PP&E 
to its desired condition. Life cycle’cdst rnrlyses would bighhght differences between 
plahed mriatcnutce AIA rkturl mrinteautce. 

177. Both of these mehds will be u&r the. control of entity progrun mmrm 
@ce deferred ttmitttetuace is dependent ‘on ihe purpose for which PPBtE is held and 
on judgment regarding whrt conditiob PP&E should be in to meet that purpose. 
Entities UC permitted. flexibility in (1) jitting standards for maintenance tequimmm~ 
aad (2) cstabiishing cost beneficial methods to estimate the cost of deferred 
mrintenancc. ’ 

178. The proposed stm&rd~ tzquire tiisclo~c of infotmation on the cot&ion of 
PP&E. estimates of cbe cost of deferred mntntenance, and methods used to 8~ 
deferred m~iate~w. The standuds apply to both PPdE reported on the balance 
sheet And the stewardship repott 

‘%tuc agencies UC the Depknent of Energy, the Depattment of the Navy, qtd the National 
Aero~utiis d Spue Adt&imrfion. 
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1 179. h ESpOW to the ED, two O~hg augg~stioas were raised-(l) rrCOgnite 
1 the amounts as a liability. mad (2) remove the’inf~m~ti~n from the notes. 

‘. 
Rocognlt&n 

73 
i 

‘., - 

180. ., A few tespor4ents, including twp rppeari& at the public hearing, sugeestcd 
.’ - that the Board provide for f~cogniti~n of&e liability associated with &femd 

a@mpmoe. The Board es no! believe that deferred maiatetunce can or should he 
moogked as a liklity bccs~ it is not sufliciendy Fsurable to be rcco@ed 
Qofeqed maiateauacg.. rrp0rrins.b in m a~i&oauypha& with Federal rgeacies 
cunydy dcv@opiq r~vuirty of sy#tcms to +sen .&fared mriateaaaoi. 
hdaswemqt cm not be desqribed at ti,tim as cmsistent or compamble. Tbk. 
defumd uJ&telyo+ sqdud’orrm;linudr+dHowever,ifuxlwhclr 
govenmmtt auiatmqnce stduds (e.g.. minimum acceptable condition ud st&ud 
repair costs) UC s+the Bo+rd will revisit .ahc recounting and consider requiring 
moognition of the liability 4 the co+. 

‘, 
Remove fkem No&a 

181. A few rgn~iadqntt rcqucskd that the Board provide for deferred mrintenance 
information throtqh required supplemcnul information to lessea the audit burden 
aqociatd with $c infomvtioe The Boatd-qwrr the case with Fe1 mission 

I, .., I PP&Edoas mot h&eve ahat Wdit~~co~ge~“&o\ .gOVern the plrccmcnt of 
infqqation in ths uururl repottn. Dcfe6cd maitktenaace iaform~don is conridered 
impokt because it ensures that @ers M iaformed of the condition of Federally 
owned PP&E. If there ir.r need ,to reduce the audit covenge. the Baud believes that 
GAO and om can art rddrcss ,Jhis need 

d4 

#I’ -’ . 

cLEANuPcosr _, 

182. The Baud elected to &dress clcutup costs from long-term Federal operations 
as OIK of the costs associated with PP&E. For txrmplc, the Fe&n1 Government 
opef8tcs nudeu f&litier aBd is quircd by kw to clernup my hazardour mrterirls 
upon closing the fsciliticr. This oblqation mceu the Board’s deftition of liability.- 
Hotvcvyr, because the clearnap of these types of facilities would not occur until 
opntions cessc. additionsl gui&ncc is needed to Cter&tmc when md how to 
rcco@zc these costs ud lidilitics. 

183. The gui&Me in this sudud,buil& on the rccoulting sundardt developed 
for liabilities. These standards were published in the Board’s statement entitled 
Accoyrting jar Liabilitirr of the Fedrml Govemmmr (liabilities standard). The 

: liabilities staBdud iacludes: 

. the liability defillitioa 

. ncopition tituis. uxl 

. disclosure rqGremenu. 

“IfASAB. R~o~ctuied Aecou&ng Sundud No. 5, Accounting /a Liabilitirr. September 1995. 
2 
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184. 184. 

* 
The l@bilitics ,st+rd is rpplice~le to cle+~up costs. For example, if ckraqp, The l@bilitics ,st++rd is rpplice~le to cle+~up costs. For example, if ckraqp, 

costs rii ‘hot :botlt probeble md:mee&+ble’the disclosure requirements in the costs rii ‘hot :both pbeble md:mcesu+ble’the disclosure requiremenu in the 
liabilities #tand&d would ippiy. The’iirnduds in this statement &dress clcrnup cob liabilities nmb’id would ippiy. The~iirnduds in this statement eddress clcrnup cob 
UCOUDting i&Jdill~: UCOUDting i&Jdill~: 

“._ . rllocetiog cleanup costs to openting periods; 
. esthuitq cleanup costs to k paid far in the future (e.g., w 8 

cuikai cost, rpprorcb), ad 
. tie changes io estider prior to actual cleanup. 

.:.:... 
i>,Y . *i 18% Bemuse of the diffUClWS in UCO&q for the costs if geIleri1 PPaE rad 
7: 
b 

stewardship PP&E. the Boerd developed dikerent methods for rlloceting ckzp cojo 
to operain@ perk& deper&g.oa the utegory of the releted PP&E. 

Am., of Ge8eml PP&E 

186. 
,’ 

The B&d &luded @et the liebiliiy foi’ c!&aup costs relrted .to the ,’ 
operation of gkatkl ,PP&E wbuld k’rec&nized ‘&‘r ysteuuiic and ntio~l mana~ 
OYCT the ‘pcrioda that the issocirtkd jeOen1 ,PP&E is in use. This rpprorch is 
8fmhteai with thb requirement to dkpieci& g&&l PP&E. In’ rddition, the Boud 
‘+tir$s ~rclositm oi the cstit~te of We1 kleinup c&s. 

- .,.’ 
‘. 

CIWH) of Stewwd&lp PPLE 
.!a, i I 
:. 187. For~lunrip kts r&ted to stewardship PPbE. the Baud concluded that the 
. > t&al estimeted liebiiity for cleinup cost would be recognized at the time that the 

stew&r&hip PPdE is plrced in’setice. T&s is consistent with the trutmeat of the 
l cquiaitioo cost of the stew&ship PPBE tiliich,is ‘recognized as 8 cost of opcmtioae 
in the pbriod that the PP&E is pleccd in serkice. 

EltlPPutag ckamlp Cortr 

188. With regard to estimating cleanup cost, the Board concluded that the ea 
would be hsed oo the current cost to perform the cleanup. Current cost should k 
bed on eris@ lem, technology end menagemeat plans. An rlternative to cutnat * 
cost would hive been to e,Mte costs in the funm, fectoriag in expected infletioq 
and discounting this emouat to cuneat doilur. The Baud did sot believe tht this 
rpporch offered my greeter degree of rccurecy in return for the rdditioaal iffon 
involved in mekiag the eatimete. 

189. As with nil eetimitei, the l stimtes of cltiup costs will charge over time, 
Time change! will be due to iafletioli es well es to chnges ia kwr and techaologp. 

190. For cleeaup oosta l eaocieted with general PP&E, chnger in csti~~tes t8leub 
to current end pior period opkioas be recb@zed es en expcnw in the priOg of tbr 
chngc. For example, ife facility with a capacity to produce 100 tons of mateN hr 
prodwed 60 tons of meterirl. then 60% of the chnge in e&mat+ should be 
reqmizdu expense-in the yiu that the btimatt-c*er. 

, .. 
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191. For cleanup core rss+rted with stewardship PPLE, the total change in 
estimate be recbgiked in the period of the change. 

CkMup cost hues 

19i. Re&ndents to the ED were supportive of the Board’s efforu to r&err 
clernup costs. However, several suggested t&t the Board’s treatment of the liability 
rssociated -with general PPbE-reco&izing it incrementally over the life of the PP&E- 
-was incoqistent with its deftition bf a liability. In. some cases. respondents qued, 
the cleanup liability is hcumd rt.the time W PPBE is placed in seTVice. These 
nqiondents suggested that the Board provide for full recognition of the liability if an 
amount is reasonably mtisunble at that time. 

193. The’Board did not adopt this suggestion. While the Board recognixes that in 
fact the liability may be incurred at the dre that general PPBE is put ia service. the 
rcttul recognition of the liability is problematic in I double entxy accounting system 
G&rally, the reqnitioo .of a liability. a credit~rcsount, generates a conc~t 
recognitidn pf,eithei en expense (e.i., wcounts py+le for fuel bills is offset by f&cl 
expktse)& an met (e.g.. a upju! lee, lirb+tyis offset by an asset-PPbE), both 
typi@ly debit r~ttttts. IQ tbis case. the cleanup cost is not appropriately includrble 
in operating expense of tk period that the PeWii placed in sewice. This would 
create a need for 8, balance sheet debit to offset the liability. 

, 

194. The Board does not believe that it would be rppropti~tc to recognize m asset 
to offset the cleanup liability. Although some ugue,clernup cost is r’deferred cost of 
associated PI&, the. Board does not believe that these costs meet the asset deftition 
utd fmds that mop&on of cleanup cost IS A &mponent of PP&E would 
signific8nlly over8t8tc ‘8sseu. 

195. other respondents expressed the opposite position, suggesting that it is not 
appropriate to recognize cleanup costs until they are budgeted for. This approach is 
not only inconsistent &th the definition of A liability but would keep users of the 
fmcul iutements in the dark 8s io the magnitude of Federal coatmitmenu for 
envuonmental cleanup. c 

1%. The Byrd klieve) tbat + standards it has developed will contribute to 
tne&q the operqing perfonamce and ste~a&hip reponing objectives of Federal 
ftnaackl repoh& The cle+~p cost staadards have not been modified for either of 
au8 recommendatiotts. 

197. Oae modification tlut was made relates to implementation of the stnndud. 
implementation is a significapt issue given the magnitude of the Government’s existing 
frciiitiei and iu obligations for clernup of ,those f&ties. One Board memhcr 
&quested that the ‘implementation guidance t&ted to cleanup of general PPBE 
provide an rlternaive method It was suggested that provision of I second method 
would lower ,tbe cost of implementing the standard in situations where the relrbd 
PPBE hd been in service for a substantial pottion of its estimated useful life. 

198. The rcond method. would,.be to mogxtizc the entire estimated total cleanup 
oost as a liability upon implementation. in periods following implemeitutios entities 
electing this method would recognize any changes in the estimated total ,cleanup cost 
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1s expenrc for that period in lieu of the pro-rate kouat of the estimated total m 
cost., This metbd~co&d be rpplied only by eatmes not em&&g to,re~over heir wess 
through user charges. 

199. The Board adopted this iecotxmeadatidn in light of the leqe nu+tba of 
Federal facilities Thai will k~rff&ted.~by this standard and the cost of imp- 

. . . 

. . f--‘ 
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APPENPIX B: ILLUSTRATIbNS OF CATEGORIES 

. . 
200. In developing. crtcgoties for Fcdeml mission PPBE, Heritage Assets and 
Stewardship Land (See pengraphs 46.57 and 66). the Boud sought input from 
Federal agencies. the Standard General Ledger Issues Resolution Committee 
(SGLIRC). and other subgroup members. The Board found that there wete many cases 
where similar assets could fit more than one crtegoy. 

. 201. For example. aircraft and ships rre used,by ,lrw enforcement agencies as well 
as by the Deputment of Defense. Under the proposed categories. only thow used by 
the Deparvnent of Defense would meet the cnterir for Federal mission PPBE. The 
illustrations provided are intended to clarify the application of the categories to rctual 

. l seu. 

ILLUSTRATION 1: 
FEDERAL MISSION PROPERTY, PLANT, AND EQUIPMENT 

ILLUSmTION !A: 
COAST GUARD PPsiE 

202. The Coast Guard has unique duties as both I peacetime operating agency and 
one of the military services. Its mission includes: 

. public safety, 
. law enforcement, and 
. service in the event of conflict. ndtional emergency, or nrtuml and 

mm-made disasters. 

203. The Coast Guard uses vessels and aircraft in its operations. Vessels include 
buoy tenders, buoy boats, and lifeboats. This is general PPdeE rather than Federal 
misston PPBE. The cost of PP&E used in providing general government services (e.g., 
law enforcement) is relevant for assessing operating performance on a period-by- 
period basis since PP&E is used routinely in provtding these setices. The Cout 
Guard’s accomplishments are linked to the inputs available to it (e.g., PP&E) and 
awocuting the cost of inputs with accomplishments or outputs is useful for assessing 
operating performmce. 

ILLUSTRATION 1 B: 
SPACE EXPLORATION EQUIPMENT 

204. The application of the Federal mission PPdE characteristics to NASA’s space 
shuttles is illustrated in this section. Of the three characteristics related to the use of 
the PP&E, the shuttle only meets the third-that is, it was specificrlly developed for 
use in e program for uhich there is no other program or entity using simiSu PP&E 
with which to compare costs. 

205. Of the chuacteristics related to useful life, the shuttle meets the fun-that is, 
it has UI indetcmime or unpt&icuble useful life. A shuttle was fvrt flown in 1981. 
Since that fvtt flighk the fleet has completed 68 missions. Several factors would 
influence estimates of shuttles’ useful lives: 
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. f0ii0wing & chdh& rccideat, the fleet WIS gAAled ‘for 32 
months with some predicting that another suailar accident cottid end 
the 8huttleprogru& 

. cumnt schedules call for seven flights in 1996 but the space stasiom 
project would require more frequent space shuttle flights ia the - 
fimre, l id. 

. the possible development of a replacement vehicle which mry be 
available by 2010. 

-. 
206. Given the unccruintics and veriebles in cstimeting l useful life, it would $e 
diffieult;~rndmot Very inmningful. to rssip the shuttle’s l cquisition cost to the I 
shuttle’s output-for example, flights. In the eve& t&et chaqes ue tnede to awn. 
NASA auy wish tit develop de~recietior~ infotmetion for internel we only in eettiag 
pices. However, there is no bmetl need for de#ecie&o informetion releted to we ob 
&e&u&. ,...r’ .2!,: 

.  

‘: 

;  207. i ~,Aaother example ~ofspace explontioti equ+nt involves equipment tlut ir 
used once uid never rccoveted. The rpr’ceciift Mosaic was launched by I space 
shuttle in 1989 and is expkted .to burn up iu the ratiosphere around Venus. During 
the flight to Venus. the J4agellm’s signal was lost ;nd tecoveied five tit&s. h 
rddition, many technical problems endangered the mission. However. ip &90:& 
Magellan reached Venus &d began transxming hu back to NASA. Res&%h based 
on this data is expected to continue for years following the life of the spacecnfL la 
contrast, the Mars Obsetver rproe prok disappeared dur@g its rpprorch to MM rad ’ 
neverruppcand. 

208. Given the t&rtaiuties involved in space exploration atid the tit&g of eny 
befits. it is not useful to capitalize and deprectrte space exploration equtpmat. 

.a. a 
RLUSTRATION 1C: 

UW ENFORCEMENT EQWhfENT 

209. A respondent to rhc ED Acrounting for Property, Plant, ond Equipment. 
questioned whether vehicles wed in law mfomtttent activities qualified 8s Federal 
muion PPkE. It was noted that vehicles used for .Irw enforcement purposes may 
have an abbreviated life expoctmcy. ln addition, these vehicles may be modified for 
law enforcement uses. 

210. ‘, Howwcr, in applying the two types of chanctmistics’to these items of PPLE, 
one fmb that they do not exhibit one cherecteristic hm each category. The 
~hu~~tetistics are ttperted below for convenience. 

211. Cherectetistics related to the use of the Federal mission PPBE are that it: 

8‘ 

. . I 
/’ 
‘I) 

. lus no expected nongovernmenul rltemtive uses; or 

. is held for use in the event of,emergency. wer or nature1 disutm OT 
. is specificelly designed for W in a progrun for which tltorc is no 

other progtarn or entity (Federal ‘or non-federal) u&g similar Pp&E 
with which to cornpate costs. 

212. Clunc~ristics related to the useful life .arz that jt: ~. .I 
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. has an .indetetminate or unpredictable useful life** due to the unusual 
manner in which it-is tued, improved, rcttred. modified, or 
maintained. and . 

. is at a very high nsk of being destroyed during use or premature 
I 

obsolescence. 3 ; 
-. 

213. Vehicles used in law enforcement programs do not exhibit any of the three 
chuecteristics in the fvrt poup since (1) the basic vehicle can be used by other 
entities in other rctivities, (2) it is, used routinely in operations rather than he& held 
in enticipetiott of, use; aad (3) -other entities. ptimedy ,atete and local govetaments, 
.&ve kw mforoentmt activities and use aimtlarvehjcles. With regard to the eecond 
group of chmcteristics, the useful life uuy be.abbrcviated due to the mantter in which 
it is peed hut it should aevenheleu be predicteble based on pest experience with 
simihr use. While it is possible thet ?he vehicles ue et somewhet peter risk of heiag 
destroyed then other vehicles, it is l matter of judgnent whetkr this qualifies es yet-y 
high risk. Overall, it. is apparent that these items do not possess one, ch~ncteristi~s 
from each group and do not, qualify as F&ml mission PPdrE. 

ILLUti,RATION 2: 
HERITAGE ASSETS 

214. Ahoy assets are clearly ~heriuge asets. For example., the -National Park 
Service manages the Washington Monumettt, the Lincoln Mentonal and the Mall. 
However, other assets, pantcularly Federal offtce buildings, have htstorical, cultural or 
uohitect;ml~significance as well as being used for general operations. 

215. The Board has found that these multi-use heritage assets should still be 
categorized as hqitage~assets. Any costs-wmainkia the assets themselves should be 
treated as hentage assets. ~However. any costs that are operational in nature (e.g., 
reconfiguring of offtce space or modetnited communications wtring) should be 
clmsified as general PP&E. Costs of these typos of improvements or renovations 
would then be CrpiUlized and deprecuted-powling useful information for 
pelfonnmce nleasurement. 

216. For assets that are used solely for heritage purposes (e.g.. the Washington 
Monument), the Board believes that the cost of operation. tnaintenance;and other 
periodic expenses combined with deferred tmigennnce disclostires. me sufftciettt to 
assess openttng performance. Allocatmg the cost of heritage assets to accounting 
pet+& thmqh depmciation would not enhance the information available for 
perfmnance l ssesstnent. 

217. Following are examples of general PPBE that exhibit characteristics of 
hehuge usets. 

“ihis tttay be evidenced by the ability (1) to retire the PP&E and later return it to service or (2) to 
conttaually upgrade the PP&E to maittutn its usefulness. 

. 
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ILLUSTRATION 2A: 
,MAJOR OFFICE BUILDING ,,i , 

pj.%. I  A ik&l rgeliCy consmc”~ A f+rd o&cc building in 1950 to house it8 
,M+qWen ~rso&el. The buildiq we s&seque&ly placed on the histaM 

-; ‘. icguty but contiued to urve AS headqua&+ offace spece. 

‘. 219. Public tours UC rvrilrble’ ind cdqetionel ‘exhibits UC provided ia the 

”  : 
~tierRoinn mrior rcnavctians. Tllc coa of them 

,  

‘: !  

!  

220:’ Tk builw is curr&ly Up ” - -,.. ---------. _-- 
renovations should be capitalized md &ciated over their expected awful livw @&y 
to tk exttnl tiut tk woyk is $d to,opqnti~;nthir * to prcwnriag- tk b&Ii&& 
Additiond hf&uWiOn on tk heritage +ure of the ruet would be provided thro@ 
-prrponine. 

. . 

. N&w &ci @@NG ,, : 'I !~ 

221. ‘3, i+fAi ‘&lib '&fiOUrlj~ tid for iodus& purposes (C.8.. produ&~ d 
3 

equipiwnt puk> is b&q re&ted aad remodeled to se&e AS office spme. The b@& 
facade is being preaemed because of its hastoxic significance. OfTice space is beiq 
cmstnmed inside of the brick facade. 

222. Tk building cm be viewed by visiton to the Fe&ml facility, however, 
access to tk offke spye will’bi restricred, 

223. The originrl cost of the brick facade should no1 be included in the cost of tbr 
DCW office building. The cost of VW consuuction should ‘be capitalized and 
deprrcialcd is pert of @!lWr&PP+E end pane should be tread es I heritage suet. 
Ad@iboil~irif’oy+ion on tk kriuge nature of the existing brick facade, if mrtM& 
W;uld ,+ provided t$ou@~ stew&hip reporting. .’ 

ILLUSTRATION 2C: 
LIBRA&Y OF CONGRESS 

224. Tk Libmxy ,of Coqms is undergoing restoration md renovation. This 
iafqudes: 
. mtoring utwork and uchitmursl features, 
. insaw wihq for worksutions.- and 
. builti dffke spsce. 

22s. Expodiares for rertontion of heritage aspects of the buildings rhould bc 
treAted As A pcriod’cost for he&age assets. ho&ever, expenditures for opemioarl 
r@pecti of ‘the nnovition &uld be categorized as general PP&E. Additioaml 
hfOrUWiOn on tk heritage nature of the isset would be provided thmgb 8tcwud8hip 
rrporrine. 

_ 

. . 
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ILLWiI’RATION 3: 

226. The proposed standard provides that land acquired for or in connection with 
other general PP&E be included in that catc8oy. For example, the cost of land on 
which frcilitics arc loonted w&Ad be included in 8-1 PP&E. Other l& w&d be 
subject to stewardship report& 

*’ -. 
?I .- . 

227. The following illustrations cover+vo potential issues associited with land. 
First, ideatifj+q land rssocirt8d .titb genml~PP&E. Second, idcatifyiq kod 
iaqovemcnts as 8-1 PP&E or PP&E subject to stcwudship report@. 

IUUSTMTION 3A: 
MILITARY &JSESOFLAND 

228. ‘In 8eaenl. land used for military hses would be cksidcrcd general PPbE. 
However, in some cases. land is used by the military (is l site for missile silos, testin 
gnwnds or fviDg WlgCS. Land used for thew pWposes meets the deftition of 
stewardship land, The Board believes that period-by-period cost information related to 
holdiq had for defense pulpa- is not felevuu to urcuuq operating performance. 

ILLUSTMTION 3B: 
ROADS ON PUBLIC LANDS 

229. ~Public lands have vaious types. of fords to provide recess. These types, 
iIaclude: 

. tough dirt rods crrrted from years of us& i . . disroads mated by noa:Fedenl land users (e.g.. oil & gu , 
exploration crews) aad then abandoned, and 

. rds created by Fedml entities to provide access (e.g., gnvcl & 
paved roads). 

230. Some of thcse’roads M maintained while others merely exist until oltural 
conditions ovenake them. 

231. U&r private sector accounting, permanent iqitovements to land arc 
included in the cost of land on the balucc sheet. Typically. the cost of clerrirq and 
establishin tbc rord bed is conridged l permanent improvement bccaauc, with 
matine maintenmee, it will remaiaindeftitcly. Any prvcmcat or gavel that must be 
rrpked pcriodiully would be considered depreciable PP&E. For l Fe&n1 entity. if 
the road could be GItc8orized u 8-1 PP&E this pnctice, would be appropriate 
SiMe the period-by-period cost of uwts is relevant for raseuilq operating 

~lJ-f-==. 

232. For iand subject to stewardship report@, the cost of esublisbing the roadkd 
would be expensed in the yeu incurred since the land improved by the roadbed is not 
upitdized on the hlance sheet On the other hand, the pwed aad gwei rods UC 
paefd PP&E because they are operational mud the period-b-petiod cost is essential 
for assessin opcntin8 performance. Thk cost of pavement or gnvcl would be 
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APPENDIX C: DEFERRED M@NTEtiANCE IiLUSTRATION . 

r-h 
233. This appendix illustrxtes the footnote disclosures in pmgnphs 77-83. The 

,. example shown here is for illustrative purposes only. Different entities my developed 
different asset categories. condition codes md descriptive terminology. The Board 
intends that this stutdud provide flexibility while providiq relevant information on 
the condition of Federal msets. The following illustration presents text from a footnote 

-meetiiq the quirements of the, standard. 

.J 

XYZ Hospital Focimy 

Note4.DtfcrrcdM~intenaace 

XYZ.opemtes ‘I hospital facility at ‘one of its remote xites. During the period 
maintenance expense is recognized as incurred However, m~intenxnce was 
iasuflicient over the pest several years and resulted in defend tmintenmce. 

lnfotmtion on,defemd tnaintemnce is based on an annual inspection of 
facilities. st#ndards are provided for evrh~ting facility condition. There 
sunduds ittclude: 
. minimum and desirable condition descriptions for facilities 
. suggested nuintenmce schedules 
. standard costs for maintenance actions 
. standardized condition codes 

There have not been material changes in the standards in recent years. 

The following chart presents :Ir .rmation on deferred tmintenxnce on major 
utegones of PP&E experiencing tmerirl rmounu of defemd tnaintezmce: 

-x\ 

6Ha : 1 
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APPENDIX D: ILLUSTRATION OF CLEANUP COST 

234. T&is qpeodix illustrates one method of complying with the standub 
proposed for ckmup costs. The exunples sl?owa in this l ppeadix UC for illustrative 
purposes only. There are many types of Elwup that taay be rccouated for under this 
proposed stmdud (e.g., nuclear feciiiti~, laadfiilis, or kbomtories). Apply@ this 
pmpoaed standud may require considemtioo of estimated cost componenu other than 
thom8hownhere. 

2h. Tbe~computBti0nr UC bud 00 l fckle elbcatiag the astimeted to@ 
cleanup costs (i.e., the total uoouot to be spent in the hue to rccompli& &map) to 
rcwuoting periods. IO identifjGng the mount to be expensed for the petiod, the 
formula coosidcis the cu2oulAtive uooMts: 

. of capacity used at t& end of the recounting period; end 
0’ mognited es expense in prior recounting periods. 

236. The cimpooenu of the formula are defined below: 

I - total clernup cost cstiuuted u of end of period - 
b - cumuhtive capcity used at end of period= 
c * total l stimeted crpecitym 
d - aoaouot previously recognirtd as CXpen#-k~8 of period 
e = cleanup expense recognited in the current period 

237. To ulculrte the rppropriate expense rmount, the following fotmula is used: 

(a X b/c) - d = e 

238. Simply pub the end of period estimated total cleanup cost (a) is multiplied by 
the percentage of capacity used up at the end of that period (b/c) to rnive at the 
ponion of cleanup cost that has been geneWed by opcntioas throu& the end of the 
period. Theoredully. that amount of expense has ken incurred and should be 
recognized. Amounts recognized es expense in prior periods (d) should be deducted to 
mive at the current period expense amount (e). If this is the fvrt period, the deduction 
for expense recognized in pnor @ds (d) is zero. 

ILLUSTRATION 1: 
HAZARDOUS WASTE DISPOSAL SITE . 

239. fhehurdourwutrdirpovlri~ewillkginrcccplingwuteinl995.‘Tbe 

"If r+ttitiOn of tbc Costa is based on the purge of time tather thm physical capacity, the 
cumulaive -mt of time passed since the associated PP&E begrn operatin shall be substituted. 

“If recognkion is based on the pesmge of time, the estimated useful life of the rssociated asset SW 
ksubuituted. 
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folloiving assumptions apply: 

. the site capacity is 100,000 cubic yards of waste 

. it is estimated that the site wi!l accept waste for ten years at UI 
average rate of 10,000 cubic yards per year 

. after the site is closed the following cleanup efforts are required by 
st&. looal and Federal laws: 
‘. sitt closurt & str!ing . . thirty year monitotirq 

i . mntdirtion 
. 196s cost ‘crrimrttr qt based on cumtat cost for I995 

.‘! . 19% cost &mates a~ based on 19% costs adjusted for inflation It 
.x, anteofI.m4 .,., 
: . 1997 cost l stimues l t based on current costs for 1997 and include ,1 new tecbnoiogy and changes in monitoring requirements 

RECOGhITION OF &ME AND LlABILlTY AMOUNTS FOR 1995 
(Dolhn in thousalidi) i 

Estimated Total Cleanup Cost” based on Current Cost in IS?5 

I. s~cloM~s~.coQ: 
FviliirfOr~opr?t#ol 
srlhl- 

s loo 
. 730 

EJmionmdoae81rutlib# 
3 so0 

2. bi~Caa(rarrpriadorU)yun): . It .w 3mo selwlg & nslin# 
hwaqar8 offacihtia * :,/ 3. psrd;aacgL: 300 

Rd-d-bucdm 
-audia 39 TCJTALESTIhiATEDCLEANUPCOST' s7.4m 

Calculation of Annual Expcme and Accmcd Liability Amounts 

This proporcd qndard would require that a potion of the estimated total 
der~up costs bt rtcogniztd IS tn txptnst and as a liability each period that 
the rite ~pertter. During 1995, the site accepts 15.000 cubic vards of waste. 
The following calculations show the amounts rcquirtd to be kcogniztd: 

: 

. ., 
‘%a cnimrk ~hdes ky COSU of my cleanup tffonr tequired during the thiny year cltattup period. . 

whik w activities will not occur until the associated PPdE is closed, the costs are estimated it the cumtat 
tort to conduciGmilar tffom 

/ 
*., 

i 
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(a, x b/c) - d - e 

.: 

(57.400 x 15.000/100,000) - 0 = c 
s7.400 x .I5 - e 
Sl,llO - e, 

_ . 
where: ,’ ‘. . . l - totrl tleuwp cost estimated IS of edd of period 
b - cumtitive capacity used at end of pwiodm 
c = total estimated capacity" 
d = amount .ptwiously recognized (IS expense-beginning of period 
e - cleuntp expense recognized in the current period 

The following joud entry would be required: 

Dr. Cleanup expense ~Sl,llO 
Cr. ClUnup liability 

To recognize estimated cleanup Costs. 

Sl,llO 

RECOGNITION OF EX&NSE AND LIABILITY AMOUNTS FOR 1996 
(DoIlusintllouYutds) 

Estinad Total. Cleanup Cort.bssed on Current Cost in 1996 

1. siraoaw8mdse&~brt: 
Puildkfa~opa8Uan 
skolkqrit8 
EJmalmdcO0Qolwlitia 

2. btv cOa.(fa a pmod of 30 yun): 

z$TIytrclQI 
M-ofhcikia 

.3. &&&j@#)m, 
+mjBadnmrdidoabao4on 

a8diod~iol 
TOTAL ESTIMATED CLEANUP CDST 

Calculation of Annual Expense md Accrued Liability Arnouk 

During 19%. the estimated total cleanup costs were adjusted for inllation of 
l.OYa and site sccepted 10.000 cubic yards of waste. The followmg 
calculations show the mounti required to he recognized: 

“If recognition of the costs is based on the passage of time rather than physical capacity, the 
C~UhhC mouttt of time patted &CC the associated PP.BE begrn opentig shall be substituted.. 

“If recognition h based on the passage of time, the estimated useful life of the rssooirtcd asset shall 
be substituteb. 
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(axchIc)-d - c 
cs7.475 x 2s,ooo/loo,ooo)- s1.110 - c 
$7.475 x.25 - Sl;llO be 
5759 =e .~ 

where: 
l - tote1 cleenup cost estimated es of end of p&d 
b - cumuktiwqaMy used et end of period” 

e> c - total estimetcd cepecity” 
,+. d - qount previouhy ncognired es cxpet4xgianing of period 
.e r c - clcur~ expense rccognir;ed,in qle cutTent period 

;: ‘, 
The followink jckmal entry would be required: : 

..4 .,,, ,’ .‘, 
DT. c1culup expense $759 

Cr.’ Clwup liability .s759 . 

To recognize estim+ed clernup costs. ‘, 
. .>‘, 
in rdditioa, the prop&d srmiard would require that any nuteriel ~hmges in 
-the tstimrte due to ciuqis in laws. technology, or cleanup pirnr k 
diuiosed.~ Howcver:there is no iadicaion that mtcriri changes occurred. 

RJXOONmON OF EXPENSE ANQ LUBILITY AMOUNTS FOR 1997 ,’ 
(Dollusintbouunds) 

Ertimrted Total Cleemp Cost Based 0, Cm-eat Cost in 1997 

1. sirckmReon4sulby~ 
Fuilim for -a-u-* 
seahl#dr 

t 115 

boialmdcoIluolfocil~ 
740 
m.. 2. MaMornyCaa(faMyca): 

1350 
soiEwlg&Tariag . 1300 
Mrmcnrvr of faciliuoJ 

3. u 300 ” b 
~j-dmwbuioobucdoa 

aprualw 
ror~EsTlMmDClZANUPCOST Sk605 

Calcuhtion of Amwi Expense end Accnred Liability Amounu 

hhng 1997, e new estiame of total cleanup costs wis prepared end the’site 
l ccepted 10.000 cubic yrrda of wme. The. following alculetioas ehow the 
emoumrequiredtobemojjn&d: . 

“If WGOn Of the COSU is bud on the pusage of time rethet tbm physical capacity the 
ctmtAlative amol0t of time puKd ,r&ce the usoiiated PP&E began operating shall be eubm+e; : “_ . 1 

’ . 
“If rcGognihon is bad on the passage of time, the estitmted useful life of the rss&ated asset thll 

he substituted, 
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i (a X WC) - dN 
($5,605 x 35,ooomo,ooo) - (Sl.110 + 759) 
$5.605 x .35 - s1,869 - e 
$1.962 41.869 - e C’ 

s 93-e )> ‘....<, . 

svbmi’: 
a = total cleanup 00s estimated as of end of period 
b - cutnul~tivc up&y wed at, end of pcriodD 
~-toOUI~e8timated~up8eiy~- 
d~=~amo~.previo~y~t8w@aizcd’u expmse-beginaing of period 
c - clc8nup expense fecognized in the curmat period 

. 
Tk following jomml cntly wouI! be required: 

Dr. Cleamp cxptnro $93 
cr. Cleamp iisbility 593 

To’rccopixc rstimated ciwup costs. 

In additio& thepmpoasd sundud would requiq that mrterirl cbmges in 
estikted clcahup costa bc disclosed ‘had that rmouats rttribuuble to prior 
period opcntions he di8cloaed. one means of ulcuhtiq this alilount ir to 

~ aegregrwk xmowlt N!co* rsThuWp expense for the.cumat period 
benuwa ‘changer ,ia utinlited cleanup cost from prior periodr” iad l Gumat 
period eleuq CORK ihere two amouars would be disclosed. 

Chutges in: estimxtod clernup costs from prior periods UC: 
--\ 

f - (a X b,/c) - d 
f - ($5,605 x’25,OOO/lOWOO) : (tl,llO + 759) iga4 : 
f = SW’5 x 25 - $1,869 
f = s1.401 - $1,869 
f * S( 468) 

whm: 
s - total cleanup cast estimated as ofi end of period 
b; = cumukin erprcity uqd at kghaia8 of period” 
c - toul estiBmtcd capcity” 

“If lwogttition of the Wti i# bucd 00 i&UUfJC Of  time nthrt t&l PhyriCrl CapCity, the 

cumtitivc amount of tim lwcd since the uaociated PPBE begrn opentiq s&Al be substifuted. 

“If rwo@tioa is based oo the pusage of time, the rstixnmd useful life of’the rmociatad uat lhll 
ks&tb&d. 

“xf~tion0ftbeoostsisbr#edonthepurrg c of time rather thm physical m~oity, the 
cumuhtive &owtCof time :+aed -jin+thc ano&ate&pP&E bq@ opemiq till be substituted. 

‘21f~tioni8bosedor’tbep g 8u c of time, @ ostimat6d~u8eful life of the ruociated use1 rbr31 
be subrritutcd. 
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current period cleanup costs are: 

g-t 93 - S( 468) 
g-S561 

*.: ,’ :..’ 

c * cl&up cost recoguized in the cutma period 
f - cihages in istimhd clcrtbp cost hm prior perk& 
g - ,currmt period cleanup costs 

,TION 2: 
FACILITY 

XLLUSTRA XLLUSTRATION 2: 
Iw,FLEAR Iw,FLwR FACILITY QUALIFYINC’AS GENERAL PP&E QUALIFYINC’AS GENERAL PP&E 

FrNANclAL8TM7. ‘, .- FXNANCIALSIMT. ‘, .- 1993 1993 199s 1994 199s 1994 
,‘,. ,: ,‘,. .: opnml ,* I opnml ,* I ., ., 

sl.l10 tl.l10 s 139 t 139 t 9? t 9? 

w w “. “.’ tl.llo tl.llo S1.869 t1.869 s1.962 s1.962 

240. A nucleu facility was placed in operation in 1981. No tecogaition of clemtp 
cost was made u&r pesi’rccounting polki. At the end of 1995, the entrty l dopu tk 
rccouatmg policies presented in tlui proposed standard. 

Tk fouowiq usualptions apply: 
l ihe entity has aa expect&d useful life of thiny yean 
l , rfkr the site is closed the following chaup efforta we required by state, 
local md Federal laws: 

. . - site closure & sealing 
- thit+ year monitoring 
- temqiiation 

l 1995 cost estimates arc bssed on current con for 1995 

RECOGNITION OF LIABILITY AMOUNTS FOR 1995 (Dollm in 
thfNUUUiS) 

Estimated Total Cleanup Cost Bnsed on Cutmt; Cost in 1995 
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Calculation of Liability Amount ,To be Recognized Upon Implementation 

. At the end of 1995. the estimated total cleanup costs was SlS,600,000. p 
‘followinn calculitiolu rhow~tbe~amornru~~thrt~thould.hrve been recognized as 
of the cad .of 1985 if the .proposed standard had been in effect since the 
facility begrn operating on’ October 1, 1980: 

(a X tic) - d - 1 
(515,600 x lY30) -so = 1 
s15.600 x .s - so - 1 
57,800 - I 

where: 
a - total’ cl~rnup cost estimated as of end of period 
b - number of years df openuon 
c - estimated us&l life 
d - Funt prrviotiy recognized as CXpenrC-kginnin8 of period 
I - i&bility to be recognited at the end of 1995 

Dr. Net Position $7,800 
Cr. Clcu~up liability 57.800 

To recognize ertimrted cleanup liability. 

No expeose is recognized in the year of implementation. 

SUMMARY: 

. . 
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Affects: Paragraph 36(b) amtidj SFFAS No. 5, A&ohingjbr Liabilities 
of the Fc ,igml Government, by providing an exception to the 
general principles. for losses,on goods made to order or services 
produced to order., 
Paragra#h 53 met& SFFAS No: I, Accounting&r Selected 

/33 

Asseti and Li@biiitics, Par&graph 41. ,’ 
I)esignated material in Paragraphs 90 &rough 102 amend 
SFFAC No. 2, Entity and Displqy. 
Paragraphs ,264-269 amends SFFAS No. ,3, &counting for 
Inventory and Related Propeny;,Paragraph 76. 

Affected by: No other statements. 

SUMMARY 

This. Statement co&ins two separate parts. Thq’ first, on revenue and other financing 
sources, ii composed of the introduction, accounting standards, and appendices.. The second 
part of this ,document amends Statement .of Federal Financial Accounting Concepts No. 2, I 

i 1 Entig and Dispf&, by adding ,a new concept to satisfy users’ needs for information that 
reconciles budgetary and’fmancial accounting. Statements of Fideral Financial Accounting 
Concepts a@cirltie ,the framework within “which the Board .considers and ,recommends 
accounting st+ards. 

Cla&ificr’tion, Recognition,. and Mcuuremcnt .of ,Rcvenue and Other Financing Sources 

revenue is an inflow of resources that the. Government ‘demands, earns, or receives by 
donation. Revenue comes from two sources: exchange tr+ons and nonexchange 
transa&tioas. Exchange revenues arise when a Government entity provides goods and services 
to the public or to another Government entity for a price. Another term for “exchange 
revenue” is “earned revenue.” Noncxchange revenues arise phmarily from exercise of the 

’ Government’s powet to demand payments from the public (e.g., taxes, duties+ fmes, and 
penalties), bit also include d&&ions. The term “revenue” dov not encompass all financing 
sources of Government reporting entities, such as most of the appropriations they receive. 
These other sources of financing do, however, provide resource inflows to Government 
reporting entities, so this Statement includes accounting standards for them. 

These accounting standards recognize exchange revenue at the time that a Government 
entity p&ides goods or, services to the public or to another Government entity. The revenue 
is measured at the price likely to be received. Thus, with some differences that are explained 
in the’ standard, the .accounting foi earned revenue is ,comparable to the private scctor’s~ accrual 
awot@ting fey eatned revenue. Exchange revenue includes most user charges other than taxes. 

vohme I, vmioa 1.0 
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other u&s. It*is rec&&d to i)le etie$t &at the~&ll&oti~& prob&le’(i.‘e., more liktiy than 
not) .urd the tiount iS m‘&hble (i.e., r&&ably estimable).’ 

: 
,I 

~ . ./ . . .; 

In the case of taxes and duties, ir$er&t ahd phtical Ii&&ions on the as&ssm& 
pm+i’serv~ to delay th’c time whcii the pow$r to’ demhnd $ayticiit de&iws a legally 
Utfdi~eabh ‘claim to c&h or other assets. $br tli~s’reasoli~ &he’&e&d af irc&hting for taxes 
md%Mies can best be characterized as a modified’cash. basis of accounting; rather than an 
awnd basis. This basis of accounting ar@ends the standard for the recognitiqn of accounts ,,,, reccivrble for twes md du..&, ,, 1”’ I ,,. / ‘. I., ,. ‘,* ‘: ; ” ,+,_ : ” ‘:. \ ,’ v 

. 
/ 

To the extent that other standards require that costs not on the entity’s books be 

i imputed to the entity, the standards for other financing sour&s require recognition of’the 
conegonding imputed financing. f 

Financial statemen& have not previously presented budget execution information 
needed by users of those repot. The standards presented in this docurhent require the 
presentathn and, consequently, the audit of infchmation about budgkuy resources; the status 
of those resources, and outlays. The standards also require a reconciliation of proprietary and 

. budgetary information in .a way that helps users relate the two.. 

Disclosures, Supplementary Information, and Other Information 

The different types of revenue, and the complexity of accounting .for revenue and other 
financing sources, increase thk imponance of cenain disclosures and other information. 
Briefly, the standards provide for: 

. . a... 
v@Jlae 1. version 1.0 
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- Extensive disclosure T and other &formation about taxes and duties; - Exknsive disclosure T and other &formation about taxes and duties; 
‘- Cetin ,disciosures aboui.exchange Uarlsactiork’where the full cost of goOds ‘- Chin ,disciosures aboui.exchge Uarlsactiork’whcre the full cost of goOds 
tid serkices sold iS not recovered; tid serkices sold iS not recovered; 
- &i&ted disclosure concerning accco,untabiky for dedicated collections; - &i&ted disclosure concerning accco,untabiky for dedicated collections; 
- Discloskes and stipplementary infkmatioh from trust fun+ and et entities - Discloskes and stipplementary infkmatioh from trust fun+ and tint entities 

: : that m&e the collections for these trkt funds where trust funds may be ovcr- that m&e the collections for these trkt funds where trust funds may be ovcr- 
or under-funded in terms of applicable law; and or under-funded in terms of applicable law; and 
-, Disclosures about the .use of .borrking authority and the status of budgetary -, Disclosures about the .use of .borrking authority and the status of budgetary 
resources thht may rffect .future spending. by the, entity. resources thht may rffect .future spending. by the, entity. -,; _. -,; _. 

Concepts Coti Rtionciiiug Budittmy urd Financial Accounting 1, ,‘. 

This statement amends Statement of Federal Financial ,Accounting Concepts No. 2, 
hriry.@ Display, by adding a,tiiegory of fhrncial information.to we! satisfy qers’. 
needs tid ‘the ‘objeqives of finaiicial reporting. More specifically, the amendment is designed 
to meei wn’ need to ‘understand “how information on the use of budgetary res+mqs .relates 
to information on the cost of program operations . . .” (sub-objective 1C). ‘Ihe objective of 
this new category of infotmtion is to provide an ,cxphn&on of the, differences betwe& 
budgetar)r aad finti:ial (proprietary) a&nting.. This is sc~mplished by means of a 
reconciliation of btidgetary obligrtions and,nonbudgetary resources available to the reporting 
entity with its net cost of operations. entity with its net cost of operations. 

., 
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SFFAS NO. 7 

PART I: ACCOUNTING FOR REVENUE AND 
OTHER FINANCING SOURCES 

T---b 

Backgrmund 

‘I: 
16. The esstntirl differtacts unong exchange rtvtaues~ noqtxcbage ~nvenues, 
md otbtr firuncing sources rfftct tit wry thty art rtcognixed and v m&r 
the rccnul method of rccouatiag. Properly ohifyiag hIbest iafloiwr rcWdiag to their 
~turt, thtrcfore, provides the hair for rppl~iagdifftkit kcruil rocouat&g 
principles. In addition. proper clrssifiution is esstntial .I0 construct frerrnCiAl 
stattmtnu~tb;rt miet the f&ml finracirl reporting objectives? u hey bve ,beea 
dtscribtd in Suttmtnt ‘bf Fe&n1 Finrncirl Accdunliirg .Coacepk No. 2. Ehtiv cad 
Display. 

17. To help mtit tbdst objectives, dhssificrti&s wm dtveloptd to d&mint 
whl sptcifk kinds of revenue, sbould bt deducted fkom the vi of -Providing goods 
md, services by-the rtportiag entities. Only revenue clrssifiod u excbkge reven= 
should bt matched witbcoru. Nontxchmgt revtnut l d otbtr froroc&g sourc8s UC 
not.mrtcbtd with costs btcrus+ (hey UC not qrned in tht opmtioas process: BMW&K 
they ue inflows tlut finuct optr8tiolls. norlexchulgt revealIts and other fmiug 
sourcts should bt clusifitd in rccordrnct with other rules md,s@uld be recognized 
only in dtttrmhing the ovmll fmncirl result3 of optntioas for the ptriOa This 
differs from the focus wd in tbe Pn;vrtt rector. wbtrt the focus is on net inook for 
business orgmiutions, l nd on chngts in nat ~sscu for not-for-profit orguhtions. It 
is rlso 1 difftrtnt focus from tht ustd previously * rtponing on U.S. Govtrnmh 
optmuons. Under the old federal accounting standrrds. the focus wu on ~tchiag rll 
of l n entity’s financing with iacumd txptnsts to rtport kc1 results of optrhoas’ 
which gtntnlly was not ustful in tvrlurting ptrform+ace. Tht new focus is on casts - 
-both gross tnd net-which are ustful in tvalu~ting ptrfo~ on rmny leveh. 

18. The concept of mrtcbiag costs and tcvtnut hrs little rtlcv~ct in goverrmPeat 
txctpt wbert lhtrt is l n exchange uarurction. An exchange tmns~tloa occurs when 
one puty mcrificts vrlut md rtceives (I vrlurblt good or rtice in return. The 
optmtioas of an entity engaged in exchmgt tmastctioas product tht rweaut CIIILcd 
IS well as the rssoaeted cost ikrtd. Thtrtfort, finrocirl recounting should rtttt 
the rtvtnut to the cost for these trt~ctions. The ntl effect-the gross cost minus the 
rtvtnut, or tht net cost-gtntnliy determines the txttat to which uxpytn bear tht 
cost of the optmtloas? 

‘St+cmtat of Fe&ml Finutcirl Accounting Concepts No. 1, Objeetivrr of Federal Financial Repmling. 

?ht OIIIY major exception is for ~~govc~tntd sales of goods md stticc~. The extent to which 
Uxpym btu the co& of thest goods rod strvices dtptads on whether the goods md strvices ~11 sold to 
CdkS that in eUrn St11 gOOdS md services to &t public, or to entities that arc frnroced by U&S. fht Mt COSt Of 

opntiont tiy rlso bt frnrnctd by other nohxchangt revenue such 1s fines, forfeitures, md doartions. 
. 
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22. Akhough’ bard Membks, @e differing views on whether social insqmncc 
pp8ms fwult id exhage~,or noaexchan@e,tmnsmioas, they r’gree that socisl 
IMWMCC tax nv,quy .should be shower in the rrme wry es other tax revCnues for the 
#wposes of frrvoC8$ qoqing.’ Social iasurmce uxes, ,like other taxer. are 
hermid by the Government’s power to compel pymedt. Individuals and businesses 
ihrt pay +ciil insurance taxes are subject to them a$, a,-byproduct of their decision to 
enter covered employment or engage ti a covered business. Especially for the MJor, 
brosd-brsed soc~rl insurance pro~rms- Socirl Security, Medicue (hosprul 
inrurrace), and unemployment compensstlon-the individuals and businesses have 
virtuslly no opdon except to psy. 

23. The rmm sources of finrncmg for the Government as a whole are exchange 
and nonexchange revenues and borrowmg.from the public. For component reponiag 
entities, however, the sources of finsncm~ are provided through the budget and &e 
&rgCly ftneacing sources other than revenue. Appropriations and othkr budget 
ruthonty provide aa agency wrtb the authority to incur obligstlons to require goods 
ind services or to provide benefits and grants. These other financing sources are not 
med by an entity’s ope&ons. Therefore, IS with nonexchange ~WMUC, they should 
be accounted for m a wry that does not obscure the enoty’s net cost. 

24. Bud@ty resources have a different character than both exchange rwetttte 
rnd nonexchange revenue. Budgetary inflows should be shown in a wry that reflects 
two different perspecuves: the pmprieury effect and the budgetuy. effect. Pro~etuy 

‘See discussion of social insurance prognmr in FASAB’s Exposure Draft, Supplemrnta~ Stewdip 
. 

Repming. ,_’ 
2 

*. 
Uune i. Version 1.0 

Febnwy 28, 1997 



.._ - 

Sl8 

SFFAS NO. 7 

. I 

l coouating treats these resolves XIUC~ 81. capital and lines of credit are treated in 
-private sector l ccouuung, 8d.phtidc~ infomtion about their availability in the 
Balatke Sheet or itt uotes. Appropiiations are recoguixed as capital when euaoted into 
jaw, +le borroyit& ruthority is disclosed io notes. Because Government entities are ; 
expected to expend oa@iul from appropristioas rather than maintain it, the l ccouatixtg ?, / 
for the use of appropriations differs in this respect from the private sectofk accounting 
for capital. The l ccotutting for ‘appropriatious used’ has ken simplified and prnllels 
their ~eury effect 

: 
2% j Tit& budget provides the princ$ml bssis ‘for. planning aitd controlliug 

5 obliptiottsaud expendituresby Govertuuent ,entitter. ‘Budget execution tracks the flow 
of budgeuy resources from the congressional authorixiug and l pproptiating process, 
to the rpportionmen~ l llouneut, l ud obligation of the budgetary resources, .to the 
outlay of cash to satisfy Utor,obliptions. For the most part, obligatious and cash, 
rather &au l Wua1 l ccouuting, are the bases for budgeting and repotting on budget 
execution. 

6 
26. ‘voae who prepare finrncial statements have recognized that l cctual 
accounting and the budget ate completttentay. Accrual-basis l ccouuung often 
providas ktter infotnution than cash-basis l &outtttng for evaluating perfomaucc. It 
can provide more information for plan&g and iontrol of operations. Accrual 
accounting provides 8n tmdmtmding of a reporting entity’s net position and cost of 
operations. U.S. Govetnme tit fitt&ial statementa have not been used for plauaiug and 
control as well as theymight have been In .part, this is because l ccotuttutg mududs 
have not been fully attuned to the Goverknent’s needs and circumstances. Another 
important reason is the continuing primacy of the budget as a fuuocial planning and 
control tool. Genml purpose financial repour have not presented budget execution 
iufomation with the finrncial statements in a way that helped users &late these two 
impottant. but cliffem& types of fmanzl tuforkation. The standards presented. iu this 
document provide the basis for reports ;oat can &al with this problem. 

Volume I. Version 1.0 Volume I. Version 1.0 
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ACCOuN%INC STANDARDS 

. . 
I 

bpr 

, 30. Tberc studads determine how a Govetatnent reporting entity should xooouui 
for inflows of resources from rwenue and oiher fwing sources in iu general 
purpose f-cirl reports. Revknue is aa inflow of tisources that the Government 
demmnds, urns, or meiver by donation. Revenue comes from two eouroes: excbuge 
transmions and aotiexchaqfe tmnsectioos. Exchaogc revenues tir when ,a 
Government entity provides eoods and wrvices tk th& public or to another 
Government entity for e price. Another tan for ‘exchen&e revem& is ‘earned’ 
revcn~~.~ Nonexcbrnge nveoues arise ptimrily from exercise of the Goverttmeat’a 
‘power to dknd piw.0 frotp the public, such as tucks, duties, fmcs. end peaeke% 

.’ Noaexchaige rev&e rho inciudet dotkionr. 
., .’ 

31. The term Veveouem does ,001 enoompau rll fqcing sources of Govexameat 
mportiq entiti& ‘+ich.u most of the rpprupriations they receive. Theti other eo- 
of f-it@ do, h&ever, provide reshrce idlowj to Government repoting ekities. 
although not @the Ciovemmknt es e whole.. Accordiogiy, runderds for recounting for 
these inflows rre rlso provided. 

32. Appendix B, ‘Guidutke for the Clruifiketion of Transections. provides 
ruthorimive @dance on which transactions should be clrssified es exchange 

* rti;’ 
tmnssctions and which should be clrssified 1s nonexchange trensactiorts or other 
frrvociq Iources. 

‘Exchup Revenue 
? 

21 

,!c;: 
33. h&nge. revenue end grins m innow; of resortrres to l Government entity 
,tht the entrty Ius eetaed, They erase from exchange transections. which,occur when 
ucb.perty to the transaction sacrifices value arid receives vrlue in return. That is, 
exc@e revenue wiser when a Govetatnent enuty prow&s something of value to tk 
pybk or mother Goketameqt edti@ ‘at l prie. 

“. 

h4ED OF -GE RFVEU 

34. Revenue from exchatqe trmrrctionr should be recopized when goods or 
services erc provided to,the public or another Government enuty et l price. 

35. When a transaction with the public or enother Government entity et e price is 
unusual or nonrecumng, a grin or iou should be recognized rather thrn ‘tcveaue or 
expense so as to differentirte such transections. 

36. 
follows: 

Revenue tram specific types of exchange transections should be recognixed u 

., 

w When services are provided to the public or mother Government entity 
(except for specific KNices produced to o&r under I coottact), revenue sikuld k 
=cognited when the services are performed. 

m When rpecifk goods are made to order under a coomct (either shoti= or 
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(. 
increased if the +d debts cut be reasokbly estimated.’ fhe rmo& of the bsd debt 
expense should be sepuately shown. ,.. .,: ; ;, 

41. To e CXUB~ that realization of the full amount of revenue is not probable 
due to +u, allo+iwes, piice~ re&tc~tioas, or other reasons apart from credit 
her, the ievenuc’thit is recognized should be reduced by ‘separate provisions if the 
MOUBU e + mason&y ertit+d. The (L~OUIIU of such provisions should be 
reflected as revenue &justmeau. mthcr than costs of operations, mad should be 
sepumly shovill. 

42. The ~t~~#nitio~ and mersttmmettt of revenue and credit losses due, to direct 
louts mad leap gurrumes is &term&d by SFFAS No. 2, A~caunttng for Direct 
Lwnr and L&an Guaraniiir. Apfrropriatc allow&es should he established as 
d+tmtned by those standards. 

43. ‘-. Exchange r&i& should be recognized in detemking the net cost of 
6pemtions~oi’the &or& entity dutin# the period. The exchange revenue should be 
recqxiixed regudleii’ of tihithir the entity retains the revettue for iu ownuse or 
fransfets,. it to other ,&ties: Gross and net cqn shou!d be calculated as rppropk to 
Cte&e tiie cdiu ‘Of outputs and the ‘toti net cost of opem,tions of the repotting 
entity. The components of the net cost calculation should sepantely mclude the groir 
cost of providing ooods or services rhrt euned exchange revenue, less the exchange 
revenue earned, ,$nd the muking differen&. T& ckpoaent~ of nit cost should also 
iBdUdC repintdy the gioSS COSt Of prOvidit@ BOOdS, KNiCCS, benefit ~J’mCBU. Or 

#rants that did not earn exchaqe ~VCBUC. 

44. The’ net: amount of grins (or losses) should be subtracted from (or added to) 
EMS cost ,to detenknc net.cost in the’ same manner as exchange revenue is 
subtracted. Exchange revenue that ts tmrrmenri or cannot be rssocirted with prrticulu 
outputs should he deducted separately in ulculrung the net cost of the program. 
Nborg4nization, or report@ entity is A whole as rppropriate. Nonexchange revenues 
and other ftnanctng sources should not,be deducted from the gross cost tn detemming 
the net test of opemtiolu for the repotting entity. 

‘, 
45. Under exceptional circumstktces. such as rents md royalties on the Cuter 
Continental Shelf. an enttty recognues virtually no costs (either during the cumnt 
period or during past periods) in connectton wtth earning revenue that it co1lcc~. 

A. The 6ollecting entity should hot offset its gross costs by Such 
CxChMge revenue in detenninu~& its ‘net cost of operruons. If such exchange revenue ’ 
is retatned by the entity, it should be recognkcd as a fiicing source in detetmitkg 
the entHy's opentiog results. If, inslerd. such revenue is collected on behalf of otkr 
entities (including the UKGovernmcnt 1s a whole), the enttty that collects the ‘. 
revenue Should icbouat for that rev&e as a custodial rcttvity. i.e., an amount . 
collected for othen.’ 

‘SFFAS NO. 1, Accaunting for Selerted ASIIU and Liabi&, paragraphs 4OdS2, is the rtrndud for 
hautin# bad debts. Tk standard is further explained in SFFAS No. l’s Basis for Cottchtsions~ pirignphr 
116133. ’ 2.L. 
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B. If the coliectihg, entity tAmA the oxcllenge ;evenue to other 
ontitier, sixnh recogllition by other enritios is l pproprirte. 

a. If tho other okititr.ta,whicb the m&we is tnosferred also rcco8aize 
,l+ftudlynoco~iti &n&ion k&h ho Govc’iament eunitq the twenue. the r) ’ .-- 
tiunts tmnafemd to them ahouid not offaet their groan cost in detemiaiq 
their not cost of opnth but nther &ould be mcognired es e frnrncirq 
sowce in detmnining their opemt& results. 

b. If the other entities to which the revenue is tmufmd do reco8nize 
et& in.e~tioa,witlt the iiovcmmen t+q+erevcnue,theamounu~ 
-fened td them Aqtld offset ,jheir grou cm in dewnniniq their act cost 
of opemtioas. 

C. Bwauu the ftvipw is exchage revenue regudlou .of whether 
doted costs are ~gnized, it should be rccopized +nd musumd uader the 
ew&nge rwmn sundads, 

G INFO- 
1, 

48. Each mportiq.mtity that provides goods or eewices to the public or another 
Govemma ontity ahid .&e610~ tbc’ foliodq: 

‘, 
(a) ~JiifferaitMs in pricing policy &om the hll cost or market pric@ guidanoe for 
cxchaqe mn+ions with the public.as set ,fotth in Oh4B Circular No. A-25, Our 
Cluq-88 (July a, p93), o‘r in suhoe~ iltmdmenu in circulus that set forth picin# 
@llulw; 

-7 
..(b). nch8qo~trumctiin, ,,with :rbc’publie .irr which-.prices .erc: set by lew or, 

executive order and uo not based on fyll cost Or on market price;’ 0’). 

‘(a tk Mtlxo of inbagovrrnmm tal exehaqe tmnuctions in which the entity 
provides goods or eces at a priqe. less tlqn the full cost or does not cbuge l price 
at ali. with explumtioas of the amotmt rod muqa for &panties between the billiq 
(ifany)~thefullcoA;uxi 

(4 t& fld UBOWt Of the CxpcClrd 1OSS Whclr rpCCitiC 8OOdS UC l&e to O&r 
an&r a contpe& or spodic oowicer arc pmduced to order w&r a contmct. and a lose 
on the contract ir probeblo (mm likely &an not) ead mersumble (reasponrbly 
trtLmrMe). 

47. Wbcoc;utisa~dirioRmr~Usdf~by(.)md@)inpm*~46. 
cmttiwuy Iaquase shouli be added to the effect that hi@r prices based on full cm 
or muket p&o mi&t reduc$ the quantity of pod9 or smiccs denuded md. 
tIwmforc,‘tlu diffomwo btwem revenue received and such higher ptkes does not 
aocuudy provide an indication of lcvcauc forgone. if 8 nraomble e&me ti 
prctiuble to m&e. the entity should provide IS other rccomputying informrtion the 

. 
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90. cd ‘qlktiems should be hued v amounts l otuelly received duritq the 
fid .ph4 ias* withhold;, esqted psymmrr. fml peymeau, end 
dhiom Of n~rinbloa Cub oollecti~ itkluda any ainouats paid in advance of 
dlmdstuuuhoS~~~ts. ,’ 

51. Cd~lrrboudbchrodonrrpryrrvnuoftuesrrddutierdrPinetht 
period Refkds inolude refund dffbeu and dmvbscks. Refmd offacu arc amotmu 
withbld liorn nfda on hehalf of other rgencies and paid to S&I rgeaoiu. 
mdocks me refunds of dutier paid on .jmported pods that ate subaequen~ 
w-d~-mmL 

vohltne’ I, ver8ioo 1 .o 
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thew l ccoutils of the col1ectin# entities ere .&scribed m persgnphs 33 to 57. 

53. Accounts recelvabk should be reco@zed when l collec~ting entity 
esublishes l specificrlly identifirble. lcgslly l nforcerblc clrim to cesh or other assets 1 
through its csublished rssesstnent processes to the extent the l mouttt is meesureble. ’ : I)) 

, This cleftition of l ccouats receiveble from nottexccbmge trensectiotts requtms the 
stenderd for recognition of l ccounts receiveble to be emended so thet such receivebles 

. . ,. et-e not recognized on the b&sir of peyment due deter but nther on the hsis of the 
completion of the l ssessment proceues.’ Under such processes, rs&anenu are 
enforceeble cleims for which* specific~emouau:due bve been ,detetmiaed end the 
panon(s).qr entities from w@a the tax or duty is due heve been identified. 

_i &susmenls it&de both eelf-essessments mid+ by persons nlitlS tex retursls or ettty 
docllments end uurancfll? lye by the dlutil#e.ntities. ‘. 

54. Auusm& ~cq&cl es ~ecc&tntr reckveble include tex tetwns filed by 
,-tImtaxpayer (or wstotps ‘documents filed by-the&porter) without sufficient 
peymeW~‘trxpiy&‘egreements to es&s&tents ~1 the coticlusion of en’ rudit or to l 

substitute for l return (or imponer rgreemenu to supplemenul rssessments). oottR 
rctions dctekttin g rp l ssessment, end uxbyer (or itt+rter) rgmmenu to pey 
through en ins~ll.m~n~ rgreement or. &rough rccepted offers in compromisee. 
Receivebles de&rmined,to be curktttly not oollecuble l re mcluded, but rsseumcnu 
W&N here is ‘ho future :$lection poktttiel vh 6s where the uxpeyer (or importer) 
hq beeq either ,iswlvettt or deceesed for specified periods u-e aot included Account8 
receiveble, therefore. i@tde only unpsid uaessmMs medc through the end of the 
period.plus releted ftocr. p&&es, ,ettd itttemst., Accounts receiveble do not include 
amwugts teoeived or due with tex returns rebeived e&r the close of the reportinS 
pebod or amour&8 that are coakpiimce rssesimwdO or pkssessment work in 
lBfokus. .’ 

55. Compliawe urtukots and pre-auessmwt work in process. Complience I’ . ) 
mseriwnu rid pre-ususment work in pro&u mey or nuy not be lcplly ksessed 41 

i 
depending on the resolution of subsequent events. 

A. : Compliance asatumeata arc proposed l sessments by the collecting 
entity in deftitive amounts, but the uxpeyer (or importer) still her the right to 
disegree or objecf such es in the -se of l ssessmeats nude at the conclusion of en 
rudit (or et the conclusion of l review by en jmpon specielist or when e violetion of 
rppliceble lew is discovered); or the ,&suence by IRS of l eubstitute for e retum. or 
where rricsement is in rppeels or in the tex cotpt These complisnce l ssessrnenu may 
become l wunts receiveble if the texpeyer fdes en emeuded return (or Customs’ ‘. 
prot@eteation penod @es), or en rppeel or court rction frnrlly detentutter the 
esuumens or the uxpayn (imponcr) rgrws to.pay cwently or through en 

‘SFFAS NO. 1, Aceaurring/a Selected AIII~ Md Liabilities, pue. 41, stetes thet ‘e receiveble should ’ 
he Nwgniud . . . brrd.on legel provisions, such AS e peyment due dete (e.g., texes not received by the &te 
they are due) . . : Uaderthcreveaucsuadud,putduuaxesucnot mopizedonthe&tetheyr~due,but 
Nthr on the drtc when tax Mums are received without rufficient peytnent or leplly eaforcable clrims rpinst 
~Gomplirat WPYen UC c#irblirbcd through,do=e=t~ pmc~r+eS, 

I 
‘“cwton18 refers to ‘oomplieitce eesessmer& u protested eseewt emounu. 
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installment agreement, or en offeriq~ompromine is accepted. 

B. Pre-uwulqeat work In procerr is assessments not yet officirlly 
a&ted by the collecti& entity which ark &bject to a taxpayer’s rqht to coafereaoe 
in mpoMe to iaitil infktation notices. e.g., =ven& agent repotts (or are w 
l msmenU on er+ndia released into oqmmeru for which the importer did not 
submit M entry smmuy do&tent or for projected revenues due as a result of 
,t+yM’ $oApliaace ,meuurnnm t propms). PC amount or rarqe 6f amouttu that 
will @iautely be l -saed or the dur+m of e +i& pet% may be reaaontbly 
e&triable, but++re 09 ,eotmts fqr pre~aseqiaeat work in process preseauy 
ineluded in * dollar rksed rccxwiitq ystqm., ,+ikatir of the amott& or ruqe of 
amyn2’ of pre-aqeqn+ w6* iu proces+at may ultiautely be collectable m mot 
peaen9 su$cientJy, rel+ble.to bk -8@ze.d. 

1. 

,I, .‘.. ..‘., 
5$., .: :t: .AUyyue br:~,y++ibk .cwan&hould be recognized hued on m 
,e&sb of’both’ in@&+ .rti.u& r&eiv&~e ‘&I &pa of l ccouttu receivable. as . 
‘pm+* .$ o*‘pyd+;‘~ +,,ir&siW tp iairease’ir decrke the allowutce will 
nmul!; .jq T ~d$stmettt gf i+~x+qg;~ reytte, @h& than a bad debt expeask 

s7.’ : ” :, 
; 

+q.aatr pr&h fof wlbndi (it&&n8 r&&d offsets ad drawbacks) 
shotiId be ie&giriz;b Wbcn measkblc md legrlly &ble under esublished 
pmceuer of the ooll&xin8 ettticiet. The uttomu inch those rifttads, wtim mm8 
(or claims f&r r&d) have been .@I by the uxpayer,and the G&exament has 
deter@aed the specific. rmounts refundrblc kd ha! @eatified the payee. Refunds with 
rupct to returns or slab, filed y of the end of the feponins period that do not 
require specific appml before peyment UC included in accounta payable for &tads. 

c 

58. Other cl&or for &tadr Claims filed for which specific administrative 
actions ~1 required before payments can be made and uaasserted claims for tefuad by 
tupaym or importen that may or may no! become payable depending upon the 
raolution of aubqueat eveau. 

A. Claims fried for &ta& where required rdministra~ve actions are aot 
Yti kaplete u of the clore of the report&q pkkue not recognued. The refunds, 
bowrver, may be reasoaably estimable. 

B. Uorqerte$ claimr’for refqi such as tgftled claims for reftmds or 
dmwk~kr for which no claim hr been filed, are not recognized.” These amounu 
may kk ruaotibly l atimatqle, but ue not presently included in dollar-based l ccotmtiq 
Yllcmr.. 

“SFFM No. IF A~cmthg for Seiectrd ASMU amd Liabilities, pua. 44 to 5 1, provides the basis fol 
. de~thia a.ljowance. 
I_ i 

“FUM income taxes from coqkiotts mry be reduced by moth th,aa SMO billion dollars as I result 
@fact OPentins 10~ Cvryfamrds and ux credit cmyfonwudr. hfomtion in mum filed by cotpontionr utd 
& tkir f-C* *tenmu appeut to provide the basis for a reasonable estimate of the amoutit of potentkl 
reduced fuhnr k0.W. UX RTuj +ibuU.b!e to tbeae provisions of ux law. information abckt net operating 
b-.+$0* u not .in -uerted claim, as defmed here. 
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59. Dcporlb. Amounts voluntarily paid to the reporting entitia IS deposits, such 
as those nude to stop the rccnul of interest .,f those made pending settlements and 
judgme+s. ” seprmtely recogtt@ $s deposit lirbilities. 

,’ 

60. Revem~c reco@kd by the &ip+mt c+es should equal the sum of (a) 
oasl~ot cash equivhttts transferred to them by collcctittg cntitks and (b) the Dct 
change in my related interkntity belutces between the collecting and receiving 
unities (i.e.. the amount to he tnttsfetred to the fkipieat entities from the oollecting 
entity or vice versa). Equivaletit8 ke nortt@y +&al Tmmtuy secutities imed by 
the Troa&‘Depuanent acting~in conjimction with W obllecting entities. Interentity 
himcu of amotmu to be tnnsfomd normlly rbotild &ccogttized when (1) l 

legxlly ettforoeable claim existsMweett l collecting entity utd 1 @piettt entity for 
the tnnsfer or rqqttumt of taxes or duties, and (2) peprcnt of such claim is probable 
and atemumble. Interattitybrlattce~ typivlly repreriat estimated rtUcments of 
tnnsfen au& during the period kad revenue tee&d by the collecting entity at year 
end but not yet tmnsfemd. .R’e$en+ should be ncognixed as I financing aource in 
calculating the restdu of opentkns and not as a deduciion iu detemining net test of 
oper8tions. Principles for the rpplioxtion of this stand& to major groups of reoipient 
enttties are described ik pakgrrphs 60 through 60. 

60.1 TruI( fends kplly eatitkd to excise Cues colkceted. Cat& trust 
. fundi UC kgdly entitled to moeive only’ eke taxes that m. actually collected by the 

oolkcting entity. However, ttx&rs to such tnast fmds cumently are based ott 
‘d.excise .uxei, beuwe dm oa.the componenu of ush .collections by type of 
tax UC Dot currently obtained :from taxpayers. This staadud rffirms thrt revenues may 
be reco@cd on the b8sia of mesaed excise taxes in lieu of excise taxes rctually 
collected. 

60.2 Tmst ihmds kgalJy l &ed to ree&c Social Seat&y tares 
aecried. By law. the trust funds ate to :eccive sotial Security taxes on the besir of 
the ern&gs of prrocipants and the applicable tax rites. Social Security taxes rccrued 
l e presently detetaiitted by thk rssessment processes of the Intetml Revenue Service 
(IRS). Nhcomplianoe by taxpayers may result in such mounts being less than taxes 
based on actual urnittgs of pa&mu. Amounts for individual participants UC 
separately reported to the Social Sectuiy Administmioi (SSA). but kcrw’of 
employer repottitig dekienctes these amounts are currently even less than amounts 

,> detmnined by the IRS. SSA is legrlly et+tled to retain the higher mnouats rctualiy 
tmtsferrcd by the IRS. This standard rffi ‘thrt revenue should be recognized on the 
basis of the best rvxilable inforutation, i.e., on the basis of the higher of the amount 
detmnined by the IRS l ssessmeat process dr the individual patticipnt mounts breed 
on repom to SSA of pa&ipmts’ crrnings. subject to any later rdjusttnents necessary 
to bring the ammnts transferred to the trust funds up to the amount of taxes due based 
on the rctual earnings histoty of the participants. 

Colkcting’ez~titks entitkd to r&in reveaa. When legally rkined 
by the cokkng enuty as a reimbursement of the cost of collection, revenue &ouid 
be fecogttixed as aa exchange revehue and deducted in detertnining the collecting 
enttry’s tit cost of opentiotls. 

60.4 .GaenI Fad The General Fund recognixe~ all nonexchange 
rwettue not recognized bj trust fundid other recipihti etititirs. herest on 
delinquent taxes should be recognized as exchange revenue. The Gettenl Fund should 
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rrcognixe id succeeding periods revenue sdjustmeau’f&eny &o&ed ~mve& tbrl 
is dae+=d l fm,the “ks ue clo* for t+ period to hvc ,&en properly 

2 ~ariufenble (or impro@erly ‘+rfasferred) to ot&r ~~cipiint eatitier. 

61. Fin:; ‘%d per&es aie ~onetaty require&u imposed on those who violate 
lrws or rdmuiistmtive ales. They vy be imposed by ‘the entities colleotiag taxes rod 
duties, or by other governkent e&tics. The tik~when a claim to moumCs arises will 

‘* : 
dyed on + tutam ,of thp fihe A@ t$e essocieted leg@ end rdt&isrMve proWsea 

‘.I:,:: 
Syti ~xUnplii of ~onditi&ts thef d@endiag On the c$mmstutces, could establixb a 
lew enforcksble ‘tid tieasukble oleim i&l& (1) the date by which xa individuel .I>. 

.‘W. mty. C-F ’ co*.“mK”u ~Xpiru. (2) the offender pAys the fm before a oout 
da*, 6r (3) tbi +ii in+& tie fine. An rllow+ce for uncollectib;le l oouau Y” skkild, AS inthd& ‘of uxu md duties. be rrcbgnixed es e revenue rdjustmeat md 

> deeed in ~CqOrdirlu with Other SuBduds.” The rllowulce should roduci qhe .,. g&s &$i &f ihe’ icceiv~bl~ e&i’ kvenue tb iu.net rcelizeble value, based on the .: cri&ion’th~~ lb&s ‘should ke mc&ixed ,w the-exi+ it is probeble (more likely thm 
n&i)’ that ‘&he or ill of the r&&abler witi not 6 tot$l$ collect&d. I, i/ 

: 

62. Dotutioha we cobqibutions ti the’ govennnenk i.e.. voluntary gifis of 
resources b 8 goverament entity by e aonfedenl entity. Doaetionr msy be ftnxaoiel 
nsources,~sucb es c&b or sectities, or noafinancisl resc&ces such as lead or 
build& Riveaue arising &out doaetiok sbould be ncbgnized for those inflows of 
reeouaes &ich meet recognition criteris for rssets” end sbould be measured et the 
estimated feir value of the cotmiblitik 

O$er Noaexclmqe Revetws Ic 
i/ A ‘\; ,: I d-. ._, ” 

.i, . ” .n< 63. The vetious types of,nonexcbaqe revenue erc described in Appendix B: 
’ 1’ w ,. 

w 
Guidmce for the Clessificeuon of fnnuctions. Some of these are not specificelly 
mentioned ii~ this stsndard. They should ‘be recognired end mersured in rccordxnce 
with the general rule (I# pare. 48) exi;ept where other Board sum&r& apply. 

CLOSW SUPPLEMEKfARY NOf&f,gON: AND OrMg : 
ASCO~AJ+WNG FORMATION 

64. Bula of Accounting Collecting entities should disclose the basis of 
l ccounting when the spplicstion of the genersl nale bf puegreph 48 mults in A 
modified cash ksis of recounting. The disclosure should point out the specific 
potent4 rccnrrls which are not me& u l result of this pncticc end tbe practical and, 

“SFFAS No. 1, pare. u-51. I 

“For the fw+@km critais for donated property, pkt end equipment, see SFFAS No. 6, Aceomti~ 
f+hPW* hm and &9uiPyll, pp.. 30, $2, md 71. 

. 
.‘. 



. 

sm. 
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inherent limiutions affecting the accrual of trxes lad duties. The disclosure should 
refer to the related other required discclosures and to the sup,,Aemenw information 
mnd should mention that other rccorripanying information also provides related 
infonaation. If a collecting entity adopts accounting standards &at embody I fuller 

~ rp@icrtion of rccntrl accounting concepts. IS permitted in paragraph 49, then the 
disclosure should describe that change in recounting and point out how it diffen from 
th#t prescribes by this standard. 

65. E@tiCs that collect UXQ and duties should disclose the following relating to 
,futu~ crrh~fiowa; revenue-rei+edl transactions, aadqstodial responsibilities: 

65.1 Accomo~ reqeivabk. Frcbnrffectixtg collectability and timing of 
utegories of &otmu receivable and tl& aamuats involved. 

65.2 Material menao&relted tramutb;nr Revenuealrted transactions 
_ rffectiag~tbeI@nning~u~d-e&of-period .w ,of accouau~receiv~ble.~rccouncs 

pryable for refunds. and the ~lldmnce [?r u&o~ec~ble amounts should be disclosed. 
All ~terial types of fevcaue tinsactions which relate to the custodial responsibilities 
of the collecting entities should be disclosed. The disclosure should be compreheasive 
enough to include as l minimum: self4ssessments by uxpeyers (or importers); 
msessmcats by the entity;’ penalties; interest; cash collections applied to taxpayer 
accounts and unapplied coll~cti&s; refunds. r+td offsets, and drawbrcks; 
rktcmcnts; l coouuu receivable written off during the reporting period as 
uncollectible; and provisions made to the allowance for uncollectible amounts. 

65.3 Cmmolmrlve eoib eoUoeti~s sod r&ads by cm year and type 01 
tax. Cash collections and refunds by PX year end tyjae of ux should include cash 
collections and cash refimds for the repoqing period rad for sufficient prior periods to 
illustrate (1) the histoncal timing of t&x collections and refunds, md (2) my material 
trends in collection and refund plcterns. Sufficient prior periods for erch type of tax 
are the periods which end when the StANtOy period for collection ends. Collecting 
entities may shorten these periods if evidence for prior tax years mdicrtes that a 
shorter period would reflect at lea 99 pcrccnt of tk collectible taxes. 

66. If bust fund revenues M not recorded in accordance with applicable law. 
both the collectmg aad recipient entities should disclose the reasons. 

Supplemcntuy Information 

67. Entities that collect taxes and duties should p&ide the following 
supplemenuy information~relrting to thei potential.revenuc and custodial 
responsibilities: -. 

67.1 The estimated rcrliubie value, as of the end of the repotting period, 
of oompliutcc aessmenu and, if reasonably ertimrble, preasessment work in 
process. The unounts furnished rhouid represent mmrgement’s best estimate of 
rdditionri revenues likely to be collected from compliance rssessments and from pre- 
assessment work in process, appropriately qualified as to their reliability. A range of, 
amounts may be provided for preasessmeat work in process if estimable. The c&age 
in the total(s) of compliance rssessrnenu mnd of pre-assessment work in process 
dutig the reporting period rlsahould be provided. 
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67.2 If re~sonably’esrimrblc. other c&s for refunds thst are not yet 
acctih but ut likely to bepid when rdminisviutn actions ire completed. If 
esciautid uorsserted claims for re,ftritds ihodd be provided rpustely from clrimr 
tied and ,+y be exp&+ l ! A ‘ia& of amounts. The, amounts ftunirkd should 
reprcrerit~muugement~s best esurnates. rpp@riitely qualified u to their t&abiiity. 
ti chnngt in the toul of these rmounu during the reponlng pcnod also shotrid k 
provided 

.67.3 The mt+nt of assessments tit the entity still ks sututoy l t&* 
to Go+ct ht the &d of M period, but that hew km mitten off rod thus ci<ci&d 

‘bob pouats receivable. ..,( 

67.$ If reu+bly estimable, th c unotmu by whicc trust funds liuy ii 
ovqr- or &da-f!uaded irj comprirqn w-i*,+ tquire~ents of Irw. ., /. , .’ 

68. ~~R&pieht’entities tkt arc trust fun& should prOtide the same iafonaath as 
required for collec&g entities in pm. 67. 

., 

bti& Aciomperiying infornuuion 
’ :_ 

,’ 

69.. Ihc foilowing guidance for other rccbmpanying information is intended to 
provide flexibility to’ enable prepuers to present the most relevant infomkon with 
mpeci CO thbse topics, consi&Mg the needs &I interests of users end the mailability 
of &a. . 

. 69.1 A petipoetive at the income ,tu bwdea The IRS should provide I 
~tiveootkinro~rubrrrdtn,ThirEorrld~erheformofrrummryof~ 
ktbt rvrilable information on the income tax tid on nkted income, deductions, 

” exemptions. and credits for individuals by income level end for corporrtions by size of 
l sets. The objedtive is to ihow the tax burden’ borne by different clrsses of 
iadividusls and corpomtions and how that burden is affected by the tax rates, 
dedwtik credits. etc., provided by tiie tax laws. 

692, ‘Ahilabk iaformrtka on the site of the tax gap. Collecting 
eat&es should protidd my relewat’csttmates of the l nnual’ UX gap that kCOlW 

available is a result of federal- government surveys or studies. The tax grp is defmed 
as taxes or. duties due from ‘noncompliant uxpryers or in&en. Amounu’reportcd 
should be spditdy defmed. e.g., whether the trx gap includes or excludes estitktes 
of taxes due on illegrlly camed revenue. Appropriate cxple~ttons of the limited 
rekbility of the estimates also should be provided. Cross references &odd be made 
to potiOns of the tax @p due from identified non-complirnt taxpayers which UT 
shown u ntppknenta~ tnforuution, i.e.. compliance assessments and pm-•ssetrmmt 
work i proceu (pm. k7.1). 

.I 

‘69.3 Tax expendhum related to entity progtir hfomution on tu 
expeaditurer that & zeponing entity considers reievrnt to the perfonaance of its 
pro? may k pscnted, but should be quslified and explained rppptiately to 
klp the reader assess the possible impact of specific tax expenditures on the success 
of ‘the related pro-. 

69.4 ~Dimcted flowr of ‘maoar& related’ tohty p%gnk.’ ‘. . -’ 
hfonmtion on directed flows of resources related to an entity!s pro&s may be 
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presented, but if this iafonnrtion ii presented the estimated. uaounu should be 
rcoompded by I description of the .krir for the eetimeter end l ppropriete ( mtioouy 
lquege rbout their reliability. infometion should rlso be rppropfietely @ifi&l end 
explained to help the rcrdcr assess the possible impect on the success of the prow. 

. 
70. Financing sources, other than exchange end nonexchuge revenuer, thet 
provide innotis of resolll~es that irrreer, results of’opentions during the report@ 
.+bd illolude rppro@tiona uS&tIasfers of @sset&oi .otb& Govermenteatities. 
d fraureM imputed with respect to my +t subsidies.” Fiaenciq oqflowa mey 
result from tmnsfen of the reportgq entity’t e88erS to other oovemmca t entities or 
from cxcluqe reveaws d,by the entity but quircd tq be freasfemd to the 
&&lFmdorenotherOo VenuMlli entity. unexpeoded qpropiaioM are 
mqniud wpmely in daenqin& net position but are not financing uwces until 

71: Umespeaded Apprmprintioer Appoprirtiona. until used, UT not a frrvae@ 
sowce. They ehouid be reoo#zed in capital u ‘uaexpmded rpproprietioaa’ (cud 
amoqusets as ‘f&ads witb Treasury’) when mrde l veileble for rpportioament, even 
if l Tremuy Wmuit her not yet been fee&& or the unoimt hs not been fblly 
rpportiowd. Uaexpeitded rpproprirtionn ehould be reduced for rpproprirtioas wed 
l d rd+sted for other chnqes in budgetary resources. euch’u rescissions end 
truufen.ThenetiaGicuc or decrease in uaexpeaded rppmprietiom for the period 
shoul$ be re&gnited es e charge in net~position of the entity. 

72. App~prbths Ueed. When tmed, rpproprirtiona should be reoogaixed es e 
frnrnciq solme in &termil& net lwulu of opemions.” Approprirtions ue uxd in 
opedons when goodi end setvices UI: received or benefits end gnnu ue provided. 
Goods and sewices (in&ding amounts cepiuljxed) are considered received when l 
liebility is erubiisbed Bcocfiu ue was&fed to be provided when the releted 
lie&y is esteblish+. Grants ere conridered to .k provided when grenteer’ meet the 
lquimnenu that l now them to UIC the gMtl.” 

‘%3tlm rocountin8 StAnti will de&mine the criteria for &e imputetion of costs end how tboa 
costs shall be meuwed. This standard provides guidmce for l coounting for the comsporrding frnurcing source 
thtismportodin8ucheues. 

“As is explained in the Basis for Conclusiona, in tk private occtor. the term -net resulta of opemtionr’ 
issywnymouswitllwt iwemeandaetiwome is the ‘bottom line’ measure of perfommce for profit-seeking 
bwiwuca. For amet Oovemmea t repoitiq entities. on the other ha& this is not the ‘bottom line’ for 
P-f-== meuumwnL see para. 224 .@.following. ,. ,e 

“FASAB plrnr to Mdmrki a proj cot on recounting for gnntr. 
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Fin~cinS Imputed for Cost Subsidies *, 

73. Gov-eat entities often receive goods sad services. from other Govemmtt 
e&es with0111 teimbuisiq the proVidittS entity for rll the relrtcd costs. In edcbtios 
Govermtent entttics often incur cost+ sucb’as for pegsions, that UC prid in tote1 or irp 
put by othet entities. These constitute subsidized costs to be reco&ed by the 

: 
. . 

WeiviltS Cntity to the CXtCBt.YW+thd’by ,Ow ~CCOtttttitl~ StUdadS. &l iUlpUtCd 

f*iog source should k .ncognited e&l to the ‘it&ted cost. This offsets eny 
effect of imputed cost on net tesulu of’dpekiotq for the pefiod. 

Tnnrfers of Assets 

74. Att dt8gOVetat!~tt$1 Uxasfet of cash or of rnother crpitelixed asset without 
teimkPvmmt cheqes the tesotucei ivsilrble to both the mceiviq entiy and die 
transferring entity. The teccivitq entity should recognire s tmasfe& es en rdditiogel 
fiamci~ pfce $J i,ty mult of opemtioas for the period. Sitniluly, the masfebng 
entity ‘should rico~ntze the, tiuufer&ut es s ‘decres+ i&its result of opemioas. ‘The 
wlue recorded should be the tmasfetriq entity’s book value of the met. If the 
receiving entity does not know the bopk nlue, the l sw should be tecorded et its 
estinmed fsir.vsl&‘is~bf the dik of t&f&. 

‘. 

:’ 
! 

.75. To the exkt that a Goveriik entity’s excbenge revenue thst is included in 
ulculaLi#q net cost of opentiotu is requkd ‘to be trmsfemd to the Tteesury or 
mother Gowmment entity, the uttouat should be tecogrrited es I tnnrfer-out itt 
da- the net result of opemions.” 

I . . 

j” , 76. Rick pehod rdjustments should be limited to correctious of en-on end 
wC~~Hin8 chuqes-wltti retio~ctivi effekt. including those occrstoned by the rdoptiott 
of DLV f&ml f-id &couutiag stmdsrds. end should be recognized end meeswd 
undkqqkble stMuds. Adj,umneats should he mco@xed ss s chetqe ta 
cuantitive results of operetioas (&her then es en elft of net results of operations 
for the period). Prior penod frnrnctrl stltetnents should not be muted for prior pcnod 
adjustments mcognixed in th6 cutvent pnod. 

77. Th bud&t is the primuy f&cirl plrmin8 md control tool of the 
gomnmcnt. For this remon, and becase of the impotence of this~infonmtion to 
usen of feckml fmiel infotmstion. the following tittil bud8etsty informtion 
should be prrsettted by teportkg enttties whor finsuckS &nes wholly or pudy 
frOttlthC bUd@ 
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(a) total budgetary &ourccs available to the ieportin8 entity during the period; 

@I the status of there rCW+t’Cea (illdUii4 “obligrtiom immd’); 

(‘1 outlays. 

78. Recoptition and musufem ent of bud8etary ~rot&es should be based on 
hudpt awpts ad deftitions contained ia OMB Circulan A-l 1 md A-34. In 
addition, the reportiq entity should providcthis inlonnaiiott for each of its major 
-budget eccounu u supplettkntuy iafotmatiop. &nall budget accounts may be 
rggepted. 

79. ‘he followin ~om&i~,about the status of btt&etlty resources should be 
di8GIoad 

(a ’ tbe aamttit of bud8eWy moms obligated for uadelivered orders at tbe end 
oftkptriod; 

0 rvailible borrowitt~ and contract rtkri~, at the cod of the period; 

a, -materid rdjwtmeata dtttiq the tepwtiq pcrktd.to budgeuly resources 
available at the be8iaairg of the year and an cxphaatiott thereof; 

(6 exkteace, purpose, and availability of permrnent indeftite rppropnirtio~; 

0 iftfotntation about 1C8a1 aXWl8etWltS affecting the We if unobligated’ 
+ocer of:bttd8et authoritysuch as t&limits, pwpoae, and obligation limi~tioas; 

0 explahatiotts of any mtmial difkences’ between the infotmation required by 
purgnph77rodtbcrmo~~dtlcrikdu;rc~’inth~ofe~ 
Q4Lsmta’ 

00 tbc attbottn~ aad an explanation that includes identification of balance sheet 
components. when recognized unfunded liabilities do not equal the total frnurcin8 
sources yet to be provided, and 

(9 the ~0th~ of any capital infusion received during the repotting period 

80. Budgetuy ahd f-id accounting information ue,complementuy, but both 
~yperof~~tionmdtbc~ofthcir~riwuediffmnt,GI~ 
difkmmr in tk hui8 of l &otmt& To better undemutd these differences, a 
reconciliati& should explain the relationship between bw@Ctary resources obligated 
by the entity during the period and the net cost of operations. It rbould reference the 
rcpoitcd ‘obl@atioas incurred’ and related adjustments as deferred by OMB Circuh 
A-34. It also should include other fiiing soutces not included in ‘obligrtionr 
iMwred= aucb as imputed fmroeing. tmasfers of assets, gDd donations of Aams wt 
irrclttded irr b&et receipts. Futh, it sbottld inhde deems (ioc~) in ., 
mceitiblh ti tiic p;ublic &Mto irlihtgemreG6mte when only the cub amoMt ir 
included in budgetary resources. The total of these items ~otttprirer obligrtim md 
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aonbudgcuty resources. 

81. Tltis total should tbea be adjusted by: 
I. 

(1) Remuces tht do not f&ad &t cost of opentiom (e.g.,chmges in 
undelivered orderq rpprqrietionr.receimd to piy for prior p&d 00s~~ upitelized 
-W, 

I., .’ 

*3. .: .’ A &o&g en& iuy( k’g$miblc for f&ads f&&i with &&c&d 
gdoar ,*t.:* held for let& UK td rcco~lish th’flmds purpose. Seine of ther 
M beld iii, L ‘fiiery cepecity. Speci@ ~rccotmkbility is required foi the seke of the 
rupr)r- or other coauiyton who r+e payments to the find with tb~ expe~ution 
*t h, oplle~tioas will ,bem+for the~puqmws for which they were dedimted, UMI 
fgt d~ mke qf:thqa .who expect to *fit fromhe fttds future expdih~~~. S&I 
w $hde jl funb within- tbe.;bt&et&s&d IS trust fuads, those fuad~ witch 
* Wg~tjlut + cl+aified as ‘rpcci~uodr~ but thetare rimilu ia nmturq to w 
ev M h fW8 within the Fedenl uaivcne (iaside or outside the budget) thaf 

.$re fiduciuy ia rrrture. kknng~ment sbould~iherefon. identify those specirl frmdr tba 
~~in~trmto~funb~dtholrf~~inri&mdoutti&tbcbudea(~t 
~f~iuyin~nm:Idcnrifiutioaoffunbthtuc~uinrvturrlotnrnfirndr 
is f judemcDu1 rfuttn; ~&fnent is best quMied to ,meke this judgmeat. 

.-. , 
ti. 
pOzV+d 

@u~U fiamcia1 inforaution rbout these dediaed coUectioos should be 
if tay are mrterid either to the repotting -entity or to the beneficiary or 

cooqih0f8. ‘fbt qte infotuution,auy be repyted on the free of the eatity’r 
tW+ y f&a+ syeqents. or the iafonaation lnry be disclosed in the aotes 
ao tb fibaclal smemeata. when aot .mterLl.tiw:thc repotting eatity, thi# iafontutiopl 
mY be FoMed rcpurtety in spccul reports to the contribuion md beaeficiuiea (or 
their ~PSUUt&) r&her than sepmuly in the reponing entity’8 general pwpow 
fbncid sWeraenu or aotes tbefeto. 

85. The following iaforamioa, I; (I minimum, should be mported for iadividt4 
fuads Uut eccouat for dediuted collectioak 

0) A de=ripion of each fund’s purpose, how the &aiaimetive entity +xm 
for aad rrponr the fin4 cad its rutbotity to use those collections. 

mu 
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intr8govenuncnul flows. 

(cl Condensed infotmatioa about l K(I end liabilities showing investments in 
Treasury securities, other assets, liabilities due l d payable to beneficiaries. other 
liabil$ies, and fund beluace. 

Y 03 Condeosed information on net cost and chmges to fund balrnce showing 
revenues by type (exchaoge/nonexchangc), prop03 expeoses, other expenses, other 
f~iq.rources. and other chmges in fund balmace. 

(e) ,). Any nveoues, bthei fmmcing~sources. or costs rtibutable to the fimd under 
uceunting stmduds, but not legally allowable as credits or charges to the fuad. 

Wheo the above iofonoation is provided scpuately in special reports, as &scribed ia 
puagmph 84, the fmaacial infonmtioct required in (c) and (d) above should be 
combined for all such funds and the iafomution described as •~mounta for immaterial 
fbds 001 presentl?&scpu8tely in thir, general pW?me report’ 

86. The IrW mny riquire the rccouotiog for,; fund to be done in a patticulu wry. 
The disclosures called for by item (e) UC required if * fund’s rccogaition 
requireojenu. l determin@ b$ law; am ‘contrary to applicable rccouatiag standards 
with respect to eemia reveoue, other frrrraeing sokccs, or COW. For extiplc, a uust 
fmd mxy be mquircd to recoguize revenue bared on cash collected by the 

.. Govuomeot ,dutiog tlwreptiog ~pcriodmther thmthe ~rccruals due the Government. 
Ia &ease of iotue ftm&~prymeats from tkftmdare ilso subject to legal 
limitations. Although the rccountiog used within the’fukd itself should be in 
ucordmce with the. rpplicrble legal~rcquirments, the’ l@ger reporting entity of which 
the fund isa component, the rdmioiMtive entity. or the next higher level of the 
Govemnextt ,(e.g, a ~depamnent or the ~g6vetnmex1 twide entity), should recognize the 
‘rcvcnues;~otber~fuuncmg w)urces;or~costs rssocmte.&&ihhbut not legilly ,rllowrble to 
the fitad.” 

;’ 
3 t 

87. Moat dedicated collectioas arc included ja the finrncirl s~tements of the 
entity carrying out the prognm end responsible for rdm@istration of the fund. 
However, this may not be the case where collect.ions are outside the budget or are not 
otherwise iucluded in the re+miq entay under the corkepts of &nrrw and Dirpfuy. In 
either cue. the iaforumion is rquired to’ be disclotid. If more than one reporting 
entity is responsible for curyiag out .thc program f&need with the dedicated 
collectiona, then the eottty with the largest +e of the activity should be responsible 
for reponing .rll revenues. other financing sources, rsseu. liabilities, rod costs of the 
furrd 

l’wbcn iOfOtZMtiO0 00 fuods is reported separately and he’basis of recounting is oot in accordance 
with rppliuble rcooutNiag stmduk the report should state that it is prcpud oo the basis of legal 
rcquiremeou. 
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88. -The Stgement of Federal Financial Account& Concepts (SFFAC) No. 2, 
Em@ and Display, wee issued- to provide conccptusl guidencc es to w&t would be 
encompeskd by l federal entity’s frnracirl repyt.:It identifies the types of f-id 
ittfOI'StUtiOn to be cottimuniwte~ to users end suggests the types of iaformecioa to be 

;. included in en entity’s report to help meet’the objectives of federal ftnutcirl report&. 

.* 
rsprOng otJtcr thiqs, $FF& No. ..2 supports rppcyting both budget infonaetion end 
op&tq perthrnan+ (i.e., proptiets+) info.rrnstion to meet the needs of users end’ 
@ objec@ief..of rep&g. The, bu&ct, igforpution focuses oo the obiigrtion end 

“- 
ottthy of frnrnciel resources to require or provide goods end services es defrncd by 

,.. bu&~t.,cc~~+s. Opentiq perfqpnce-,~[onpation focuses on the cost of resottrees 
I< urcjl ‘is defiie~ b;y rccnul recounting s?in&,r&. ,.-. : 

89. 
,, ‘.’ “,!“., :,.:: 

Bt$getsry end fin&r1 recounting infonnetionke complemcntey ‘. but both 
the types of iDfOmu,On end the titr@g ,oftheir reeo&titioa is necessariiv dikerent 
because of ihc difTerence in kus. To better undersmnd tjte differences ;nd. iaake 
better tye:of the cotnplemharu) infonnition provided, infonnetion needs to be 
provuied to~reto,~~ilc the use of,budgetaiy rekrccs.to require or provide goods end 
smiqes, yiich the net cost of using those good+ end services. An rpprorch to doing 
this w;’ explored in the exposge dreft, Acc&nn~g for Rivenuc and Other Financing 
S=er, +d receiw +suittisl suppon from, respondenu. nercfore, Entify and 
&jPla~ is,‘beitq unended to include in its concepr the need to comrr~unicrte 
information rbout the differences between the. ye of resources es reported in the 
bt&et snd in the net cost of operations 

1) 

90. The following herding end two paragraph, (numbered 91 and 92 in this 
dOcWtmt) are added io the SectIon of SFFAC No. 2 titled ‘Displayqj Financial 
Infomation.’ 

R=ONCILUTION STATEMEM-BUDGETARY AND FINANCIAL ACCOUNTL~G 

91. $&objective 1C of the budgetary inie@ty objective states that infotmatlon is 
needed to help the rerder to determute ‘how, inforrnrtion on the use .of budgetary 
resources reletes to informedon on the costs of propam opentions end whether 
hformrtiori on the SW+ of budgetary resources is consistent with other rccouating . 
infotlMtkn od~asseta end lirbilities.’ This objective snses because rccnul-besed 
expcw meWres used in fmacirl stetemcnlr differ,from the obligation-based 
-sum yed in the budg~uv repotts. 

92. TO drfy this objective; infonttetion is needed rbout the differences between 
budgetry ai fiiciel (i.e., proprieuty) eccountm~ thet rrix es a result of the 
differeat merrures. This could be accomplished through a Sstatement of Finaaci~tg 

., .tht mmcik:ihe b*etiry resoukes~~obligated. for a fed&al entity’s piO@ms id -1 ..- 

A? 
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operations to the oet cost of operating that entity. The data presented could be for the 
‘4 

repotting entity as a v&olc. for the major ruborganiiation units, for major budget 
accounts, or for aggregations of budget accounts, rather than for l ach,individual 
budget account of the entity. 

,9* ? 1 . 

I 93. ‘The Statement of Financing is ad&d to SFFAC No. 2’s suggested list of 
items included in the section titled ‘Financial Reporting for an Organizational Entity.’ 
In addition. a footnote (referenced to the Statement of Financing) shall be added 

. stiting: 
. : 

,OMB will provide guidance regarding. details of the display for the Statement 
of Financing, including whether it shall be presented as a basic financial 
statement or as a schedule in the notes to the basic financial statements. 

94. The following heading and $aragraphs’(numbered 95 through 101 in this 
docutnedt) arc-added to the section of bFFACNo: 2 .titled ‘Recommended Contenta 
for the Recommended Displryr.’ 

STATEh4ENT OF FINANCRJG ; 

95. The pwpor of the Statement of Finarking is to explain how budgetary 
seaoumcs obligated during the period relate to the net cost of openuons for that 
reporting entity. Thii infotmation should be presented in a way that clarifies the 
relationship between .thc obligation basis of.budgetary accounting and the l cctual basis 
of fmrncial (i.e., pmprieuy)~aocounting. .By.expliidmg this relationship through a 

’ reconciliatiott.tlte statement provides information necessary to understand how the 
bbdgetuy (ah sotie aonbudgetar;~) resources finance the cost’of operations and affect 
the l wts and liabilities of the reporting entity. The appropriate elements for the 
Statement of Financing would be as indicated in the following paragraphs. They 

.provtde logical groupingsof.mconcilmg:ttems that, help the reader move. from j- 
--> 

obligations to net cost of operations. d’> 

da. Obllgationr &neumd arc: amorhu of new orders placed, convacu awarded, 
setices received, and other similar transactions during the penod that will reqture 
psytnenu during the same or a future period. A deduction is needed for spending 
authority from offsetting collections and recoveries of prior period obligauons. 

97. Nonbudgetary iesommr represent the net’amount of resources recerved by 
the entity that are sot included in budgetary resources. These items could include 
donations of rasets, transfers of assets from (to) other federal entities, and financtng 
imputed for coat aubaidies. This amount would also include decreases (mcreases) III 
receivables related to revenue accrued from the public because, while the cash 
collected f& excltutge revenue is a budgetary resource, the accwl ‘amount is not. 

98. Reaowmr that 40 not Lad net tart of operations are primarily (a) the 
change in amount of goods. setvices, and benefits ordered but not yet received or 
provided (b) amouau provided in the current reporting period that fund costs incurred 
in prior years. and (c) amounts incurred for goods or sewices that have ken 
capitalized on the balance sheet 

99. -. Cuta that do mot rbqoire re8ourcu are most commonly the result ‘of 
dinting l seu to expenses over more than one repofiing period (e.g.. depreciation) ’ 
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and the write-down of assets .(due to revrIu~tioas). 
e 

100. Flmnciag 10urccs yet to be provided rie the fmncing ~ottnts ace&d h 8 
future pctiod to cover cost incurred in the current pcrioci. 

iOl. The bottiun line of tJ$s moncihtion would be the net coat of opermthr. 

102. I. The following l xuaple frrvncirl statement format will be add&l to rhe 
rppedices of SFFAC No. 2: 

: 

, 

EXAMPLE FINANCW STATEh@T FORMATS 
STATEMENT OF FINANtiING 

For the year ended, September 30, 19x4 

i ObU~tioos and Nonbudgetaty Remuml 
Obligations incurred txxx 
S&iag rUthOrity for Offsgttiog’ Collections 
aad other budgetary rdjusmcnts 00 

Dol+ions @N in the bud@et -x 
Financing imputed for cost subsidies .X 
tmnsfm-in (out) X 
Excbmge rcvenuc not in the budget 
* ,,,’ 09 

Y 
Obiiptiotis, as adjusted, 
and Nonbudgeuy ReacwFes 

.Rtoormes Tlmt- Do Not Fund Net ‘Cost of Opemioas 

Chqe in mount of goods, services,.md benefits 
otdmd but not yet rkceiued of provided. 
Coat upiUlizod on the bdaace sheg 

09 
(x) 

Financing sources t&t hd costa of prior periods 0 
0 

Cortr That Do Not Reqoin Reroureea 
Depreciation md unonization 
Revduation of l sets md liabilities 

Fhmeimg Soarem Yet to be Provided 

X 
x : 
X 

. 

X 

.f 

Net Cort of Opemtions 

VmziCI,vernoa1~O 
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/ APPENDIXA:BASISkORCONCLUSIONS I 

103. This rppeadgx dois aot coMtitute ruthoriutive guidmoe for those who prepm ” -)J 

--.. 

d audit gene!81 purpotc feden firrrOCiA1 npolt& It NmmviteS ialpoltUt 
.A- . 

conderetioas thet FASAB amabers co&ered u they delibented on this SU- I, 
It iacludu msons for rcceptiag certria rpproeches sad fejectiag others. Iadividuxl 
Baud mea&s geve greeter weight to.some factors then to others. 

-1 
104. FASAB published the exposure drsftAcemmthg/a Revenue and Other 
Financing Smwcu in Jrily 19% ‘he exposure drift iachded 18 specific questioas for 
mpondeaq sad invited comments oa other topics. The Baud received 42 letters of 
coammy both the fOIlO&a~ ro\rrcas: ., 

LWURCE’ 
‘nmDum~ unRNummE us. m. mu 

COVEWIYEKT’ I 
,4i9El5. ACADEUICS I DTHEW ‘2 7 9 

AuDlmRs ;’ ID I II 
I* .pRpm 22 22 

Tow 34 b 42 

10% FASAB rlso held (I public hmriq’oa the txpoe drsft on Sepemkr 20, 
1995. ,h iadividusl ((I professor of rccouatin&, qmeautives of fourfederrl 
or@zstioti thst prep& fiicirl stetemeats, cad rrpcseat+ives of one fedeml audit 
o~eaixetioa presented coamenu~aad discussed tkexposum &aft with the Baud. I 
Most of those who~cotnmented onlty .or ia .mitiq ,mpported most of ti, provisioas 
of the. exposwe drsfk. Most responses did suggest widening the proposed disclontrrs d)) 
for tmst fuads to iaclude other fUads with hailer special l ccouaubility for dedicated 
collectioas. Also, most mpoadeats su&ested mtsiaiag the cwtomery busiaess 
practice of recognizing bed debt expease for credit losses from exchqe trumctioas. 
The Baud mrde these chsagu.,(See psragmph lt8 for detsils on the &age 
repding credit losses. See’ pengnphs 226 md followiag for deuils oa the chnge 
fqudiq diulostxes for trust fimds~rod simikr funb). Coahreatly with the 
widening of disclosures l bout fuads, the Bosrd required disclosures md supplemenuy 
iaforamtion rbout say over- sad under-funding of the trust funds (see pan. 66.67 and 
68). The Boud rlso am& other less amteriel chnges ia the exposure dreft u I muIt 
of considering the coauaea tsitreceived. 

106. A3 e fcsuh of further iafotnhoa keivcd ha IRS following the exposure 
draft the Baud msde tmaiaology chnges with respect to ‘pmsssessmeats,’ mw 
referred to u ‘complisace messmeats,’ sad ‘proposed l ssessmeats, now c&d ‘pre- 
l ssesuneat work ia process.’ More hpomntly, the Baud provided for the possMity 
that emouats for pm-essessmeat work ia process might aot be rersoasbly estimnbk 
(ue pus. 67). As l result of fhrther infomstioa from Customs following the exposure 

‘vhis ateply iacludes ZqYre untetioaal orgsakatioas. retired fedenl employees, fedeml employees 
mrpoadiag u iadividusls, cad fedenl contractors, es well es l csdemics sad other users. 
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‘112. Some exchkge tiections &thin the Government are crrricd out by 
iitmgovenilrmlul revolving funds: In nuhy insrAaces, these fun& have been 
established with the goal of recovtring thkir full cost by selling their output. This 
would rllow them to be self-sustaining from their uler, including the maintenance of 
their capital. without the need for rdditi@xl r~opriatipns. Good3 and services must 
he priced rt lkll cost to rchieve this goal, but Ni cost is not’ rlwxys charged. k 8 
result, revolving funds hve often failed to be self-sust&ing and hxve required extra 
rpproprirtioas.” 

Reee@iea: Ckmerd ConrldeAiyu 

113. Mdchibg revenoe with cost: It is.ofta kid U& *vate sector recounting 
mrtdles expense with revenue to meuwe the nit itlchxle of the business. This 
provies l meuure of effon c@p+red, with rccomplis@nent that cannot be used for 
most govetwlqt rotivities. Most go@tMnt r@iviy, @la provides collective .goods 
and service ‘(ruth 8s miio&l &teak ad j@ce) 01 redistributes income and wealth 
(xi in benem p&ktqts +d wts). .The’refoti, ihe Government’s output-its goods. 
sewices. transfers, end grants-is usu@l$ not ikided in exchange for voluntxry 
peymeks. In such cases.‘dircctly measuring the vrlw that the Govetnment’s activity 
adds to~8ociety’s welfare is diffkult. 

114. The Objectives of Fedeml Financial Reptirting focws on cost in ~&tiodtip 
to rccomplishment u the .mein objective in reporting aa .entity’s operating 
perfontunce. This ,is kcruse .of the fundamental impotice of cost informxtion. It is 
important to progrxm managers in operating their l ctivities efficiently and &otively. 
It is equally imporunt to Execuuve end Congressional kcirion makers in making 
resource rllocxtions. Subobjectks 2A and 2B declare that: 

Federal Iinxncirl, repotting shoui?~vide, information thxt helps the ‘I 
ruder to detenniqe . ..the costs of providing specific programs end 
rctivities and the components of, and chqes in. these costs...[md] tbc 
effort and rccompiishtnents associated with federal progrerns end the 
khanget over time and in relrtion to COSU.~ 

115. ,“I’he Board’s explanrtion of the operating performance objective defines more 
.exactly w&t this means: 

. ..cxpenses can k matched &inst the provision of setices year by 
year. The resulting cost can then be analyzed in relationship to a vuiev 
of meyres of the rch.ievem,ent of resuits.~ 

. 

“Even 1~01viag f&u& thst rre self-fmancing do not recover full cost from their kstomen if they ue 
tiot charged ftk rU of their own costs, such as pension mcl retirement health benefits for their employees. 

22SFFAC NO. 1, Objectives of Fedeml Financial &wing, plngnphr 126 and 128. 

“Ibid., p+ 124, For mote extet&d, dkssi~. see ibid, chapter 8. As explained there, difllcuhies 
uiw in @Ike for mrny rrrrons. e.g., the rpc& measures that & rpproprirte and feasible will vary 6vm 
pgnm to program, outcomes UC influenced by exterrul factors as well 8s rctions of govemmenS focusing 

Voltie I. V&on 1.0 
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116. SFFAS 4. Mayqeria! Cott~Ack&tg Conceprr and Srandardt, disktars the 
.\ need for Gdi~mhent~rccouniig to-emphasize iost.‘is’a way to improve decision 

Ming and program~,maaagement. It says that good cost iriformrtzon can be used for: 
(1) &Jg&tiiig&$ co&t cimriol,‘(2) peifomnci measumm&, (3) determining 
teimbumenknti and setingfeer, (4) figram evahkionr, and (5) economic choice 

.’ 
1’ ,-daciai&,(~h as whether to con&t-&t a proj&).” : 

: .’ /,: ,)‘, ,;. 
117. To beet the& goals, cost mbst be matched with the provision of goods and. 
services to the public or’othei Govetkrnent entiiies; To deter&e the net cost ‘of an 
exchange activity-i.e., ‘the psn of the cost that is not offset by’tivenue earned from 
tbe @ads and services provided-the related revenue must be matched with the coat: 

,.,,_ “‘,) ‘.. .‘Y’ .I .* :’ - 118; : Matohing revenue w&b~co$it i uniform manner ii essential in evaluating 
:A. ;,.*hq ..@./, and uttia~ prici. Cod and. k&e muat pmrin to the same . ., ,:;’ : ..: ;ow&&&r 8 .c&.&&$;l.,ti~t rd. w&th:s rgvxctiti “ooven *e COA Thcrrfom, ; 

h. coiu,ahould be mat&d against the’ p&isioii of”goi$&‘and KNicer with revenue 
raWhid igaibt thodh aortr and thus +$tb r&ttukaii6 matched l gamst the aatne i - fiviri& oB &&,.a #&&&, W&, &* ii .&hi$&‘:&ss l nd Lt cort of *a mtiy 

‘, o&t be comg&d :Fthh;@e @ited outputs:and but&&s to kyalurte its qperating 
pa~ormande, ptietng ‘@@icy; and ec+onitc ‘de&ns:’ Simiiirly; when this is done, the 
net cod to the taxp;byer can be esiimated for the en&y% related output’ provided to 
the public, 

I ; iE 
119. The atanda& in ihis Statement themfork ti tjte l Ccrua1 basis for recognizing 

c 

j exe&age revenue and provide for matching rxehange revenue agatnst related cost as 
* 

:?, cloriy l s~praeticable. The standards specify how the’inatching is to be rchieved for 
different types of transactions. ’ 

120. ‘. AUigdn~“rtwauc Ni the coitr‘ ot~niin~ it. Determiriing the net cost of ~. 
podih Go OutpU , pio;tidih~ pr&i~~;~o~ fakyilig out .missions will often be more 
iJn$tnktt t&‘detetmming’the riel‘cost for therep&tmg entity as a whole. A :. 
reporting entity may have’several ‘mtsstons Oamed out by differeat suborganizations, . 
l fl of them having componentprograms and outfiuti. For each of these. both gross and . 
Mt cost are nnportknt in evaluattng ~performance’dhd mhnagmg cost Funbermore. 
either an entity as a-‘Chole or its s&organuittons and programs may have material , :.: 
001ts that are not iabrimd;to eam’reventre, ‘is welf is maietial costs that rre incurred 
for that purpose. Therefore, the revenue-eammg and nonrevenuecaming components 
need to be separately evaluated m order to assess the net. cost of particular acttvities. 
Addttkmally, WIOUS component8 may cam revenue but cover costs to different 
&ptCS. .,. 

t 
121. In a11 these cases, the net cost of the reporting entity as a whole does not show 
the extent to which earned revenue covers the cost of providing a partrcular output. 

l 

This can Only be calculated for the eatrry’s components. Determining the net cost for 
mnlxmenu is therefore essenttal to achieve the goals of the standards tn this 
SUmmt: to match exchange revenue wttb the gross cost of outpui, and to offset 

BtUan@t on wlec@d measures can have unintended-and sometimes undesired-consequences, etc. 
. 

2’SFFAS NO.‘% Mamwrial Cost Accounting Concepts Ona &andaidj f$ cht l&dtrii &vt&nth~,~ ” . 
pq. 3140. “2. 

/ 
f.. 3 
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cxchngc revenue r@nst that related gross cost. 

122. To be most,wful, therefore, the gross costs end net cost of operations should C 
be ulculeted by suboqaaixetion. program, or output. Suborgaat2rtioas rre geacnlly ! 
rq&mleat to respoasibility segment es defined by the steaderds on maaegcriel cost ’ .L II 

\ rccouatiqD Each respoasibility segmeat must be able to assign full costs to the 
taeasumble outputs of its programs. u As A result, users of general purpose federal 
frnrocid reporb will be rble, to rclrte the net costs of l progrxm to program o&puts 
d outGomu. 

123. Prcpucm should decide the exact classifiutioa of suborgsnizetioas end 
pogxaau bssed on the aature of the entity, the missioas end outputs for its GPM 
Dtmugio ad aaauxl pqfotaunce plqs. the conqtpu in Entie and Display. Fe&al 
&coking standub cad QMB’r bulletia presctibiag.the, fona aad content of rgeacy 
f-ml stxtemqts. ,Exchnge revea,ue should be rssigaed to the costs 6f outputs 
u&&it is tmt iuonablypossible todo W: If th@t,cenaot be done;~excheagerevenue 
,sbauld be assie to the costs of programs, or. if that also is aot rersonrbly possible, 
to the costs of atbor+iz+ioas. Assigning exchange mveaue to the components of aa 
entiy in this wry is more effectiv6,for pqf0nnmc-e evriWion, price settia& end Other 
purpo8er thaa ruigaiqtt to the repot&g tntity as e whole. 

124. The gross cost, the cxchenge reveaue, l d the difference or aet cost should be 
detctmiaed for erch such component. The net cost aad gross cost for erch component 
could be wed for sttch,putposes es compuison with the OUtpUtS md outcomes of tht 
oomponent in order to aqerr the efftcicacy red effectivcaess with which resources 
were used to achieve ruult~.~ I 

125. Good iafonnation on grou EON d net co& determined and rnalyxed in this 
mmoer. iD&ential to the sucWss Of!& Govetmnea t .Performance md Results Act of 
1993 (GPRNS’. ia t&t& costs to l ccomplisbmeats.-GPRA requires rgeacies to set ” ’ 
pcrformaece goals for program rctivity end establish perfohnnnce indicators to Qa 
musure outputs md outcomes of the prognm rctivity. Performance merswment 
u&r GPRA is to bqia ia FY. 1999, aadpilot projects started LLI FY 1994. Under the 
OMB plea to catry out GPRA performeace reporu will show the results of whet wes 
wtttelly ecoomplished (outputs l nd,outcomes) with the resources used. The net cost of 
opemtiotu (u well u grotr con) should be a fundemenul measure of these resources. 

126. Udkclbk amounts. Whea terlixation of the full emouat of recogaized 
~cwaw is not probable. tbe st~adkds rcqutre ht l sepurte prowsioa be made if the 
uncollectible emouat can be reasonebly estuasted. The Board defines ‘probeble’ es 

“8~ ibid.. prir. 77-88. Also we SFFAC No. 2, Enriry and Display, pan. 75 and. footaote 14. 

“SFFAS NO. 4, MOJIO~M~ Cart Aeeounnng Coneepu and Standards for the Fedem Government, 
pus. 89-104 and 116143. 

“AS noted prrtiowly, the specific measures of propam ecenomy, efficiency, end effectiveaess that are 
feasible aad rpproptiate will vey rmorq prom. 

2’Public LBW 103-62. 
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YIIO~ likely than not.. This definition, and mersurrbility, are&e aitcrir for 
r~copihng losses due to uncollecuble amounts of rccotinu reteivnble under Fed&l 

0 

wmyilg amdydp ‘. 

._ . . 127. Govemmcnt entitiej have an extmordiruuy responsibility to be rccotmuble-to 
the Resident, the Congress, and the.public. Because of this, it is rpproprixte to aiaow 
sepua~ly (1) the full revenue due under ‘their estsblishcd ~mctr~ unngcmenu. and 
(2) the uowl~ of this revenue thet they estimate will not be realixed. 

.' 

128. The Exposure Draft proposed that the entire provision for estimated 
: L: unoolleotible ataounts be reco&.ized as I revcrate rdjustatent. It reasoned that, if tome 

‘: of the pote+irl revenue is rmt,,hkeey to be received. this, eltottld be viewed as the 

:;, fail+ +,r+ixe revettrie or the r:bspe~bf xp &flow of resources. Some of the 
I: ryp?q. rips ,@wyd %,p$p te~qlicc~bk rmow u 8 rhortfd~ in ~VCIIUC. ha l 

mmjc$ty believed that .cre@ loss+ were i cost of d&q b$sineu. ~Bttsinesscs~extend 
.a+ 6 06 to, f-c-e tbeb ~tistomen.,md my loss& in this line of activity MC 
ysps$ kiid of expense. Such., treatment & requ&d fh ditm lortu and lout 
pyryue+ thmt follow,,% pr+!, ~fgrm’ a&u+g sundads of, SFFAS No. 2. A 
+u+hirly tell& rrgumcpt. mud? 9. ,qn$. w;s th.credit.lopes should be a 
chiptkti of full cost wheo esublis* prices for.6 hle of g- and services. 
This would be f&tied by ~cd@htg credit Iqrie; ,ps l bed debt expeaae nther 
duo i rcveoue adjustmeni -For U&e reasons, thy &d ioncluded that credit losses 
should be rc~ognixed as an exp&e. 

. 
i b) 129. !“. Uncollcetible amounts due to other reasons- such as returns, rllowmccr. rod 

pri6e mdetermtrutions-ivould, however, be reco@zed is revenue adjustments. This 
trextwot is pu~llel wtth the treitr&t in this Statement of taxes md other 
OoDcxcbaoge revenue, where refunds, rdjusttncnu. ind rbuemenu are deducted from 
~8s revenue tather Theo recopized u ao expeme. Under cuneot practice and privhe 
SC& e these uncollectible @mounts are &ommonly treated as revenue 
adjustments btit’are oot always separately dtsclosed. 
‘. 

130, The bad debt expense and the revenue adjustmeot each needs to be sepumtely 
shown in order for the entity to be accountsble for the different reasons why revenue 
is not collectible. 

‘13 1. The rilowroce for bsd debts should be based on an analysis of both individuat 
WaNtnU and groups of rccounu, as l pproprute .under the circumstances. This 
praiciple it, explained in the standard for accounts receivable.‘(’ For intragovemmcntA 
tmns~tiot& allowances for bad debts may ‘not always be needed, because full 
payment cut of&n k ustuned. 

-. 

:. 

“Sm+ No. 1. Acmmng for Selected ~surrr and Liabilitirr, paragraphs 44-45 and 12430. - ,., 

‘“;bid., pm. 44-h md 13 j-133. 

. . 
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Recopitioa: Spoebl Cnsos 

132. The general Principles underlying exchange revenue recognition are f--“ supplemented for special c&s. 
3 . . ; 

133. G&r and losses ,Ghs and losses are recognixed rather than revenues urd 
expeoscr io oder to differeatiite unusual or nom’ecuniag transactions for evaluating 
ao ootity’s pafono~w, or set- its Prices. Material grinr,md, losses ui expcoted to 
be ittfreqwnt. They would nomully ,be of 1 type that management would want to be 
-ooosiderod’io rppnirrlr‘of its opmtioas. 

‘. ; 
134. Direct kmar aad loam gipmo1oos. Staodards’for direct loans and loan 
~UTM~OOS WOR emblirbcd in SFFAS NO. 2, Aecountitig /a Direct &UN and Loon 
Ghmnreer. Tbc besic priboiple’ ie to reco@e the subsidy cost of the direct loao or 
loan pmotee as a0 cxpcnrc’ wheo the loan is tide. Subsidy cost is inhereatty l net 
oowopt: tile prosed v8lw of -Wti&ed CeshaitflO~ less the present velw of 
utirwtod cash tiowt owr the life of the loen. T&r &quit-es that the present velw of 
estimated foes be rtoog&ed es i d&u&on in ulculatirq subsidy cost, end tlut the 
present velw of cstiqted defrulh be included in‘ celcuhtiag the subsidy cost. The 
rtradub for dir&t loans mod lw gu&Wcs that follow credit reform rccountiag 
thw differ from the stand&s in $e prerucnt Statement in three respects: reveaw is 
deducted in eelcuhiag the shidy cost, bed debU are included in calculating the 
subsidy cost, sod both revoow rod bed debts ere measured as present values. 

135. Dae@t@ the subsidy cost io this wry is 8 method of matching reveow with 
: : 0oA cod it is also e method of autching the subsidy cost with the provision of the 

subsidy to the ‘public. SFFAS No. 2 is themforr, consistent with the objective* of &is 
StUcmcnt foi exchange riveaw. and the standards in this Statement do oot apply to 
tho rwogoitioa and wuumwn t of revenue l d credit losses for direct loans end loen 
gwmoteor tiW follow.crrdit reformrcoountiog~~Thir exception includes pn-1992 .I 

Qh 
) 

direct louts and loan gurrnntees that hive been rest&d ‘on a p&sent value basis. T’he 
guidrnce for classifying tranvctions io Appendix B reflects the provisions of SFFAS 
No. 2.’ 

136. Exch~~c rever~uc eelleeted for others. I&ny entities that collect exchange 
reveow keep that revenw for their 0~11 use. Rcvolvmg funds keep the revenue they 
eua. By their n~tuze, they ue expected to finrnce at least a matenrl part of their cost 
‘by rlliq goods and sen&s, in a continuing cycle of business-type rctlvity. Other 
eolbctio~ eotitios may dso keep the revcnw they cam. Someurnes, however, the 
exchange revenw is mnsferred to the General Fund or to other entities in whole or in 
put. For example, the Southeastern end Southwestern Power Admioistmtiotts transfer 
the reveow they collect from the Public to the General Fund of the Treasury; similarly 
the Westero Area Power Adminhntioo. while retain@ some of the reveaw that it 
CO~IOCU. transfers the rest to the General Fund and various special funds designated by 
IrW. 

137. As a general rule, exchaqe revenue transfemd to others n&t be offset rginst 
the collecting entity’s gross cost to determine its net cost of operatior+ Exchange 
~WOU+ reduces the oet cost of operations iocumd by ihe entity in producing outputs, 
ngudbu of wbethor the ootity keeps tbo exchoge’roveow for its own use or 
trxasfen it to’laother opmting entity or the General Fund. Likewise, exchange 
~WMW reduces the net cost of the entity’s operations to the uxpryer q&less of its 
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disposition. Therefore,.rll exchrn8c revenue related to the cost of opentionr must be 
.’ deduoted,from grosscost todetermine the act cost of opentions for the entity. 

.,’ 

0 ,:: 

,,,., I :. ,:‘, , ._._. ,-,, ;’ _I ,, ,,- I, 
: :’ ’ 138.. : Any’ excha&e~ rkaue that is ttansferred to, others< however, does not rffekt 

/ the .eol~ehtin8 .mtity’s net .position: Therefore,: es ~mquired by the runduds for ot+r 

fiarncing sources, such exchsn8e revettue is recognized es I ttaasfer=out ia oelcuktiag 
. - thCl&tity'SO~tiZl~dAhS. : 

., j. ,., '. 

.', 139. .The’ only cdwpti~n tdu genenl rule occurs when the entity recognites ‘, 
.i 8,. virtuelly a0 o&t itt~eetaiq the cxchea8e reveaue, es expleiaed in the following 

#e&on. .J :, . ,  ,j I  l 

‘5 * 14& :Escb~~creveooe uorclated to’recepihid e&r. In exceptioad cases, (Lo ,’ 
/. 5 :’ ‘i .; eat&y may~mcogniie *vimtelly 110. costs ia con&ction with euaia8 exchrngc tWeaW 

I,.. - thetit collects.+ A mejor exemple for meay yeuu lies, b&a the h%nerels -gemeat 
i Se&e, (MMS) of: the Depertment :of..thc intior. It muteges energy cad other miaerel 

resources on the Gttter ContiaenWShtlf (&)ead eollecta ma& royrlties, cad 
bon& due the Govemneni ~d~htdian ‘tibes from miaenls pr6duced on the OCS 
Wd.,otherEedeml ‘iad Iad@ lends. The rents; royilnes, end bontises.ere exchenge 
@enues.~euned by seles ,in tbemerket:’ If the velue of.aetutal re’sources were 

i. * mcogaixed IS an asset by MM. thea .depletion ,touJd ,be recggnited is I cost 
. aedordiq ‘to the units of. production method ~rsmineirls were extracted.” The revenue 

i from- rents, royrlt&, end bonuks Gould then be autehed l 8einst MMS’s gross cost, 
* ia&ding depletion ead~minor other costs, to’detetmiae itr set cost of opentioas. . :a 

1 Il.. 
., ~ 

!f ‘MMS does not rAo& 8. depletion eon for vuious reesoas, iaclttdiag the 
# feet tlut tmder preseat l ccountiag s&duds .the velue of.aetuml resources is not 

. a; ,’ ~reco@izcd as an asset. A1:r result, this excb8e .rev&tue cenaot be metched qeinst 
I”: tbeeconoakcosi of operations end beers little riletionship to,the recognized cost of 
ri; MMS. Therefore, it should not be rubtrected from MMS’s gross cost m’demrmiaiag its 

net cost of opetations. If it were subtracted, the relrtionshi# between MM’s net cost 
of opmtions end its mersurei. of performance would be ‘distorted. The net cost of 
opmtioas .oCtbe Depuunent of ,the Iatetior would likewise be distoned. 

:, Y \ 
142. A&fS~collec~ this revenue rctirq es eo,egeat’for the recipients des@teted by 
1~:. the ‘Trersury, cenrin eatitiei *thin the ‘Goverainent to which uaounts UC 
ertmsrked. the ststes. end Indien .tiibes end rllottees. Therefore, MMS should account 
for the exchnge revenue es A custodiel rctivity, which is en Mount collected for 
0th~. in tk same way,rs the InterrA Revenue Setvice accounts for the nonexchetqe 

_’ 

revenue ,thrt it eoll,eqs. Beceuse the.revenue collected by MMS is exchange revenue, 
it should,be recognized. end meesured under the exchenge’revenue sunderds when the’ 
+i.wyrbies, ead bonuses ere due pursuenttothe cOntrectue1 rgxeemeau. 

.~ 
143. The rents, royrlties. end bonuses transferred to Trersuty for tbe General Fuad 
or ,m other .Gov-nt reponing entitiesshould berecognized similuly by these 
mtpieat entities. The revenueis exchenge revenue end should be recogttixed cad 
mwured under the exchnge.revenue standards. However, neither the Govetntaent u 
l whole aor the other recipient entities reco8aize the aetutel resources es ti asset rzd 

: 

rhrpM he dirtineuirbed from depletion methods rllowed under the Iatemel Revenue Code. 
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deple:ion l l cost. Theefore, the revenue should not .offset the cost of operetions for 
the U.S. Gove.ameat es l whole or for ther entides.~ As ,in the cese,of A&IS, 
offsetting cost by this revenue would dietort the reletionship between the net cost of 
operations and the meesuret of the perforaun~ of these entities. .The exchange 

,,. revenut’should insteed be l fi&nc@ eouroc in detaminiq the operating resulte and 
, chng~ in net positioe 

i44. The Board is rddressiDg the rccouatiq for netural reeouces in l sepuete 
project. If it concludes thet the velti of mineral righta, should be recognized u M 

~.ametmd -depletion u’a :coqit ,wodd:be rppropzi+aomc~gnitc the exohngt 
reknue from rents. royrlties, ubd boa- in determining the net cost of operations. 

145. Altholqh MMS is tk most prominent Gut of Aa entity collectiq$ exchange 
.nvenuc for whiob it- reqnizes virtualIy~.no .~..thercrcan be other &tanoee \ .ne 
Fe&ml Communicetioni~ Cqn+uion collecWexchuqe~ reGenue from the l uctioa of 

‘.’ .,~ndio.rptc~,Sueh,,rrvcnuc;rhouid be recounted for ia @eseme wry as,ti 
fwenue collected by MMS. ., ,’ 

146. Oae rupoadent to’ the Exposure Drx!V uked rbouttbe meaning of the term 
‘virtually no costs.“~ If en entity ulls scra@ metal or My deprecirted equipment, the 
exchaqe revenue or grin is dot nkted to any cost that is recognized et the tin@ of 
uk.‘fbcwurouut~~oothh~rbeetuhvinOM,vrlucrttbetimrof. 
wk,rothc~r,proccedriromtbculeutnotoffictbymyrrmriniagbookvrluc 
in ulcuktitg the entity’s grin. However, unlike the ructio~ of petroleum ri@s or 

'thndiorptc~courwmrr~ognLed~pmprriodrforthepurehrc ofthe 
Y miteriels or the uee of the equipment-Therefore. offeettiq the entity’s cost by ifs ' 

gain8 from sele provides I more eccurete measure of its net cost .of opentions over 
tiaw for oompuinon with meesures of iu perfo- over time. The stmdard hu 

,.. been elgified to uy that the term ‘vimully no coru” means thet virtuelly no costs 
. . UC .mcogaized dutiq put periods as &II u duiing the current period. 

147. .It is also possible that en entity’s coneccouatiq mey not l ssign eny costs to 
1 bypduc~ of its aujor goods or does. However, cost is recognized for tbe 
- rctivities @et produce&both the major producu end the byproducts. All revenue 

euaed in connection with these activities aeedk to be offset rgrinst the cost of these 
activities in deteminiq the entity’s net cat for the purpose of making comparisons 

r with its -s of performance. 

148. SpecMe gee& (or eenkrr) made k order compared with goods made for 
bmmtofy. When an entity prodwes gooda for nele, revenue tea be matched with cost 
in either of nvo weyr: (1) revenue end expease oan be moognized es wsu UC 
incumd or (2) the expenditures cub be recorded in inventory, with the revenue and 
expew recogaized subsequently when the goob are delivered to ihe cutomer. 

149. For qecific goods uwk to order under I conuect (or specific tices 
~too~),tbsrundudnquirrsthtnvrnuckrocognittdrsgoodcrod 
8etices an l quirod to fitlfiti the wauut More preciuly, tbc sundud requiru that 
rrvtnuc,udc~bythe~tpricc.krroo~ioproporciontothc 
estimated total cost u goo& end services are acquired to fulfill the contr8cL This 
meuu thet the perceatege-ofcompletion method Gust be wtd ind tliunouni~ of 
mmtic hst be ulculated b&d on the cost8 of the go& ti 8eWices icquir8d to 
date to fulfii tbc conoIct in reletioaap to the estimated total con ma&r the conmct 
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), :. .., .I(~’ .‘. - 
If the time prriod end estimated tot&l coit & uncemin, rev&&‘ &gni&h&%iid’ be ” 
defmed t+il,e firm basis canbe aublished to US&I cost. Goods md semicee made 

~ (or produced) to:order include such projects as:bdditq construction ud ship repair, 
where costa are incurred over i period of time toprovik x pettick good or service 
to 8 specific $ustomer according to chmctetics. demmined by coamct. They do not 
inclyds the sale of standud IcNiccs; such .u elccaicity, u&r e conmtt 

/’ ., 
1.50. ~.Reco@iq ,&ate and cost in this .Wry provider m up-to-date meuure of 
the entity’s Oper8tiOM in provi~ goods~.uad sewicerr The revenue d cou u8 

$k 
+icrikd by tht, cptiq’s rctiyities~d\rrine.,the.cumnt repottiq mod, ualike 
#eyMtivc ~COpitiqt stmd@r&. In pukllu, this is unlike the wmpleted cotlmct 
method, under whic,l~ the reven~,tmd cost.recogaixed4n ripriod may have been 
gcmmted ubstutti~IIy dutitq previous p&o& Bcuuae the mvenuc and cod 

: 
rpooOniztdin~rrportinOpcrioduc~~U,th’iy~rnOrr~~k~ 

,... t ~ qu?th ,wch orbq end,m$tb oumat +puts in dvrluxtiq the ;ihtity’s perfomua+ end 
.L pricingpolicyin~!iperiod 7’ ;’ ; 

‘,. ,,,‘., ?,#. i ,, ,. ,“?,‘- ,; *>].: ‘,:& &’ .:i 
utstqceii howe.vCr, them miy be 00 tnxtetil difference between the 

percqtt&e~f-coqie$on: me&d end the ~otnplettd contract method. This is 
e~frlly &ii); ‘fo! 41 or ,rhort-term conticts. In quch &stances, the completed 
contract method could a fgllowed. ,;/*. 

., ,.. ,, ,“’ 
152. The sta&d also requirc~ tht when r’lou on a contract is prohble (more 

.I likely than not) md mee&ble (ruaonxbly e&mable), it xhould be rrcog&ed over 
the life of * coyltr8ct ia proportion mthe, cstimted total c&t instead bf immedixtely. 

“? This will come about by continuing to recbgnite teveaue in proportion to crtimrted 
. total cost and by con+ing to recognize cosu u @ads rd services rre rcq&d to 
.2 ‘, hrlfrll the contract This requirement .is an cxdeption to SFFAS No. 5, ‘Aeccmnfin~/o 

‘ 1. Liabilities o/the Fed+ Gtnwkmt, tqder which L loss on a contract is recognized 
4:: 8t the $~IC when expected comcxceed expected revenue. The Board believes this 
:i*i excqtion is rppropde; bec8use it provides~r more~m~& nmsure of the entity’s 

act cou of ~pentions drPipe each report@ per@ &an if the entire estmuted loss 
VnC Wopized in the single penlod den it wxs conclude& thxt the 108s was prokble 
aad m&arable. The en& estimated lore, however, would be disclosed. 

<’ 
4; , ‘,’ I, 

153. The 8+&d @ different whemmentity .produces goodn to be kept ‘on the 
rhclf,- until +mefi It rqu@ts tlw nlMuf8ctunng costs be chqed to inventoy uld 
tbrt venue ,pot he -owed. until the .goodg rie delivered to the cwtotncr. Costs 
l nd ~%me we recognized later than when goods rnd netices l re made to order, 
because there is leu l ssum~ce of revenue et the time when the costsue incurred. The 
term ‘delivy to&e ctutotaer” i#udes instances ti which she ule his taken plice . 
~4 the poda Iwe been sepgrted or wt tilde .for deiivey. - 

154. Ckrrifkatbn of interest on ktragovemmmtd balmem Large Mounts of 
&rest ,FC ~$4. and re+ived pn intregovetamenul hlu& Most ttuxt frtDdr and. 
some Sped funds md revolving funds have inverrrd in spesixl Trersuty rccuritics on 
which they CM &ut due born thi Treuury. Tremry md the Federal Fituaciq 
Blll)r have tnmdc loans to l number of hmdr:on which those funds incur interest 
ex~cladonwhishintcranLducrotk’frruuyorthcB~Ibcrrcordcd 
duut ~WCWC should he classified u exchange or noaexchnge depending on the 
pr(rdgmirunt..+w oC itat& upott-which-the iateren payment; is based. Other 
~QWV~~Ul bdences beai no iate& The Board is considcriq a projk thr.t 

:*. 

. 
0 
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rni&t result in itiptking interest where the balani~s beer no interest or the interest 
does not reflect the cost of borrowing by the Treasury. 

‘, 
155. The i&test on these intragovernmental liabilities has the form of an exchaqe 
transaction, but often it does not ,rlso have the substance of an exchange. The 
standa& in this Statement and the guidance in Appendix B, ‘Guidance on the 
Chssific~tion of Tkn~tioas,” differkntiate among inflows of resources according to 
whether or nor they should be deducted from an ,entit$‘s grou cost in determining its 
wt eon of opmtions. This differentiation depends !btAttmtrily 00 wbethm, the 
idow .ofmources. is ‘rrlrted t& costs Lhit .the entity incius~mnd recognizes .in order to 
~jlroduw’0utputs And the inflow of’resourws. 

. 

1%. When applied to the receipt of interest by a Government accatttt from the 
Treuuty. this criterion &lies that in&rest should be ctiified in the ume way u 
the pdomimnt ~yce,of revenue to ,$I& timd: is l xclunge revenue, if the 
predominant source is exchange revenue; md u nonexchqe revenue, if the . 
pmdominwt stur& is nonexcbnge mm*. If the invested funds come from 
l xchwge revenuei &he interest on these funds der+ from’ixchmge revenue wd the 
COAU incumd tti urn that ,~6~enue; if’the .invested M’cotne from nonexchange 
revenue, the intqcst on the& hods is Bud ultimately on the government’s power to 
cot+1 prymeat rather than on 1 market ttuts~ction With ceruin exceptiolu this 

- ‘-muns that interest meiked by trust f&s irrd special funds should be classified as 
‘nonexchmgc revenue, ,wherus intkmt received by revoking funds md vurt revolving 
I&dsLshould~be ~clusifkd wexclmge revenue. This is .eliplrined below, together with 
a ale exceptioM and WttAin l MlogoLu crxnsectionr. 

I .’ 
157. Invested brlrnces of trust, funds (and special funds) ‘~domkuntly dnive from 
eamukd taxes. which arc nonexchaqe transactions with the public (e.g., 
employment,uxes md gasoline &xes). i e lesser extent they &rive from other 

-f&ncing~~souices ‘(e;g.;the GenMl Frmc; ,plymtit appropriated to the Supplementary 
Medical insurance fund). The balances are not earned in exchange transactions by the 
entity’s operations. Most fun&men~lly, they are Lot prod&d by operations in which 
tb@ entity incurs my costs. Therefore, the interest on Treauy securities should not be 
deducted fk the grori costs of the tnut fund (or special fund) in determining its net 
cost of operations. As r,resuli that interest should not be classified AS an exchange 
‘revenue. It should ins&&have the rime clrssifkation 8s the predotmnant source of 
the invested kl~ncu. which for most tnut funds (tid special funds) is nonexchange 
levenw. 

158. The invested balances of revolving funds, on the other hand, predominantly 
derive from the fwdd business-type opetmtions. Revolving funds need upiul in their 
operations and may invest some of that capital in T~asury securities. Since the 
hold& of invested balances arid rhe ale of goods and sekzes m both’inregnl to 
the fmds’ oper~tious, the itemit on their securities is related to the funds’ costs of 
opmtions just AS is the revenue earned from selling goc& and ~rvices. Furthermore, 
the amce of the invested balrnkes is predominantly revenue previously earned from 
the sales of goods and sekicer, for which the funds iricked costs of operatioas when 
that revenue wu earned. The interest they receive should therefore be classified in the 
SUM WAY AS their revenue earned frorrr selling goods and tcrvic~~ md should likewirc 
be deducted from brr con ‘in de teminiqgthe net cost-of operations. For this reaaoa, 
interest euned by revolviq funds should be clusified as mchnge revenue. 
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159: ,A few,revolving funds are classified b Irw es oust funds. Trust revolving 
?I - fun* qeed crpiul,in .rheir.operetions. just like other revolving funds, the south of 

which I$ predotnitm~y the revettue they have earned. When some of their capital is 
&vested, in Tnrswy securities, ..the. interest is related to their cost of ~perrtions in the 
same way. a? the rey&tue crraed @XII selling &ce,s; end the source is predornit@y 

,A pwtttte previously ertned from the Act of servicer, for which they iacrnred costs of 
opqqio~. Their it+rut should therefore be clrasified in tile JUE way u for otbor 
~volviag fusdr, which is excheage revenue. 

.;i. 
is! 160.. ., nbe three previous pIngnphs explain the ntioaele for the normal 
, cl@flca~oq of interest received by trust fundr, specie1 funds, revolving funds. aad 

tnqt revolting ,&tads.,However, ia qorqe-ceses; tbe,,sottrce of belaaces for tnut fun& 
:.* at@ special .f@s ttuy ,mot )e predomioantly nonexchange reveaue. rod the source .of 

T + .l@ajces ~for~:revoliring futadsead trust revolving’ bds tiy not bi pre&mitunUy 
,ZI e~changewvenue.. For exrmpl,e&e meia source .of belaaces for two major trust 

fu+s, the C@ Service .Rqwqt. ettd Disebility Fund end tbe Militity Retirement 
Ft& coasists of qtchengq,: rey$tue l d other: fmcing sources. Ia such cxceptioaei 
+cr, %pp eotild be clrs$ed in .she seme’ wey ,et the predomiaaat sotiroe of 
belencer.,nther than rccordiag~~to the itormel rule. :, 

l6i! &e&es my ‘k&e ruthoritv to bo&w fkom Trerrw-y (or the Federal 
,. Fbm&tg.Bqk). and they pay,int&t on their bokvings. The interest is I cost to 

the agency md UI itiflow of resources to.the Trersuyi The Tree& taey be deemed 
11”. to hrve borrowed from the public to finance the outirys for which the agency 

.” ::, borrowed, end thus to heve incurred I correspondmg iateiert cost of its own. The, 
interrst received by Tr&uty from the agency is therefore related to frerruty’r cost of 

.’ borrowing from the public aid should be classified as m excbxage revenue. 

162. When debt securities arc retired before matuncy, there may be l difference 
between the rercqutsition price and the net carrying value of the extinguished debt. 
This difference is a grin or loss that ?hould be clrsstfied ia the sune category (IS the 
interest on the extinguished debt. 

Measurement 

163. Exchange transactions with the public ordinarily uke plrce et prices set by the 
agency or the Coagrcss, such as electnclq rates, book prices, end iateresi oa 
delinquent taxes. Somettmes the market sets the price, as with the teats md royalties 
from compeaier that bid to explore md produce oil and gas oa the Outer Contiaeaial 
Shelf. Ia &the7 case the -1 prices represent the inflow of tesources to the entity 
and, therefore, are the rppropnate basis for measuring revenue. 

164. Except for pricer set by.1.w. Ok Circular No. A-25 and other t-eguiatiotts 
geaenlly provide thet user charges for transections with the public should be set at 
full cost or market price.” However, compiirace w~tb the& regulations is partiel, aad 

“Circular No. A-25. User Chugrr, as revised July 8, 1993, establishes’Federa1 policy regarding fees 
usused fir W-t rcivicu rdd for the ale or use of government goods or resources. It implements the 
Prolog of Title v of the Independent Offtces Appropriations A&of 1952 (31 USC. 9701), which gene&y 
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potential revenue is not realized in many cases. To help report users understand how 
the entity’s opemtio,ns l re fiaurccd. disclosures are needed about (1) differences in 
pricing policy from the guidance m Oh4B’s circular on user charges and (2) 
tbnsactions when pnccs am set by law ‘or executive order and are not based on full 
cost or market pricing. Other accompanying information is needed about the revenue 3 -’ l 

.  

forgone in these transactions but only if l rexsortable &mate is practicable. The other 
rccoatpurying infomution should expkm whether, ad to whrt exteat, tire quantity 
demmded was assumed to change as l result of the change in price. 

165. ~Circulu~ A-25 defines ,‘full cost”es “rlldimct ktd indirect’costs to u$ pur of 
the Federal Government of proMing e good, resource, or service.“” This geaeric 
deftition end the rccompinying examples in the circular ue genenlly consistent with 
the deftition of “full cost” in tk mrirrgti oost r+ounting sundrrds” end the 
reqaiiion and tmesurement of many puiiculer’cxpenser in other Federal (~coounting 
atdirds.” However, unlike those sunderds: Circulu 4-25 also includes as pert of 
tlw definition of full con am umual rite of return on la& smlctures, equipmenS rod 
other crpiul resources (unless they are rented)? and it includes depreciation not only 
on etructumr and equipment that are clrmified as general PPdE Qrropetty. plant. end 
equipment). which is required ‘by Federal rccoutitmg rtidards. but also on structures 
end l quiptaeat classified as stewardship PP&E, which in I few cases may be used in 
ooaneotion witb the production of goods or setices for sale.” Aside from these 
differences, the cost recounting and other rc&nting rundrrds should enable tbe 

!. Cireuhr A-25 deftition of full cost to be measured more accurately tlx’has been 

I’ cells for ‘each service or thing of value provided by rn agency . . . to a person . to be self-susuining to the 
extent possible’ end says that charges shall be based on a number of specified criteria including ‘the costs to the 
Govetnment.’ The guidance of Circular A-25 also applies to the assessment of user,charges under other 
Ntutes. However, Ctrculrr A-25 is intended to be applied only to the extent permttted by law or executive 
order. at does not apply to the legtslrtive and judtcirl branches or to mixed-ownership government corpomtions; 
end its requirements ue deemed to be met by other OMB circulars thst provide guidance concerning a specific 
user chhrge area. 

“Ciwlar A-25, section 6(d)( 1). 

“SFFAS NO. 4, Manapriol Cost Arcounring Conrep~l and Stat&r& for the Federal Government, 
pus 93-107. 

“For CXU@C the standuds for expenses related to credit UC stated in SFFAS No. 2. Acemnbngfa 
Diner Loam and Lwn’Guomnucr; lad n~emu standa& for expnse we ated in SFFAS NO. 5. Accounting 
/a Liabih’ea qf lhe Fedem Govenmmt. 

‘%e Baud currently has I project to consider whether the rate of return on capiul should be 
recognixed 8s I cost in fmanciel l ceountrng s~tements. 

.’ 
“l& extettt of difkrcnces between Cirtuier A-25 and Fedeml accounting sU&rds w be found by 

Compuing Circulrr A-25. section 6(d)(l)(b), with SFFAS No. 6, Accounting /or Proper@, Pht, and &tiprr.mt. 
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“. ,I 
possible heretofore.” .:_ 

x, I,.... //,. t ‘. 
1.9. p rppiop+~ hyir fs,r t&a&ttg revenue born intrrgovernmenta1 exchqt 

,truamctio~ is lihewiqhc~ecttul &ice ior ~reitnbt+et&tj that the seller receives 
t .” from the buyer. Accountittg ‘ry$e& ihottld’ be eblc to provide the information needed 
:. to set the t&nt!xtr&&nt at full cost, but den the. fitll cost is not charged. In these 

cases. @e Tunt’of .++ reimbtinetnent is an incomplete measure of the economic 
v&e 0fJhe truttseqion. When .otte l ntig rqeiveq,,‘goods or,~cer from another 
without payi& rll related costs. the act operating &on of the receiti8 entity ia 
tmdewted if it does not teeogpirc (by impuution) the rdditiottal cost peid by’the &. 

b providing entity. 
,: 
I!’ 167. Chhcr Fedeml fiornciil eccotmtio8 stand+ reqttk such inter-entity con 

“t! sttbeidks t+ be re+ixed ,‘by’ the ~msetiring eotity,itt c&in cmse~~ This Statemen& iu 
&i se&On .+,e~ihbr Fitunciq Sower,’ provider, &t&r& to rocopize other 
f@yjne “u?ys, ,t&t:ijy ,irqk’W to off=! ,Fb@r s&idy cortl tbrc 0th~ 
iida* requve to be ~co+eii ii-id itnputed. A&ttntiq for the imputed cost of 
&od+attd ~&s~‘$rt$ded by one. G.ove&&nt entity d another requires the 
etttiy df $i&k$ bard on:‘& ,pec& &okt@kes of eech case. Therefore, 

i whether costs are imputed or, not, the providittg entity should disclose an explanation 
of the amount ind reason for mrtertrl d&antics between the bilk8 (if my) rni the 
full con. 

.NONEXCH~CE REtiNue 

hborrar umlta&as 

168. lnktyt lipitdeny on the abwty td &oh l ccfid accounting for 
a.*) nomrchah~ rev+nocr Acinul rccoua~ing recogtttzer the fituncirl effects of 

trumcihyu end.eyenu when they occur, whe.ther.or not cash changes hands et that 
time. As it cioes with respect to eichmge revenue, full rccntel rccountin8 for 
nonexchange revenue would enhence, fituncirl @lenntttg, control, end accountability. 
Full l cctaul rccounttng could provide impnattt dite ktth respect to .ftture cesh 
flows and tax policy end could improve the l bility to e.vrluate ‘the perfotttutke of the 
collecting enuties and the exe&se of their custodial responsibilities. 

‘, 169. ,Unfortututely, the degree of rccrunl rccpunting,that is practicable to perform 
for taxes and du.ties is limiterj by difftculties tn rscerthnirq tjte amount df revenue 

“Circttlrr A-2S says that ‘full cost shall be determuted or estimated from the best rvaileble records of 
tbe 88eny, end new Cost l ccottntittS sy& need not be established solely for this purpose.” See section 

..-a(dXl)(ej. ?he &St l Ccotmtin8 and other smndrtds rhpuld iqm& igency records and speci& the nature of 
costs more prccirely and comprehensively. 

‘be gene4 prin ‘p ct les for recognizing imputed cost are stated in SFFAS No. 4, Managerial Cuti 
Ace-ring c@mPU ad hmdardr /a the Fedeml G~~~mm~~r. pn. 105-l 15. The l ccountttt8 is similar to the 
l ccmtmtng for employee’ pensions and retirement herlth benefits. where the entity rdtninisterin8 the plrn does - 
not prmidt 8d or KIyiCCS to the reporting entity but does pay some or all of the cost. See S*AS. No. 5. 
Accountiq? /-Liabilities of the Ademl Govtmment, pn. 56-93 and 148-181. 

. 
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srisiag from the underlying events rnd by the l ssessmeat droccsses used to msasge 
the collecting functiorts. Trxpsyen msy not l scertein uxsLlc income until rfter the 
underlying events. They msy not file -r&ns on their due dster, sad due deter are 

1 geaenl1y.W by the l diaiaistmtive processes after the occ&ence of the underlying 
,, -. . -. even; Also, ihe extent of aoncomplisace is l f&ion of the laws esublishiag these 

entities sad the expectstioas by the’ Congress mad the Admiaistnttion rbout how 
diligeatly the oollecting eatities should perform their collection functions. These 
iaherent liatitetioas oa the rbility to perfotm l ccruel rccountiag were considered by 

Practid Limimioos 

170. Pmetied Umhatioas rrere aho cyuidered by the Beard. The Board’s 
emnduds f&r reeruel l ocouattng require t&t roetusls miqor the esteblished asse-t 
.pmcesses .of.tk colleettag entities. Assuch, they ,do aot~require, for ex-pie, the 
rectusl of taxes or duties which art likety to be r&ssed under esteblished prooesses, 
but oaly those that are sctuslly rssessed under the defmed processes of the collecting 
antities. Hwhg rccoua~ mm-or $e esteblished pniceu by which collecting entities 
iatemct with ~&p&s hss vslue. though rrgusbly l cootmtiag for reveoue should aot 
bt so iimitcd. 

. 

’ --‘171; At the ‘time the Borrd kgen dclibentions on this steadsrd. rccottatiag systems 
necessary to determine even the limited revenue rccnasls that sre now required for 
taxes d&not ,exist. .The chnges in’ systems required by this sundsrd ire *limited to 
those necessary to mirror the established rssessareat pro&sses. The Board ttn&ntaads 
thst the latemel Revenue Service is ettempting to improve its collection function and 
the related mansgemeat informstton systears. Becruse such systems must slso prnvide 
l coounttng tnformstion. the Board decided not to impose l ccouatiag stsndards at this 
time that raigbt conflict with systems &sages ace&d to improve the efficiency mad 
:effeotiveaess of the collection process or go beyoad,t&minunura &sages considered 
ne&sssry to eaeble the collecting entities to properly discharge their responsibilities. 

Modifkd Cub Bqia for Taxes and Dotier 

172. As s result of both the iahereat limiutioas sad the practical limitstioas 
rccepted by the Borrd, the sccntsl stsndsrd. IS it rpplies to tsxes rnd duties, might be 
but chnctetied u s ‘modified urb’ besis of rccountiag. These hmiutioas oa full 
rocnral l eeottnttag required the amendment of the l ccotmttng standard on recognition 
of receivables as provtded in psrqrrph 4 1 of SFFAS No. 1, which said. in effect, that 
taxes should be recogaixed ss receivebles when they sre due from uxpsyers. 

173. Ia the future, the general staadud for iccntsl as it rpplies to taxes and duties 
could be tightened to produce e fuller rpplicrtioa of the rcctusl concept. For fmes. 
peaslues sad doaetioas. no rcoouauble‘ eveat precedes ,the recognition point 
estsblished by this stsaderd. Therefore, the general staadsrd for recognition as it 
rpphes to these sources of revenue results in full rcctusl rccounttag for them. 
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~cd hir information Needed .’ : ’ 

!7i. Crsb basis ittfotztution on taxes ,rnd duties continues to be very impotwtt 

n 
because it iS widely used forpktntttg putposes at $reseat and is (I component of the 

\ .-1 
wet. It is, also available soon after the close of the ‘reporting period utd is needed lo 
c+ttpiy with l4ws that requtre cash-basis rccoutt~ in perticuiu instances. 
Unfortunately,, l ccumte cash-hsis infonnrtioa to meet detuin ‘legal requirements and 
other ittfort~tiott needs is not ‘presently rvrilable.. This ~standard accepts the 

. inaportance of both typesof infortttation~md requires cntiiiu that collect taxes utd 
duties to provide both types of information. .’ 

..* 

,,’ 1 ‘.., 

.I75 Requirements for disclosum, supplementary infotmation, and other 
ruomppying iqfonnation.cotnpenuu to ,wtnc extent for the modified c&t basis of 

., r~t+ttt$~ ,fOr..t@es @ duties being approved at&s time. in the future. the Board 
phs to eniy!e tows’ n+frction~with re&ms prepared on the basis of the ,han&rd 

; 8. rqd to give ,~~idintioa to improvements beittg.made in IRS processes and related 
putwgemytt iofoetion r)istqns. Baud-on this, evaluation and considention, it may 
propose to extend the degree of application of r~ctual recounting in several yern 
time. La the interim, the Board will permit chanRes’in rccouuting mnde at the initiative 
of l collectinq eati ,if the &nges represent a fuller application of rccrurl recounting . 
thun that prescribed by the standard. For example, compliance rssessmenu for taxes or 

f 4:. ttousmd ckiou for drawbacks, mry be recoqnized nther than shown as 
;1’ supplemkry infomrrtion if the uaounts are both probable and reasonably l stinuble. 
; 

I_ 176. ‘Collecting entities. e.g., the Internal RevetNService and the Customs Sewice. 
collect cash and rdrainister the assessment, processes that provtde the hsis for 
djusting.those collections to m rbr& basis. They, therefore, have measurement md 
reporting responsibilities for these inflows of tesotkes.‘,tiy also, at the direction of . 

-. the Tteastny DeprrtmenL account for the disposition of these inflows to recipient 
entities. fhe Trektty determines the amounts payable to’the recipient entities and, in 
coojuaction with the collecting entitiu,..mrkes the rcnvl cash plymeats, or issues 

,. ~41 ‘fryoy securities, l oecessuy, to fund ,the amounts trsnsfemd. Because the 
fectpteo! eotities are &signed by law to receive the inflows and make ultimate 
disposihtt of the funds, they, rather than the collectin& entities, must recognize the 
iofl~ws u reveoues in order to provide f-4 statementswhich are meani@itl to 

l 

tmn. 
.  

‘. 
,I 

Po’ssible over- and UDdePfuttdin8 of fM Funds 

477. tie standard provides that trust funds should recognize the amounts transferred 
(md he cluoge during the period of the amounts to be transferred) from the oollecting 
entity u reveouL. despite the fact that those transfers may 001 be made ‘on the hsis of 
qpliable law. IO the cue of excise taxes, ‘transferring more than the mounts rcmrlfy 
collected otay cattm these trust funds to be over-funded. The ,Boud is advised by iu 
legil.counsel ttmt his is a violation of irw ,by the IRS. Such-violatioasqUio~ bK 

. 

remedied utiless. and until, the IRS rdopts methods to collect the needed data Cram . 

,. 
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uxpryen. in the cue of Social security, wearnesses in the data CollectiQn methods 
my CIUIC these tmrt funb’to be under-fuaded. The Boud is advised by its leti 
co-1 that 10 long rr.IRS sad SSA act on t& basis of the best svaihble information 
.h b no vioktion of law. In coasideriag’thew two situitioas, the Board concluded ’ 

. . _ tit it should not set an rccountiq &dud with whibh the recipient entities could 73 

mt comply and, therefore, accepted the pressat bxsir of making trxnsfers to tkm es 
&a krir of reco@ion of revenue by them. However, the Board believes that both 
the collecting entity snd the r8cipient entity have the iesponsibility to disclose any 
violation of IAW aad, to provide, as supplemeatq infonnstion, if estimable, uwunu 
by whicb,tbe hurt fim& msy be over- or uuder~haded. 

. 

Comcept~+ Crlterk fbr Accnml and Limltmtkar l II Tbelr Application 

1. 
178. ., As mentioed earlier, this staadsrd reco&izes both it&rent & cextain 
practical limitations on the qpliution of the rcorual concept to taxes md duties. The 
conceptual critcris for f&l rcctil rccounth~ fo! uxes and duties are the uthrlyiq 
trouble events; a pmcondition for the gdvemment io mscrt a demand for payment, and 
e danad date itself. A dermnd dste conceivrbly’could h as early (IS a dste 
collum~ous with the underlying +nts. 

,_ 
179. The mderlybg tax&k events ConcepttulIy. certain Government taxes and 
duties Gould bt ucmed based on pMiculu evenu, and uruin otben on events that 

‘. ~&-place over-r.prriod~~Exciw~trxe~rrtd~cwtomr.duties~ue -exxatples oftaxes,bued 
00.putiCd~ events (sdes or hp~rringqpd~)i Individual md ~~rpotati~n income 
taxes l re examples of taxes based on events thst trike place over e period (e.g., iacome 
cud over the course of s year). Indeed, some uxpsym who prepare rccal-basis 
finrncial statements for themselves non?rally rccnie taxes due to the government ,+ed 
on the undcrlyiq events. I) _ . 

180. Data about underlying events is supplied to collecting entities through returns hid+ , 
rcsuirrd to be filed by taxpey’en. Unfortunately, non+ompliaace with return 
rquhments is estimated to rriount for more than S 100 billion umunlly in 
Wllhd taxes. Only e relatively smell pohon.of this rmouut is ultimately 
collected ~throu@ the enfo rcement prousses of the collecting entities. Estimates of this 
UX grp nude from time-to-time have provided some information to guide eaforremeat 
efhts with rqect to puticulu groups of tax peyen. but do not provide sufficient 
infornWi00 to establish claims rgGast individual non-compliant uxpsyers or defrotd 
grouFir Of Xb0Wcomplirnt trxpym. Thmfore, thk underlying-event criterion for 
re~6niti0n.w only k rpplied to the extent that taxpsyers file tax tsturd or the 
collecting entities’ determine throw their enforcement processes that specific non- 
oomplirnt Uxpsyen owe or ahi&t owe taxes. 

181. The demand da& To obtain taxes end duties, the government murk demand 
tbc payment. The criterion for revenue ticogaition under tbis concept could be that the 

‘ha if l ll UXpIprs filed nturas’the underlying event criterion for most taxpeym is their incane 
for th ~~~ Y~r. dterus the govcrnmett~*s fu~rl ycu cndr September 30. Rerencly required l stimeted tu . . 
PY==~~o~~~U the problem of tnMuhn& irxes bud ‘on an’ ‘utificial’ nine months period end& 

cbad~ YW Wrpryen whose 
December 31 could ‘be disproportionrte. 

income for the following three month ‘stub’ period eadiag 

,. 
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demand date for taxer and duties il the snme 8s the date the underlying taxable event 
oacum or over the period that the undeily- txxeble eve&t occurs. e.g.. es texrble 
income is, e-cd by the ,texpeyer. Howevar, dentend Qtes presently defmed by . 
itiblished r&smen~ ‘proci+er et? the d& bymenu are required to be received by 
the collectinS entities. They it&de .&es for tithholding end estimated tex payment 
AS well es the firyl due deter for tex returns. These drtes provide rdminimrtive 
convenience for uxpeym and gene@y Jrg,;the underly&tg even+ Beuuee of the 
emph@s on crab, those peymehs &de in l dvetke of dui deter for pIymeat ui,not 

~, &fe+,f~r rccotk+~ purposes. .P~st+te t&es as 8 result of taxpayer failure to I.i.3. 
.- ‘s. amply mth estebiished’ #iyt& d&r rti Dot rccrued until the collectiag entitier 

re+y lap +x .~ypyjf~~ su$trxpeym, or uatil the collectiq eatitier demninc 
-y?esp $++f ~ryyt@tt pmctis$ $$t ‘$e, Goy~mmcnt her (I icgrlly eafomeebte 
cIiial. only then are +Ta&lii~ rpaiurls ai~er$d under this nmdud. noee d&r Iag 

) 
tiY&&&,g.~g”~ .& ~ &A;;+ ‘io dhtcrmine ~ rcciurl. The 
;forrii;&nri&nid +.u&om && i&li&;iq; oi *e dcrmnd .crition. tiah 

rrguab!y practical &i&t f&r &X&II the conceptual basis for •CCNI~. 

~ 

‘; 

: ,. ‘. ., : ,. ,.’ ,, -. ” 
’ ,- “, 

I 
182. Although relevant to the ‘cost of the Government tram en ecditomic . 
pnqctye, to Gchhtt@t f+a! policies, i@ to performance eveltition of 
GOtfemmm WC$ y$ffh (be Biurf conc!udetj not to require information on ;tex 
qediairts’,~c$ ixpqdth~~s ihrt f+ehl lewr tequife othen to mxke, i.e..“directed 
flOV, Of moUrk.'~ ‘w&e e vui’ety of opinions unong Baud members oa the 
seed for this id&&i ‘btd dkerh *rsooot &en for not requiring some form of 
discloniti, but ell BM mknben r&eed lhrt &vent amounts are not ~ormdly 

. 

mean@ under preset? +ounting concepts. However, informetion may be provided 
lnrdci ~in~~ifauytq~s~~~~t out+ Q ficiel statements themselves. 

&me Batcfltr of tt1l8 Standard 
, 

. 

183. Some of the ktiefttr of ‘jhe me&l Irquinmentr of this rtaodard: 

. ‘Reponing the ‘ecatuel rdje?t’ es e sepamtely identified rdjustment of 
Uxes lad' duties &Alec&d. This, presmes needed cash-basis information. 

. Improving the data for both rccn& end cash-basis informrtion. The standard ’ 
l ccomplishes this becrux rll transections for which rccdunting cc&d be 
performed under the standard will need to be processed. Some of these heve 
not been recounted for in put financul reports becew of delr)s in proceasing . 
tnnv+lla (It the elfd of the yeu. 

. AOC& of rsseknents., &counts receivable would be accrued hsed on 
Mtms filed~ iaforaemant rctions taken through the end of the petiod where 
mh rrtunu or rctionr have not yet multed in cash receipts. A,stetistiul 
dttuu df the effect of this e&nM es of September 30. 1993, discloeed 
l pp@kutk~ S29 billion of net accounts receivable after deductitg xn 

* ilI6~ f& \irjcb;~ectibl~ exnounta 06S42 dillion. Heretofore, net..accounu . y 
. . . i,l _-.. . .; -. -iab,ilc,* &.;.i i;i bi; ip ixce~+f-t,OO btllton* The rcco\tnting 

* W6iteats for rcenrrl s&Id furtIter improve the rccurecy of the amount of 
.* 
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LCCC ;mts receivable. 

. Recognition of refunds payable will provide some indication of the lag in : 
‘3rlaking +unds to taxpayers. 

t 
im~o Things this Staad.ard Dies Not ‘Accomplish 

/ i84. sole of the th&ly~thAwstmdard door not l ccomplirh: 

. kecoghizing eks after the close of the tiportiq period, such is cash 
received on later due drtes. ,&en if the receipt results from the underlying 
taxable events of the period. For &nple, unemployment taxes for the 
Septembei 30 qua& are dida Odor rod will be recognixed in Ootober if 
receivedon the? October due date. 

. Deferring recognition of revenue for (1x +aymcnts that may be received before 
the &mad or underlying event. For exrmple. vohmury over-withholding by 
taxpayers will be treated AS ‘revenue. 

. ~Recogaizing CO~&MCO l ssessmeats and pryrssessment work in process or 
‘refunds before oompletion of the es&smear processes. As 1 result. variations 
in the speed and effectiveness of the ~ttrhcnt~proccsws will affect the 
amount rccrutfi at the qd of a’ f-1 petiod. Another result is that recounting 

b. iaforinrtion relrtive to m eisuqment of the performance of the compliance 
functions by the eollectihg entities will not be rvtilable. , 

. Recom ‘the tix &p, i.e., taxes (which, include duties) due from 
‘unidentified non-compliant taxpayers &d. importen. As a result, this large 

bd 

> 
1 

potential source of revenue will not receive as much attention as it would if it ’ ’ ’ 
I could be made a formal part of the collecting entity’s rccounubility. f 

. Accounting for “tax. expenditures,’ whicl~ may contribute to the programs of 
rQorbg entities, or “directed flows of resources,” which may substitute for 
progrua costs which mtght otherwise need to be incurred by re&ming entities. 
These uaouats are vey large in nhibn to the ‘on budget” program amounts 
which are measured by accounting. As a result. these materially important 
perform~~e and COSI related data may not be fully considered. 

. 

Aecomathg Systems Changea 

185. The IRS rccoun~+tem at present does not account for revenue 
U8nsnctioas on an rccnvl b&s and. therefore, does not establish accounts receivable, 
refunds payable, and the rllowir+ for uncollectible accounts on the basis of the flow 

“. of all the various events and transactions affecting these balances. Instead of being an 
reorual l ccountittg system, AU ~~ssm+ts are reoorded in an operating ftle not 
designed to do rcoounting and not operated under l double entry concept where the 
revenue effects of ~ssmea~ts are determkd. fht operating file, for example, .- ..- 
tilu& multiple ass&& made for tk sune ,wt clrim so that the IRS can pursue 
till potential sources for the plytnent of @at olaim. h a result of the present 
hiUtion.s of this operating ftle, to deter&e the l counts receivrble at my point in 

. 
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time, the IRS must m&c I st+tisticrl prdjec$on of a represent&e bmple of valid UX 

~1hn.x The potential error in the estimates ma+ to date have been material, i.e.. Q 
,, ‘.’ excess of t5 billion:, 

I, .‘, .,.‘; 
186.’ This ‘rttd@ c&templates thnt systertis mnd accounting recoids will be put in 
place to.penitit the accurate determination ind disclonvc of rll revettue and cash 
tranuctions which are reflected’ in the fomd assessment process. By trerting 
information relating to cotripliance rssessments, pre-assessment work in process, d 
&mds before ihe completion of the assessment process as supplemeaury infomti0S 

this ‘-dud contemplates Uat ‘8WisticrI estimates. rather than transactiondriven 

(I 
I 

‘./ 

.’ 

recounting systems ‘and auditable subsidiary recounting recbrds for individual 
taxpayers, may be used to provide the dollar values for these iaprtant revenue- 
related items. 

I ( 0 
Disclosures, Supplemenuty Infomution. md Other, Accompanyin Infotmation 
(,. ,’ 

“‘187. This rdditianrl infomtion will help users of’fedetil financial repot& in 
. 

tmdcmrnding the fOllOwirig: ’ .’ 
‘, .s ‘, 

l87.1 Cotipoaentr of the revenue~stre~m. By disclosing the dollu 
amounts of the mate&l types of trutsacttons reflected in the required ‘modified +h 
basis’ revenue stream (from ‘tit+ recognition by the established &ssment process 
thmu8h cash collectioti and refunds), imporunt rccountrbility infotmatton for 
ovenight,and perfovgce evaluation will be provided about the tax collection , 

.! function. Providing as much accurate end deuiled informruon IS possible about the 

.i, l taual,fIow oftcxbyer fun& (now over $1 eillioa) is important because thb 
.1 /L rdmmistmt~on of tbe collection furiction is to some ,degree discretionary.” 

., 

/F , 
:h; 

1872 Cash ‘flow& By disclositt8 cash flows by type of tax md tax year, 
l curue historical, infonnrtion will bep&ided about the source and @mitt8 of the 
uuntal flow. Matetirl trends in colletition’ rri&rehmd patterns may k apparent from 
.rh compantive fuuncirl ‘statements p&ented l d by reference to finracial statements 
of .prior periods. .Both the ability to rccumtely fore&t future flows and to understutd 
the speed and effectiveness of the Collection,function should be enhanced ‘by this 
hformumn. Also, aa indication of the degree of potenorlly correctable *error’ from 
the use of l modified cash hsts of rccdtmting’ should be provided by this cumulative 
‘ash flow data. ’ 

* 
187.3’ Other Lbrworkatcd‘inform~tkn. Disclosures about categories of 

@CCOuIIO receivable provide additional infonastton about collection problems and 
timing of future cash flows. At IRS, different categories of recetvrbler vary 
consrdcrrbly in tetms of ultimate collectability agd ttming of collection. 

w 
187.4 OIhr’r potentially reportrbk revenue. Supplemenuy information on 

compliance assessments md pre-assessment work in process and on refunds befdre the ’ 

“wttt to Iaw. Ctmrns establishes legal assessments for fines in amounts which frequently 
-Mb exued the vdu~ &he goods, then subsequently abates the fme tb I fiction of that value, also in 
uw with applicable Ia?. Full discloti and explanation ‘if practice should rid better undtnunding of 
tbes@&f&j~. f CC 0 US&t!t~t& rb8Wments; and ‘~;hddll&ctjb~ j&&‘&p&&j ‘ti &to&s in itr &s]onucs 
sequited by puk65. .., 

. --, . 

. 
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completion of the l susment processes provides indications of the amounts of 

potenttally accruable revenur. If such amounta were ultimately accrued, the :accrual 
adjustment’ on a modified cash basis would be convetted to an “accrual adjustment” 
that cami ,closer to an l stitnate of the effect of full accruai accounting. Some or all of 
these potential aqouttts recetvable .attd payable may become measurable by the 
~ol1cctiq entities, and the Board may ‘require their acqrurl when the collecting 

’ +itiU’ ‘tllAM@llCttt S)‘ttcmr UC imprOVed 

. ‘, ..187..5 s ~Shuimg of ~tbe,hwomr4u~ burdca@k rccompauyiq infornution 

about the ,tax:.gap and IRS historical information showing .income, deductions, and 
cdits by income level (aaaets for corpontions) respond9 to there concotned with ‘the 
extent of non-compliance with the lawa and how tho income tax b&den ia ahared 
anion@ compliant taxpayon. 

,. 
-1-87.6 -. Ad+Wioit of4he4asx-Lwr~.by tbo colkcting yeackr 

~Diaclosures, supplemenuy information, and lother accompanying information provide 
a more complete p~ctttre of how the collecttttg age&or am functioning. This 
infotmation ‘may be relevant to allocation of resources to collecting agencies, to their 
performance l ppmsal. and to their overstght. 

. Supplementary information on compliance assessments and pm- 
issesment work in proce,ss and on refttnda~ kfore the completion of the 
‘asnasmmt process ShQWS the backlog in procouing assuments and t’etimda. 

. ,The disclosure and ntpplementaryinformation with reap&t to over- 
and under-hrodmg of the tntst funds identifies ~administrative problems to be 
OVOfCOLIy. 

. Diac1osureof~abatement of aaseasedtaxes with respect to non- 
. compliant taxpayers ($37 billion by the IRS in 1993) provides some 
informtion about th~rdministrative discretion exorcised by collecting entities.. 
However. no ittformauon is nqutred about reductions of possibly material 
amounts in compliance 1s8essments uid pfc-ummncnt wo* in process as a 

. result, Of the resolution of oxamina t)ons, investiptions, protests, and litigation. 
Therefore, a~untittg ropofta Ml1 not include data dout these processes, 
which involvo an even hi&er degree of administrative discretion than the 
formal assessment procoas. Nor will they provi& data. e.g.; compliance 
assusmenu made dtkng the repotting p&4, that might be related to the cost 
of compliance, o.&, salaries of revenue agents and related administrative costa. 
that might be relevant to evaluating the performance of the collestiq entities’ 
compliance ftmctioa 

188. The oxposttre draft proposed that available information about the nonexchange 
revonuo grp, including the tax gap, be provided as ‘other rccomputying information.’ 
This infotmation would not have been subject to audit, and the auditor’s toaponaibility 
wouldhavo been limited. to .reportiq if .&~as.tnatcrially tnisl+in~ in li#u,oftlte 
information gather4 duriq the rudit Substantially all-of the revenue -grp ia the tax 
grpkuurdutiuuctcchniullyrtypcoftu,rotheBouddcoidcdtodulonly 
with the tax grp. The sources of noncompliance that cause the tax gap include 
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uorcpone~ income, overstated exemptions; and overstated deductions. The largest 
component of the ux gap, relates to income taxes. IRS originally es+nated the m 
income tax gap at 894 billion for tax year 1987. The pr! income tax hap for. 1987, 
which is the gross income uX gap less the catimated amount that has been or wih be 
collectidUumtgh RWsinf&cement effotts, ir’how estimated at 872 billion. Thus, 
with respkct to ‘1987, later collections Mm noncompliant Uxpayers are about St2 
billion. Estimates of the income tax gap cover only ‘taxes on legally earned inoome of 
individuals and corporations-not taxes owed’fromillegal krces of income suoh as 

” 
>x& 

dty aodprDmtttioa” ,,,I ; ,’ 

:b 189. Estimates of the tax gap by IRS hwe ken made from the to time. Congress 
.‘. meetly concluded not to authorixe a kiifeni study? and there. is no prqat pl+a to 

doct anothe~‘one. On the other hand, Custottu otakes rstioutes of amounta due 
from U+owtt tt&~mpliknt iutporten.. The’ ‘Board ooocli+d. tharnfote. that .th 
standird should riquire only that any estimates by the Gobament of tbe tax gap be 
preeeoted when they welt relevant, i.e., provided reasonably cumeot infonn~tioo ,is 
r~~iljblci, ::; , ,‘I’, i’ .’ :. ‘! <,, 

‘, )’ :_,ti ’ 
190. Some respoitdeots to the exposure draft believed that tax gap information is 
important, but others believed it is too tmpmcisetobe a rcquikd disclosure. The 
Board koiuid&d ~est&lishing a new categoy ‘of information- ‘Required SupPlcmintij 

.., Stewardship I~ormaddo’ (RSSI) for the ‘unideotificd persons or endtics’-portion of 

. the irx gap: Thiicqmpt is also.being considered for appiidation to certain 
‘Stewardship’ Information? The Board concluded that for the time being this standard 
ahonld aay that l vaiiabie information about the tax gap should be provided as other i,, .J. accompanying i&&ion. ln’additt 3’10 the rax gap informatioo rcqtiiremeou (see 

/I, pan. 69). other accompanying information is requtkd or, peimitted under cenrin 
circumsunces with r&pat to (a) the rhcome tax burden. (see para. 69). (b) tax 
expenditures (see para. 69). (c) directed flows of ic&rccs (see pan, 69), and (d) 

.,. 8% revenuc’forgone for cx$tange transacuoDi (re para. 47). 
., 

19 1. The’ Board intends to review the requirements in ‘this standard to provide other 
rccomp4oyiog iofommtion when it oonsiden suodards for the Managemeot Disctuaton 
and Arulysis~(MDBA). The Board.may decide to modify the information requimmcou 
wheo tt considers the degree to which this information should be subject to some sort 
of audit scrutiny: Auditing~standarda for the MD&A have tit ‘been established by. any 
auditing standard aetten,khding the Comptroller General, who establishes standa& 
for l ttditors wbo audit federal orgutrutioas. prtigrum. and activities. It is expected 
that audit standards for an MD&A, will be considered by the Comptroller General’s 
Advisory Council and standa& may be set later by the Comptroller General. 
Puttculu rudit rquimhents for h+lD&A may be set by l greemeot between Oh+fB md 
GAO if corsistent with any such stand&is thee existing. When the Board’s project oo 
MDaA is considered, OMB ‘and GAO phn to give consideration tc the auditing 
quktiots for htD&A and to the cotkept of RSSI. 

33gor &ails =. Net ?&g Gm m Gab w (Suppkmeot to Publication 7285). 
PubliGItiOO 1415 (d-90). bUmal’ Rcveouc Semce; .&I w Act- But a Ca 
m GAWGP94-123, May 199.4. 

,..: . ,, d 
Y+ Tax compIiMoe kemueomt Pmgram (TCMP) planned for 19%: 
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Tax ExpendIrma 

192. TAX expenditures Are estimates of the revenue forgone because of preferentirl 
‘provisions of the .tlx rtructure. They Are due to specirl exclusions, exemptions, 
’ deductions, credits, difermls. And tlx rites thrt &put from A ‘b~selint.” These 
exceptions ore genenlly intended to Aihieve public policy objectives by providing 
benefits to qualifying individtuls or entities or by encoumging prniculu rctivities. 
fhey~rlso mry ‘be~intended to imptoW PAX l guity or,ofkt imperfectionsin otherp~tt~ 

: of the ux nNcturc. .TAX expenditures,Are no1 revenue. They Are not inflows of 
‘. mpmcis to the reporting entity. 

.  .  193. The foIlowing M ,somC eXA~pkS Of tAx expenditums (with estimAtes from the 
hAMy DcpArtmen~,~f &e revenue forgone in FY 1995): 

‘. 

. the exclusion from gross incomc of tbs housing l nd merls provided militAy 
personnel (52.0 billion); . 

. ux credits for expenditures to preserve And restore histoni structures (SO.1 
billion) md,to produce •~~te~tive* fuels ($1.0 billion); 

. 

. ’ eXChUiOn from gross income of employee ~OmpenAMiOn in the form of herlth 
kumnce premiums And other medicrl clre (SS9.4 billion); And 

. deductions for mongrge interest ($48.1 billion) And stAte And locrl property 
trxes ($15.3 billion) on ownerqccupied homes. 

194.. The Borrd considered ,A propovl to quirk l Acb reponing entity to provide 
suppkmentrry information on trx cxpenditums~ relrted toits mlsslons. The amounu 
reported would beve been the Trersiq et’s estimates that are published in 
the President’s budget 

195. Those who supported rhrt proposal believe that this informrtion is relevant to 
evAhAting thy performance of Government progmms that h~vc related tax 
expenditures. Some of these ux expenditures rre very closely tied to prognm 
opemtions. Then m less closely, tied to An Agency’s opemting activities but.still 
rekte to its mirrion. For exrmple. the preferentirl treatment of owneroccupied homes 
own k r&ted to HUD’s mission to promote good housing for the Muon. 

1%. F-ore, policy maken May eomp~re chnges in tax expenditures with 
chnges in direct budgeuty outlrys. They did so. for example, in 1983 And 1993 when 
they innused the uxrtion of &t&l ,stcurity benefits but AlternAtively could hrve 
reduced the eost*f-living Adjustment. In ways such As these, the reporting on the costs 
rod Accomplishments of An entity is incomplete unless it includes the trx expenditures 
related to iu missions. 

197. The Borrd decided not to require suppiement~ry informAtion on trx 
expenditure8 in component entity fmacid sutemcxus for feveral reasons. The 
d+faition of the brseliue for. cornpAr@ is in. p~n.:A. mrttq of valuer md. judgtiient. In 
some cases the rssoci~tim wiih puticulrr progmms is not suffxiently deu. 
F-ore, the informrtion is AVAilAble ekwhere now. However, the BOARJ Agreed 
to pmnit rope* entities to pte~eat, As other Accompanying informrtios information 
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on tax expWi&tbre~ thiif~th~~‘feporim~ entity ‘considtrs rclevhi’to iti ~ogren% it’ 
‘.’ suitable expirnruons and qushficrtionr UC provrded. 

;! 0 

‘, ,/.. : ,” 

/.. ..,. -1 Dirrcted Ftowc of Rcmwcer _’ 

198. The Board considetid a prop04 to require each cnticy to provide 
supplqmenuty sstittq~r of the material ant+1 expense. to aonfedenl entities of 
existing Iderg Jaws W p@+y &htc~ with itsprograms. The feqiircmcat + 
wot$d havebeen limitedto regt@ions that establish standards for the c~ctexi?tiCS’ $; of products or for the methods of production. or that tidste expenditures by stste 
A@ locd .govemmeau. ?heae .@t~tp would not necessuily have inclt~W 
OonpecuttiVy CON. $hough not&tttiuy .cos~:might. have been included to the 

I’ &t&t identifuble. Eath,.gn~ty.~l~rq ,wo,uJdhsve’ provided my rpptop& expl~nrtions 
about availability of data and hmiutions on the reliability of the estimates. 

” y, ‘.:$:,’ .: ;, :‘.,.“ d_ ,;;: .;, i.,‘:,. 
\ ‘..,, 199, Advoo+tes of:,the propbul;klievr’thrt,the,,Govcmmcn~ pursues’some of its 

g+ls by ri:&it-@ sutgs,’ loa!, go$qqi&i:@d, p&it& ~entitgs to spend funds for ” 
spooified pub& j~u@er.“Fgr e&pie, t&Governt& may require states to extkd 
the coverage of Medicaid,. ~otnmututies :to, hav.e water treCtment plants thit meet 
Government rrgty syldards; fvmr to rninimWz~eir Yorkers’ expostp to rsbestos, 

\ UKI rutomobile m@tf~cture~ to ins@ll air bags. ,Whenthe ngulrtions apply to state 
< 

and local govetnmenu, they are generally &led ‘ntifunded mandates.’ 
L 

200. The costs and fiicing of federal reguirtions do not flow through the 
!, Government. but their effeck are similar.to the effects of direct federal expenditures , 

I and revenue. Fundamentally, both r@AtiOn and federal expendtture rllooate resouroos _ 
to tk PUQOKI specified by the Government. The cost of reptirtton includes 

1. ,.. .‘>( 

!’ 63 

rquhions imposed in the pan AS well s newly issued regulations. Furthetmore. 
p expaditure requued ‘by regulation~tna~ DC an l ltemattve means of achieving the time d _’ 

1, .. / II public policy goals as direct federal expenditure or other methods. For exuaple. 
Midi+ cbVW8~C mry be extended w&or wtthout more federal grants. 

201.. ’ AdvoWes of this requirement believe ,that frnrncirl reports that omit imponrnt 
firu+l, dfecu of Govemgenul action do not fruly present the results of the 
Govertrment’s. operations. .Sueh reports fail to.rchieve the objectives of federal 
fhtutW tzporung.’ They believe that the efforts and accomplishments with which au 

5. q& pbues its goals +a,& properly .rsseucd only if rhe financirl reportsincltide .’ 
l ll.malcrirl infonr+ion: This mehas that the reports should bring together inforauuon 
About the net cost of opersuons. the .tax expenditures, and the dtrected flows of 
WOOUIWS rht UC intended to rc&eve the same or similar missions. 

202. The Board decided not to require supplementaty information on directed flows 
for seveml reasons. $bch of this inforktion is aot.rvrilable now and will not be 
wrilable to pmpuets of ftincial ‘&p&a .without added expense. In some cases the 
est#tWes would he vety imprecise. Fikly. most Borrd members believe that the 
rope of Govern& t fuvlrcial reporting should not extend to flows of finrncirl 
matrces ,tht me not inflows to, or outflows from, federal Government reporting 
entities. However, the Board rgrecd to permit repotting .entities to present, as other 
,ASmpmy& ..infon+kmAaf~~ti~n .on,directed flows “of resources that the 
mpWingeWy considers relevant +its programs, .if suiuble explaxutions UUI ‘1 

:a qLdificrtionl Are pmvidcd 

‘- 
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OTHER FINANCING SOURCES AND BUDGETARY RESOURCES 

E :’ 

General Principks 

203. The sund;rds for other financing sources and budgetary resources should 
satis@ wveml of the objectives’ of fmmcial reporting such as: (1) explaining the 
relationship of budget& resources obligated to the net cost of operations. (2) showing 
bow budgetary resources werewd~andthe stati of budgetary resources at the end of 
the periobsutd (3) indi&ngtheeffect on.& netresults of operations of the entity of 
all the frnrncing sources used to finrnce the net cost of operations. However, 
fiarncing horn B finuicirl rcconnting (proprieuy) perspective is different than the 
budgetaryreMuntingperipcctivc.- : ‘,, 

.’ : , 
204. The budget is the primary fticid pluming end c&ml tool of the 
Ctovemmen~ Its objectives, ,tib rs pluming resource allocation. ruthorixing and 
oontrollit$ bbligatiotis, pluming cash’ disbursements, and raising revenue, differ from 
tboee of f-id qorting where the fgur’ is on net eo,rt of the entity’s programs and 
rctivities and stewardship of iu assets and liabilities. Differing objectives are 
responsible for some but not 811 of the pny differences in these two finincirl 

1 I .-, muu~ement toois: Differences in stududs for measuring &td reporting budgetary md 
frnracial information, Coupled with’tminlirble data; have caused financial statements to 
be amder-tttiIixe$. by,Government managers, ‘the budget community, and others who 
might benefit from ftnrncial ‘infonnrtion. 

II. 
Rdmcimg DMereacu 

I 

205. :The problem of ~unrelirble data is king l ddrsssed through fmcirl, stntement 
l uditr tht will iblude both pmprieuty and budgetety infotmauon and improvements 
ia frarncid mrnrgement systetne. These federal accounting stander& reduce 
mneeessuy differeitces between the informdon repotted in these two tools of 
f-4 management and rquire rqonciliations and date to explain necessary 
differewes. This should increar~ the utility of the fmraciel planmug end control 
infomaion provided by the flow statemints in general purpose financud reports and 
enhenoe tbe usefulness of the other rccountibility informetion pronded. e.g., the 
Bdance Sheet This should occur becew those who focus on the budget will better 
tmksta& the fwial statements and find them to be reliable and useful reports. 

. 

I . 

206. The new recognition and mea muement ian&ds for financial accounting adopt 
budgetary flow concepts for rpproprirtions and provide consistent flow standuds for 
nonkdgetrry resources. Auxplained earlier. standards for recognition of 
nonexchnge revenye repotted bj Gchcrrunent hities reflect legel ncpirctpenu. 
Thw chang& make the reporting on frnrncing for entity net costs more consistent 

~ among entities and more comparable to the budget. 

207. However, diffmneer inherent in the different objectives of the budget end the 
firvacial statements must min. The obligation basis for the budget differs from the 
costs-incurred-basis-for-the frnrncirl statements. This. difference must continue in order 
for both types of inforrtiationto s&e’ their rirrrpo&s. !&me budgetary resources are 
used to invest in uwta and themfom ut not reflected in-operating costs. Also, UI 
entity may incur costs that wets covered by previously ‘jxovided budgetary resources 
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,.t (e.g. depreciation), cosu not yet aovered by budgeuy resources (e.8.. l ccrued umual 
leave), or costs covered by budgetary resources of other entities (e.g., rame pension 
.costs). Continuiq $~ese ,di!Terenccs in the l ccountiq reports 1s essential if fwial 
statetnenis ek to report co#t iaf&nati,on that tea be relrted to ~ptities’ outputs end if 
the sutqnenu are to report other iafotmtipn on the resources over which the entities . 
art l ccouauble~ These retneining diffenncer need to be expirined in the facial 
statemintn io increue the utility of the fknciel statemenu.~ , 

;.“, : 

wii Budgetary Praceu ml Ih Lbllqe to Acco+6q 

208. The wet controls obligations and thus ultimetely controls expehdhrer by’ 
Gowrmnent entities. Itj this acne. it @ &out their outflows of resources. Convmcly, 
tk wit tacker inflowa of resources ,rveilrble to component entities to finance 
expo+mr. The, idown am ieponcd ia.@e frnrnciel statements u revenues and. 
other ftarnciq SoWccs (C.8.. rpproprietioas). 

I  .  

s 
89. The byachy proceu bvides s component entity with budgetary resources 
threw@ e,ppropri&h rcts. Budget ruthonty mey be provided in the form of 
rppprirtioas. borrowing ruthority, coauact ruthority, or spending ‘&ho&y from 
6fkttin~ &hai&s. Aa rpproprietion mey m&e funda rnilrble from the Geaenl 
Ftmd, speeiel f&k or t&t funds-inclu+q emounu received from earmarked taxes- 
or may rutborixe $e qending of offsew colleotioar credited to expenditure 
eooouote. Budpwy reao~r aI& include tmobligrted belences remaining from prior 
repon& petioda Fad l nuinber of rdju+entr (e.g.. recoveries of prior yeu 
obliytioas). Execution of &e wet iacluder the obligation of budgetary resources 
end the outhys to liquidate the obligrtionr. 

. 210. Borrowiq @o&y is sometk&sed insteed of rppraprirtions to imx 
obliptionr endmeke peymeou t6 liquidrte them OUI of borrowed money. However, 

I 
bormht~ money under this ruthority does not change the act position of the entity. 
The ~liabilig crated by t&e borrow is recorded rlotqwith the related l sset (the 
urb borrowed). Repeyment of the liability .lrter will normally require the use of en 
offwtting collection or en rpproprirtion. Assets required as a result of borrowing mey 
be later emottixed or written ‘off eii’ become pert of en enuty’r costs. When this 
Occm, or in the unusual cvent’that the borrowing fiPlnces expenses nther than l seets, 
tba entity’s net position will be reduced. 

. 

211. Convlct rutbody is not e r&table financing source becruse it only ellowi ’ 
rgemcics to incur obligrtionr in edvance of receiving funds to pey for my resuitiQ 
lirbiiitier. The fun& to liquidate my resulting lirbilities will come from en 
l pproprirtion or offsettiq collectioas. For finencirl sutemeat purposes, I fiornciq 
mmee ia rewgnized in rccordutce with the rpproprirte rcqoun~ sundub for the 
type of fraraciq received to liquidate the liability. Under pest prectici the finrrrcierg 
Vu mcopized at the time liebilitier were incurred, but under the sew standud the 
heacing will not be recogtixed until liquideting rpproprirtions ere me& l veileble, 
which mey be in the seme qortiq period es the liebility is incurred or l leter p&d. 

* 
212. Appro~tiont, including permrnent indefhite rpproprirtionr, M the moq 
tidcly ured form of budget ruthority. When obiiyted by orders for, or reoeipt or 
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provision of, goods, tCtieet; or benefits, they rq rehected AS obligrtiona k-d.” 
When used, eppmprirtiott~ rre recounted for u ,m inflow of resources (i.c;., an other 

. fia#ttcin8~ 80urCC) in CdCtiting hct WSttkS Of, OPeretiOas for tbe rePottill8 period. 

213. From the budgetary perspective, rppropriati~t~ in&tde dedicated tax receipts, 
such IS Bocial Sectpity taxes and Highwry Tmst Fund excise taxes. From l 

pmpheuy perspective, on the other hand, uitexpended &propriaions do not in&de 
dedicated tax receipts,, becruse these receipts rre rccouated. for as nonexchange 
revenue. Therefore, rpproprirtiotts used do not include dedicated tax nceipu. thus 
l voidin8 double cOunting of these emouttts es fraurciq sot&es. 

214. The l ccotuttin8 treetmeat for nco8nizin8 ‘rpproptiatioru used’ u I fmmciq 
source puellcIs the t~@etmy recounting for exjmded qpmprietioas. Expended 
rppropdiotu UC. ncoghized when 8OodS end +ces ordered hve been &limed, 
When h&fits ti‘peirble to t&&n& or w&n fut$s rvklable under l grant 

rgreemcnt ere peyrble. end there is aa rveilible rpproprietion to pry there uttounts. 
Uoder this standard. th+ is rlso the, time when ‘epproprietiotu used’ is reco@ed as 
a finmcing source ia the propney eccounts. 

2 15. Thus, et the time e lirbility is established which will be peid by an rvrileble 
,: _ rppmprietiott, rppropzietions UC cbnsidtred used. Liebilities should be established itt 

l ccordum with SFFAS No. 5. Under that stand&, a liability can be esteblished in 
~venl weys, end&eqpe of~ttattsectiqWat has occurred ,goverm when e liability 
hu accttrred For exuaple, gnnts tea k provided u&r differrut masactiotts. Some 
cam he provided without my quired exchnge of service with the federal 
gommnettt, while others truy fe@ire specific activities to occur before the funds em 
l veileble. 

I 2.16. Providing funds from aa rpproptiation does not aecertily cause the 
mO@titiOn of e finrncing source if that peyment is ID advance. For exrmple, UI 
ettcitytriey~rdvenci’ funds to .A gnnee under the gnnt rgrekment. This should not I cause recogaition of r-fmroc’q source. The recognition’of,epproprtrtions used would 
not occur until the granue’me& the tmpirements that allow it to use the funds in 
rccordant~ with the gmttt rgreement. 

217. The focus on net cost nther than on mtchitq. frnucitq with expenses es 
incumd provided m opportunity to simplify the l ccoutttiq for rpproptirtioas end to 
ehmitute one of the differences between financial end budgeury rccouatin8. 
Reporting entities will no longer have to defer recognition of appropriations used nor 

. l cme rppmprirtions before they become rvrilrble. 

. Recopitiw was previously defetkd for rppropti~~oas used to frnure 
capitalid tmnnctioas, such es khe purchese of l faxed l set or the amking of a lout 
under pretredit‘refotm pqrutts which hve not converted their l ccouttu to l pmeeat 
vrlue hsis. The UIC of ftaencing was prcviousiy recognized et the sune time and me 
that depreciation bf the r&t’s cost ‘wes recognized IS an expense or that bed debts 
expense wu fecognLed ott precmdit reform receivables which had not been 
converted to. present velues. 

“AnmtaU l pproprieted to liquidete contrect ruthority or repey debt are not rvrilrble to incur new 
obIigrtioas and hence are ‘not coaside~d budget- authority. 

Volume I, Version 1.0 
February 28, 1997 

9. 1 ,I 
t 

. 

. 



,, ” 
., 

<,.$& : -. : 

SITAS Nfi 7 
*. ,. 

. Accnul of appropriations as amounts receivable was sometimes allowed for 
costs iricutred but not funded until after me period the costs were incurred, such 8s 

* subsidy, reestimates under the Credit Rcfoti Ak!. Re&~te~ of subsidy cost for 
credit programs are made at or after the end of a period for which the reestimate 
applies and for which an expense is recognized, but.the permanent indefitijte 8UthOri9’ 

is not available until the following period. When a finanking accnul was not tid for 
tutfunded expenses, the unfun~d expenses were removed. from cumulative resulta of 
operations and reponed aeparatily .in net position’as future funding requirements. 

.‘.J; /’ 
,R”’ 218. l&e changes elimiriate repotting invested capital and future finaacin8 aour~~ :“’ in equity. Th&:tko tqttity’a&mts did not prOv# aktmte information kcauae 

invested &pi+ was never expected to be returned and future financing requirementa 
did n&‘covir‘all future fkncing needed but only that amount whtch had been 
recognized as expenses. 

2 19. A$a&prcip&iOn~,may provide an agency with: ihe authority to obligate 
‘kitI kxpend earmarked rk&ipii to which it is legally entttled, and its offsetting 
~collic&tns.~Most of ‘these inflowsof tesottmes afe &&led and accounted for as 
‘either exchange or nonexchrige revenue in accord’ With the accounting standards 
previously discussed. However, the relationship IS not exact between these revettues 
and related new budget l uthoiity. For example.,some offsetting collections are neither 
a revenue nor a financing source. They only &ange the form of a resource alnrdy I 
reponed on the Balance Sheet (e.g., fu@a received from the sale of an asset at book ,. 

? ‘. value). Some offs&ting,collections are k,redited to receipt accounts instead of _ 
:-” expenditure acckuts and armtot be oblipted ivithout specific appropriation. Some of 
,. them revenues are precluded from obligation in i fisc$ yirr by a provtsion of law, 
.? such as a benefit for&la that ‘determmes obligations, or by a limit on the amount of 

obligations that oan be incurred. Amotmts precluded from obligation are not counted 
is budget authoiity in that year. 

,. “‘:‘” 

220. By tiognizing nonbudgetary resources, e.g., imputed financing and transfers.’ 
the financial statements of the entity will show how its worded costs were financed 
by the budgetary reiources of other entities as well’ as iu own. 

(a) ‘Imputed financing’ sources are rcponed to offset budgeted costs of another 
entity that’applicable accounung standards unpute to the reporting entity.” The 
imputing process recognites th&e.coni in the net cost of operations of the responsible 
entity. By nflekting %n$uted financing’ in the changes tn net position, the net 
position of the responsible entlty is not affected and there IS no double counting. 

,(b) ‘Transfers-in’ and ‘Transfer&out’ are necessary to show transfers of ass-eta or 
revenue from one Government enuty to another, In the case of assets, ttie tranaferot’s 
budget reflected the original expenditure for the asset, but the budget nor&ally does 
not reflect the subsequent transfer of the asset, The transfer changes the entity’s 
ft~tictal position at the time of transfer but not its net cost of operations. Therefore, it, 
is roco8mzed in detetmining the net results of operations for the reporting period but 
not net cost. 

361mputed financing souses may be reported to recognize imputed costs that have not yet been 
hdeettd for Other entities, such as for pensions and retirement health care. 
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221. In the u’ie of qrned revenue, the budget may require rhc earned revenue 
inflow related to the .cntity’s cosu to be paid to the Genera! Fund or another entity. 
Reporting the mtiferaut’of such reM~ u l reduction in net results of operations 
lets &e responsible Airy propc’rly report its euriings in net cost df operations without 3 ,_ .,.’ 
incrusin~ iti net position. 

222. Dbantions we ‘hot in&d4 IS reccipu in the ‘budgek except for cash and near- 
crsh items. However. lome other kinds of donations are rlro recognized as revenue. 
Such .~vettues are permanent diffmnces between .the budget and the f-ial 
sutemenu. Donation, rekenue will ask net..kultr of operations under~thew 
standnrds. Under the skida& a+mting for donations ii consistent with ctnmtt 
pmcti~ in the private secty where conuibutionr are recognized as revenue. 

223. Costs thet are not yet covered by budgetary koukes ut &manent’ 
differences tmtil Cqgreu r+s to fiqance theg ih the budget or ~$1 pamanent 
budg?t rtith@ty liccomes rvrilrble. Un+er thk kew stand&s, f-ing yet to be 
provided for recorded costa will not be accrued. Aeoordingly, it will not increase 
cutnuletive mulu of opmtiolu. 

Imylkatkm of the Tcrr -Net Re& of Opemtk+as” 

224. .Aome.of &or ..who:cotnmented.~& &e,.exposure draft expressed.concetn that 
some fudery might infer thst thi unount of ?tet Milts of operations’ repot-& Ott the 
new Stiteknt of Chnges in Net PO&ion w&s l relevant perfonnrnce meesure. Some 
finrnciil statement uscn might draw sukh + inference ~crusc, in the privste rector, 
the term ‘net rcsuh of operations’ is synonymous wi&,.net income rpd net income is 
the ‘bottom line’ perf&uunce measure. Sit&rly, the sWement of operations used by ., 

..fe&nl~nponing,entities~prior to implemcntetion:of~SFE;AS No. 7 focused.on a similar ” 
bottom line, net results of operations. This wes the result of 5howine the flow of all wi2 2 
operating activities on I sir@ statement. For most’ govenunenul entiues, however, no I 
smgle bottom line can rccuntely musure perfonnqce. and ‘net results of operations” 
WtWtelly prondes little information on either the coIu or the benefit3 of an entity’s 
0pent10ns. 

225. The new reporting model, illustrated in EM& and Displuy. focuses on 
f~~ncrittg costs uid kponing on performance. Both gross and net cost are key 
fiaur~irl Monnance measures that can be related to outputs and outcomes of the 
entity’s proguns and rcuvities. 

. 

DEDICATED COLLECfIONS 

226. The exposure dmft proposed disclosure reqkementa for tnut funds that were 
included within t&e reporting entiy’s frruacial statementn in tote1 and for mrterial 
individual fund. The information wan proposed to provide users e basis for 
tdcrhandiag these funds mad for holding the Gov- t accountable for the use and 
disposition of emnuked collectioos. ‘Bud on comments received, this sundard 
chqcs what was proposed as follows. 

A. Theproposedstanduddidnotoomftm&&ninistercdbyrfcderal 
entity in 8 fiduciuy rekti~ttship with beneficiaries that wm not included in the 
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entity’s fiaxacirl state&. In addition, it did not cover other funds which irt of the 
sstae natueas maay trust hadi The suadsrd sow requires disclosures for these 
funds also. 

B. The ruquiremeat for.r tots1 for xl1 funds was modified. If the fuacl is 
sot materiel to the nyiortiag entity, disclosure xasy be msde ia a special report to the 
eontributon rod kaeficiuies (or their represeautiv~s) sad only disclosure of the tovl 
of these fuad9 is required.’ 

<.,: 
I/ 227. User aeedr Fuads tit account’ for dedicrted collectioas are of great iatemst to 

uaen of fodarxl fmncirl ststemeats. First xad foremost .ue the contributors xad 
benefieirries.o which the ‘Gcikataeat acedsto be rccouauble for the receipt sad 
disposition of oumsrked collectioas +ul for the bslaaces thxt remain rvsilrble to pay 

i bsaaficiatiei ia the future Or serve other purposes ‘det&aiacd by law.. orher users ut 
interested iii the ftiia8 of otbei goverameat~opentioas with these fund bslaaces. 
,; ., 
228. External usen of federal ftnracirl reporu sometimes misuaderkad the 
rektioasbip of these fuads. es#ecially trust fuads,’ to the Government. Very few, ’ 
Governmeat trust fuads ue held, ‘iit trust’ ia a fiduciary relationship is is custotaxiily 
the shea& of this term outside the Government. AIMI, some of the trust funds 
curraatly s#md less tlua the kciipts they collect &th year. Most of the cash surplus 
t&t tises wbea receipts UC peat& tbn outlays is ‘iaverted ia Tressury securities 
until the ataouats are seeded for the trust fuad to use ia rccordeace with benefit 
fotmulu or other prnvisioas of the law. 

1. 
229. The Treasury uses these rdditioasl receipts to meet the cash needs of general 
operhms, thus reducia8 the need to borrow from the public, rsiv texes. or reduce 
rPendin8. In the coasolidsted froracirl stetemeats of the Government, the investments 
in Tmsury securities held by tnist funds snd other fund entmes xad the,correspondiag 
debt owed by the Trcssury to ,these funds crncel out. They sre-elimiasted from-the. _ - - _- - - - - - - -: ~_~__------------__- 
amounts reported ia the consolidsted Bslrnce Sheet but foomote disciosure of these 
stnouats aorraxlly has ken included. 

2% Fmds covered by the rwdard. As pointed out by respondents, mst funds 
m not the only type of fund thet collect dedicated moneys. However, the exposure 
draft did not specifically deliaerte which funds m&t be included in the wider scope. 
The Bosrd decided to limit these disclosures to funds where there wes e aced to show 
l =nanubility to contibuton rad expected beneficiaries. Therefore, the fuads that ue 
covered by this steadard are sll trust funds. sll special funds that are similar to trust 
funds, aad all fiduciary funds whether or not m the budget. 

23 1. The fedenl 8OV~rntn~ttt does not use a consistent fund designation for, these 
types of collectioas. Funds clsssified by lsw as tn.tst funds rie established by specific 
lcgishioa to cay out activities stipulated by law and frequently are finurccd by 
taxer. While the Government’s use of the term ‘tntst funds’ ordinvily differs from use 
of the tetm ia the privqe sector, s few tnist fuads withia the federal universe have the 
SthgMt fiduciary chamcteristics sitailu to those of tmst funds ia the privete sector. 
Fmthetmore. soomc fuads withia the budget are classified as special fuads xad xre 
similar ia Mture to non-fiduciary trust fuads within the budget. Providing precise 
ctitetia for which noa-oust funds xre covered by this requirement is diffkult. Tht 
Boud’realixed~ thst it will aot always be easy for maaa8emiat to identify 
l ccomability expecutioas of contributors aad beneficiaries. 
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232. On t&other hand, no special l ccbuntability of a fund is needed for the sake of 
those who make voluntary payments in contemporaneous exchange for goods or 
services. Once eoods and services have been rendered for the payment made, the 
purchaser generally does not expect rhe fund lo provide additknal accountability. For ‘( ,9 -. : this reason the special reporting requiremeats do not apply lo revolving funds or other . L 
t?m& fmanc@similarly. However, rpecial l cc~unubility may exist for a revolving 
fund that collects receipts for pods and.+ces that are expected to be provided ait a 
later period. such as long-term insurance contracts, and preparers are encouraged to 
provide ‘the needed: information .in ,pch cases. 

233. Fnl mot part of tbt rcporti~ mtity’s tlmm~l rtatemcntr In moat cmes, 
the rcquimment will apply to a fund that is included in the fiaancial statements of the 
s8poniqeatity.InIhccaseof most fidtiiaries. hoyever, the fund is administered by 
a rcpo- entity but is not put of the reponing .entity itself or included in its own 
%genefal ~pnpore-;fuuocirl~,n~~.,‘Chc-dirclonrre requirement applies to such .fuads 
as well. 

n 
234. Speciaj rrperts. Since the primary purpose of.this requirement is 
accountability to the contributors and expected beaeficianes. all funds that meet the 
stated criteiia are deemed material in this respect. The-fore, informauon needs to he 
provided repdleu of’whether it is material to the repotig entity. However. to 

. . . akim& the amount of additional infonnauon required in facial statements. where 
the ~~SC!OSWM for dedicati collections arc made to the coatibutors and beneficiaries . in special reports and the information required is not ytetil lo the report+ entity. ., 
mininul disclosures l ,included’in the reporting entity’s general purpose financial 
statements or noles thereto. Special reponr provided to representatives of contributors 
or beneficiaries may satisfy this requirement (for example, a repon lo an Indian tribal 
government). 

\I 

/; . ,: 
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+‘ENDLX B: &JI&C~ EQR WE: CLASSIHCATION OF TRANSACTIONS 

; ‘. ..,I ,) ‘,, ‘, ‘.. ( ,I 
,J ‘. ’ ,;.: 

~~XJCTION :- ,,.., ; .’ 
235. The Gowtameat of the United St&s hss e greet meay types of tmasectioaa /, 

I 7 th$ fituac+iU cost of operations-rad they gust .k clusifi~d in various ways for 
1 i.. # reveaye a~cour+ii~&t;d~der .to l chie,ve the objectives of the steads& ia this . 
,&, : *; Sute~tit. The typ df mnswioa may be aa txchaagi uuiiactioa. a aoaexcheage 
. . 4. ‘p 

tnquctioq, or 9aother fqeaeiag source; the traassctioa may be ate& between 8 
Co-m rep@ag: eat& ‘aad the .public or betken two reporttag eatitier within 

; / ,_ the GMri+t (i.e.. xa iatrsgoveramenul transaction). If it is aa l xchmge 1 
%’ ,, trsqr?~~.tio~~4~Y4!!,aom!lY ptodufwwe~ but miy pr@uce gaitis d ~WSC~. Thir 

q@ix .ppti+~~, g+iic.q for the :c~assitiutiop of spet$fic tmassctioni based on fbo .‘> ‘. ..’ ,, .._. 1;: steada& for ecco+ag for revenue and-other -fmaaciag$ouroes, sad the rer~aiag 
;‘$.:‘ behind these~rtmttduds is exp+ted ia the $ro+ction sad the Besis for Conclusions. 

‘” .II -, < :. .), ,. r,;: :i ;:; .:.: 1. ~ 
‘i36. ‘to k&e &t ‘&&~,th$ egpendix; provides guidance for classifyirtg~rll major I/, . 

y: traasactioas that, firm& the Government’s cost of opentions md l , sigaificmi numb& 
&., - of lesser treas+ioa$ Jt is intended. that ther,‘cluti~crtio~-togerher wtth the 
$.< 7 

’ explaaatiop of these c~ssificrtioas, interpreted ‘ia the light of the Sunder&, the Basis ,,_, 
for Conclusions. and the introduction-will provide @i&ace for classifying all the 
ftaaaciag treasactroas of the Goiremraent. including those thst are not specifically 

i.9 gik ~ :;.$ _’ I?, listed. It should be understood that while some clrssificrtioas rre tkequivdcrl, othera 
;g,, :” .,! ‘I ,i I erethe result of belraciag different considerations. ‘.A $, : i. ,.- 
F”, ” 237. The transactions in this appendix are divided into several groups. Transactions 
b,:,’ ‘: recognized in the financ~rl statemenu ha9.r a two-fold divtsion: first. whether they are 

with the public or intkgoveramtnul, an;~~ .cond, whether they are noaexchaage 
~n=t+s, exchange transactions that produce revenue, exchange transrctions that 

F. Produce ga* or hses. or other financmg sources. A separate group consists of gaias 
._ and loss& dk to revaluation. 

P 238. Exchange mnsactions ‘are classified as producing gains or losses if they are 
likely to be WUUI or nonrecumng. If the transactions classified in this appendix as 
gak or losses are usurl and recumng for a panrcular npomng entity. that entity 
should claulfy them as producing exchange revenue or’ expense instead of gains or 

/ losses. 

239. The ihal group of tinsactions in this appendix consists of transactions that 
produce amounts sot recognized as revenues, gatas, or other ftneacing sources. 
Nthoush ia some iastances there is overlap wtth other groups, they l preseated 
together es l coaverueat reference io @mounts not classified in aoy of the other 
arcgorier. They udud~: \ 

I 
. A munkr of tnnsactions in which there is no net inflow of resources (or the 
net inflow is less than the full amount of tbe transacuon) because one asset is 
exchsaged for aaothn or there is an increrse in both assets and liabilities. 

. CeMtt transfers and donations that do not affect itet co? or net position. 

.3?? 
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. A number of transsctions involving direct lo& end loan gumntces, whk:r me 
recognized es expenses or reductions ID expenses according to the standud in SFFAS 
No. 2, Accounting/or Dirter L.oant and Lam Guaranrttt. 

. Deposit fund tmns~ctioas. 

240. As (I guide to this rppendix. the followiiq table lisu in order the tmasectioas 
that are illustrated, group by group, ,md’cites the page. Unless otherwise stated: 

,: ‘, 
. ,,’ Reveoue f&m nooexchmge truhctiomis idclthed in dete&iniq the net 
opemtiq results m&hence #the clunge in net position. 

. Revenue from excbenge trmsections is subtmcted fkom gmh coat in 
deteminjn&tbe tit cost of operations. (Gains and losses from cxcbmge masectionr 

.“&0 affect net COA) 
* 

. Otkr frrrrncing sources we included in detemiaing the net operating reeulu 
end hence the cbnge in net position. 

241. In addition, the collection and disposition of most nonexchange revenue and l 

smell part of exchange mrenue is accounted for’rs l custbdirl btivity of the 
collecting entity. 
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TRANSMXIONS WJ’I’EI THE PUBLIC 

Nonexchu~ge tranuctionr with the public 

(including custoins duties) arc levied through the exercise of the power of the 
. . ‘, Government ,to .compcl payment. ..In, broad. terms, taxes are 7th~ pri& we, pay .for 

civilization.’ IvIoresp&ifically they, finance spending of many typls to ‘promote the 
general welfare, provide for ‘the common &few, and ensure domestic tmnquillity: 
national defense, a judicial system, aid to the elderly, construction of in@aaUucture. 
education and training, and so forth. The r&t&ship between the tax paid ,d the 
value received is too indirect tid disproportionate to relate: the revenue that ia ..I’, 

,,rcceived :fro&ny Yidentifiable .taxpayer to Tthe-cort-.thrt :ir,.inoumd., for’ providir~ &at 
idcatifiabl; taxpayer with benefits. This is especially the case where the benefits UC of 
a collective or public nature, such as national defense, in which case 6oasumption by 
one taxpayer does not r&t&c the coniumption livaila& for another, or ti, the 
benefits arc designed to redistribute income from one group of people to another. 
‘fhereforc, tax revenue is nonexchange revenue. 

/ 
243. All excise taxes. like other tax& arc .classified as resulting in nonexcha@e 
revenue.’ Some excise taxes (considered to be benefit taxes) are leviet$ on bases that 
arc related to the use of publicly provided goob,and servicea or the ,public proviaion 
of other benefits, such as the gasoline Ux; certain other exoiae taxes are levied on 
bases related to a cause of some &make and are ,dedicated to pay down wsts, .Ndh as 
the tax on domestically mined coal, which is dcdicaw to thc,black lung disability 
tntst fund. Even in these cases, however, the relationship between the tax and the 
benefit received by an identiftable recio.,ent is relatively indirect and disproportionate. 
Moreover, these excise taxes, like othe%xes, arc determined through the eximise of 

,, 

the pwer of the Government to compei payment. Therefore, like other taxes, they are 
classified as producing nonexchange revenue. 

244. Board members have differing views on whether social insurance programs 
result in exchange or nonexchange transactions.” However, they agree that social 
insurance tax revenue should be rcponed in the, same way as other tax revenue for the 
purposes of financial repor&. This, is because social insurance taxes, like other taxes, 
am determined through the exercise of the power of the Government to compel 
payment. Furthermore, individuals and businesses subject to so&al insurance taxes arc 
subject to them as a byproduct of their decision to enter covered employment or 
engage in a covered business, so especially for the major, broad-based social iusurancc 
programs-,Social Security, Medicare (hospital insurance), and unemployment 

?ocial insurance” does not include programs established solely or primarily for Federal employees, 
such as pension and other reti~emmt plans. “Social insurance’ taxes and contributions do, however, include 
payme@s m@e by or on behalf of Federal employees to social insurance plans, such as Social Security and 
h&dicare. 

‘-“%e d&u&ion of social insumnce programs in FASAB, Exposure Draft.Supplemcnttq Stiwadhip 
Reporting (August 1995). 
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v ~oxnpensation-they have virtumlly no legal option except,to pey. 
.’ .‘. I,.. 

245: Tax receipts are generally col&ed from the public by the IRS (Intetna3 
Revenue Seivioe)end, to a jesser extent, by the Customs Servke and other entities 
acting es agents for the recipient entities rather than on their own behalf. The 
collecting entity receives. the cash and then transfers it to ,the Geneml Fund, tntst tktd, 

- ,,d. or special fund on whose behalf it ,was collected. The amount so collected should be 
recounted for as a oustodirl activity by -the collecting entity. The tax is recognized as 

r, r. “?C ..- l nonexchenge nvg~uebj the entity thet is IegaRy entitled to the amount. This would !_. ^_ &; be l tntst fund or rpscial~ftmd ‘in the case of @ &marked (i.e., dedicated) tax. If 
:i f collected on behalf of the Govenunent es a ‘whole. it would be recognized in the 

.’ ‘I Gpvetnment-*de consolidated fW@al st+ements. 
. . 5;: : = . ‘/,. .‘. . 

246. : lid bv Fed- . , .m-- 
Federal etnployeqr quay be covered by social. i&mnee programs such IS Social .L, 

,,.;,< ?‘. +mtrity” and h&d+ under the satne.t&ns mnd conditions IS the r+nder of the 
.i , covered population. ,7he payment+madc,.by Fed+ employees are in the nature of 

texes; compulsory peymen@ demanded by the .Government through the exercise of its 
. . power to compel plymeat. Insofar es the social insurance program applies to 
‘. ’ employees of the United States government, the terms end conditions & generally the 

same as the program for private ernpl&es. The employer and employee contributions 
‘3 I. ,. I.. em generally calculated in the same wry; the employee contribution is not e&ted by 
” “5. the social +sumnce program; end the hene@s are generally calculated in the ssme ,’ 

i i( ei ,. wry. The emRloyee does not.obuin particular benetits underthe plan from rendering 
. . service in Fed& employment, because he or she yuld have been similarly covered 

I.6 I. by the program if privetely employed end would have obtained similar benefits. For . : ., 
these reasons, the employee contribution should have the same classification as 
contributioni by non-Federal etnployees, which is nonexchange revenue. 

c. I 
247. sits bv s . Otes for Wmvlownent trust fun&States deposit the receipts 
from the state unemployment, ux to the U.S. Tmesuty for the unemployment uust n.- (* . . II ‘l.X. 
fund in order to finance most of the benefits under the unemployment compensation 
system. The state unemployment tax differs from state to state in terms of the tax rate. 
tax base, l tukertain other chamcteristics, rnd unemployment benefits also differ from 
state to state. Never\beless, the. deposit has tong been construed es a Federal budget 
receipt (a governmental receipt),.+ .the unemploymenttrust fund has long been 
included as an account in the Fe&ml budget. 

248. * This ts for a combination of reasons token together: (a) the unemployment 
compensation system-including the system of tnxes, the system of bkefits, and the 
trust fund-was established by the Social Security Act of 1935 and has been unended 1 
by Federal lew many times; (b) deposits are held in a trust fund operated by the U.S. . 

Government; (c) ,Fedenl law specifies extensive requirements for the state 
unetnpioyment tax and unemployment benefits; (d) the Federal unemployment tax 
fioances grants to &es to cover their entire cost of rdministeti.ng the unemployment ’ 

; 

‘%ocial * !nstP.W does not include programs established solely or primarily for Federal empjoyees. 
* 00 peiiiiii’eni Other iemnt plans. 

. 

- 
“Most Federal civilirn employees hired befog 1984 ere not covered by Social Security. 

. 
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syircm; and (e) Federal ,liw effectively kerces states to participate in the system. with 
participation requiring them to levy the state unemployment tax and deposit the 
colle6tions in the U.S. Treasury. If a state does not participate (or is not certified by 
tlw Dqartment of Labor as meeting Federal requirements): (i) the Fe&ml 
uttemploymettl tax is levied within the state at its maximum rate, (ii) the system does 

not’py iny unemployment compensation benefits within the state,‘and (iji) the 
Federal Govetntnen t provides no grants lo state governments tcf pay for the costa of 
l dminislration. The deposits of the state tax are the.refore nonexchange revenue of the 
unemploytxkat ‘trust fitt~&,m ‘Fed&&l utteiuployment ‘tak is’ levied and :collected 
deparatelf from the state unemployment tax.) 

: 
249. etrust&g&-Thisisanexampleofataxthat 
is termed a Wet fee” by law while classified in the budget as a go vernmetttal receipt 
togelhh with othbr taxes and duties. It is an gdvalontg tax of 0.125 perk imposed 
on cimmercial car@ Iti& and t@adedat @e&a Us: ‘ports~opentopublic 
navigationThe r&eipt is earmarked to the Harbor Maintenance trust fund It is 
aimib in nature to dth& exck taxes &at rutilt from the Governmen~‘s power to 
compel~paytttent and that ,are d&&ted to a trust fund or special fund to be spent for a 
designated purpose (for example, the gasoline excise tax,’ which is dedicated to the 
Highway Ttust Fund). It therefore should be recognized as nonexchange revenue by 
the Harbor Maintenance trust fund 

,250. m sielvice @ . ,, .,I ,a :-The .Cirstoms Service. collects revenue primarily from 
duties on ‘importedmerehandim but also from tib types of fees: the merchandise 
promsing fee and a group of fees called ‘user fees.’ 

2Sl. Thd nhandise processihg fee is primarily an ,d .valorem charge on formal 
~merchandiss entties into the United States ‘(at 9.19 per&m) subject to a maximum and 
minimum charge. It .also includes flat *es on, informally entered goods. The 
collections are eatmaked by law to a special fund from which receipts are made 
available to frnanGe Customs Service operations to the extent provided by cutrent 
approprialioM. 

252. The merchandise pro6essing fee is associated with the cost of the Customs 
Setviae’s operations. The fee as originally enacted was modified by the Customs and 
Trade Act of 1990 to make it consistent with U.S. obligations under GATT (the 
General Agreement onTariffs and Trade) after a GATT bl had ruled that the 
original fee (a straight gd valoregt fee) exceeded the cost of services rendered and was 
a tax on imports that discriminated against imports in favor of domestic production. 
The maximum and minimum fees and the flat fees were &acted to meet the U.S. 
obligatioa~ ‘. 

253. However. the associated cost is primarily some of the costs of assessing and 
cdbing duties on imported merchandise, such as the salaries of import specialists 
(wbd classify metdandir) and the cbsts of processing paperwork. The importer pays 
dutias that are required by law, it does not receive anything of value from the 
Government in the nature of an exchange. Furthermore, these costs are not likely to 
depend signiftcantly on the vahte of the merchandise, and the fee is levied through the 
povwaf the‘Govetluwn t to compel psyment. The~fore; for* ptttpod of-a- 
olusiflcation system for fin&l reporting, the fee is akk to &di&d~vke~ tht ti 
also related in the aggregate to associated costs and that are classified as nonexchange 
revenue (e.g., the excise tax on gasoline). The merchandise processing fee is therefore 
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5 classified as ,a nonexchange revenue. 

254. ?he user fees consist of a group of flat fees charged on passengers and 
conveyances entering the country.” The colleotions are dedicated by law to a special 
fund whose receipts are made .availabIe by permanent indeftite appropriation to 
firrrnoe customs Service operations. 

255. These fees ate intended to offset certain inspection costs that relate to the 
Q processing of passengers and convcjranchs,entering the country. They are levied 
.i through the, power of the Government to compel paymett~, and the person or entity 

I t& psys there fees does not receive anything~of value. fkun the Government in 
:, .!. exchange. The irpspcction activities l mf0r.a .variery of purposes: to ensure that 

,., ; ). dut+ble ,mer$tattdise~ is declare4 to seixe contraband (sir&h as narcotics and illegal 
drugs), to detect Mingements of patent and copyright laws, and so forth. Some of 
these purposes are related to the Government’s ‘Rowers to raise taxes, which are 
nonex@aan~ r&enuei:and to. enforce Iaws~Only to a hmited ,extent are they like 
regul$ory uier ,feer, bad hmthe Government% power ,to regulate particular 
bu&tesses;or l ctivtties. Therefore;Jke the merchahiise processing fee, the user fees 
are classified as nonexchange revenue. ‘. 

236. DcDosiu of esminn,. FedemwNc Svstyn.-The Federal Reserve System 
consists of the Board of Govern&s of the Federal Reserve System and twelve regional 
Federal Reserve Banks. Under Federal aooounting concept, it is not considered to be 

i pafl of the Government-wide mporting entity. Therefore, payments made to or 
,i, collections received from the Federal Reserve System would be reported in the 

fuuncial statemen& of the Federal Government and its component reporting entitie~.~ 
The ,Redenl Reserve ,earns large. amounts of,interest on its portfolio of Treasury 

\ “’ ~curities and deposits to the Treasury all net, income after ‘deducting dividends and 
*L!. the amxmt necessary to brjng the surplus of the Federal Reserve Banks to the level of 

capital .paid-in. 

257. 
. 

The Federal Reserve tias established ti Act of Congress pursuant to the 
Govenrment’s sovenignpo~er over the nation’s money, and its .investment in Treasury 
SWWitie~ is necessary for cartying out its monetaiy function. It does not receive 
anything of value from the ~Govemment in exchange for its deposit of earnings. and on 
occasion it has been required by law to make extra payments. The revenue from the 
deposits is therefore nonexchange. 

. 

258. mexcent tvnes of ur~pertv. nlsnt.andnt. that are exbcns&- 
Donations are oonttibutions to the Government, i.e., voluntary gifts of resources to a 
Government entity by a non-Federal entity.” The Government does not give anything 
of value to the donor, and Wonor receives only personal satisfac’tioa. The donation 
’ 

‘tl’hese fees are sometimes called the “COBRA user fees.” This term comes from the Consolidated 
On&us Budget Rcconciiiation Act of 1985, which established these fees. -4, 

‘2SFFAC NO. 2, Entiv and Displ& pan. 47. 

oWions” includes wills disposing, of property and judiciril proceedings other than 
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of cash, other fmncial resources, .or nonfirurncial resources (except SteWrrdshiP 
property, plant, and equipment) is therefore a noqexchange revenue. 

. 

259. The exception, stewardship PP&E, consists of Federal’ &ion PP&E, 
heritage msets, and stkwerdship led. Such PP&E is expensed if purchased, but 00 
amount is mogaized if it is received IS l donation.9 Comspondiagly. no retienut is 
recognized foi such doriations. 

260. ,: Fines l d be-.--Finer and pet&es ti moaetuy rk*htS hpod 
‘,, on~thosewho~violeteliwr~or rdministrative xules.~Th+mon or dther entity that pByS 

l fine or penalty does not mceive anything of vilue in axchange, nor does the 
Govgmnent ucrifi* anything of value. llie Goveiminent .wllects these amounts 
through the exercise of its power to compel paym6nt. Fines end penalties ue therefore 
8 no~xoh8ng8 revenue. 

,. .* 
261. Fines from &iieial proceedingsare dbllected by the entity acting u aa agent 
for the Goyeiament as. l whole. rather than ,011 itr:o&%&lf. They are therefore 
weout#ed for M l custodirl idtivity of the oolle~t$~ entity and recognized as l 

nonexchange revehue in the Govemaent-wide consolidated financial statements. 

262. Fines end penalties pmdimd by aa entity’s operations-such u inspections to 
enme eomplimee tith Fedekllaw and with regulatioak that ue the responsibility of 

-the~eatiry:(e.g.~kspection&y th&MIIcc: 0f~~Surfhe Mining) or4ompliaace with 
regulations for tlw amduct of l Federal pmgmm-ue recognized m nonexowe , 
revenue by whichever entity is legally entitled by law to the revenue. In some cases, 
bbt hot,dl, this would be the e&c&g entity: If-the Oollk&ng entity tnnsfers the 
nonexchange revenue to the General’ Fund dr another entity, the amount is rooo~~ted 
f& u l custodirl~rctivity by the collecting entie. If m&erred to the General Fti 
‘th~penalties mmcognizedas aonexchnge~iCvcnue in the .Govemment-wide 
consolidated finmcial statements; if transferred to‘tioth& entity, they me recognized 
r-8 nonexch4jnge revenue by the entity that receivls the transfer.’ 

, 
263. . . .I ; . . m to ms in cm anth curt- .-lie 
person or other private entity t&at pays l p&a& on delinquent taxes does not receive 

. unything in exchange, nor does the Government sacrifice anything of value. The 
..“.... ..+ Government collect8 these amounts through its power to compel payment. Penalties on 

delinquent trxes are therefore l x&exchange’ r&me. The pemlties are accounted for 
as l custodial activity. If transferred to the General Fund, the pennlties are recognized 
as nonexchange revenue in the GovWunept-wide consolidated fmncial statements; if 
tramsfared to mother entity, they UC recbgnixed ir no~xchmge revenue by the entity 
that meives the transfer. 

264. Forfeinrrts.-Property may be seixed (IS a consequence of various laws end 
regulations and forfeited to the Government. Forfeited property may be rcquimd 
through forfeiture proceedings, be acquired to satisfy a tax I’irbility, or con+ of 
unclaimed aad l bmndoned m&ohm&se. Forfeited propercY is principally nun@ by 
the Asset Forfeiture Fuad of the Justice Department ad the Treemy Forfeiture Fund 
of the Trcmuy Department. Revenue is recognized from forfeit&J property unksa the 
property .is distributed to staie or loal liti eiifo+iceinW i@ncieb oi foreign 

“SflAS. N0.6. Accounting for Proprr(tv, Plant, and Equipwtmt, pam. 6 1 and 7 1. 
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‘:\ gover~~t~eiils qr’ iS m~iVsd in &isfaCtiOn Of a pnvi0Urly recognized revenue (e.g., I ? ’ rocrued ux receivable8):‘. 
-.: 

265; :. The timiug of revenue recognition depends ,011 how the property is forfeited 
4 urd the nature of the property. In the case of uuclrimed andabaudoned merchandise, 
‘i. mveaue is maognised in the amount of the 881~s pfoceed8~8t the time the property ir ; 
r.7. 1 sold. In the case of pro@ty required throu~ forfeiture proceedings, the titu@ of 

,“Y’“> 
recognition dspds on.the natum and disposition of the property. For mouemy 

.: .; ” 
p,;., $ r v 

iustmneats. the revenue is recognized at the titne.of obtain@ ~forfeitake judgment; for 
.j pmpcrty &at is rold, at the time of sale; md for ,property that is held for iatenml use . 

L k* i : or tmasfemd to another Federal recncy, rt the time of obtainig rpproval to use the 
:;,: I.’ 2 ‘. property inter~lly~or tmufer it.* : ._ 

1 j‘-; ; :, ” .,.‘.’ 2, ;,, -.. i, 
266Sh&hodof. 

,.’ ,;, ” ,,, ‘, 

: il.uuhgrevenue depenbon thcMtum of the .pro~. The 
unouat of revenue recognixedfor monetary instmnrints is& mulcet v&e When the 

; .f, , fo+ture judgt$ent is obtiiued. ,Fof property, thst is sold, it: i8 the sales .proceeds. For 
pmjkrty that isheld for~iatetiml use or trarmfeked to-other Federal agency, it ir the’ :,;:, 

y;‘:< fair valueof the-property less a vrlurtion rllowance for tiy liens or third party 
+: claims. . ../ 

I’< 267. lk mvcnue from forfeiture is noaexchmge revenue, be&e the Government 
i ;.;,q “, seizes the pmperty through the exercise of it8 power. The Govemient does not 
. . ., .’ <: “” ..iV& 8eCrifrCe myth@ of ,volue itt exchange and the entity that- forfeits’the property does 
b ..,,, L ,’ 
i*,.-. , 

cot receive 8nyth& of vahie. More thati half ofthe forfeitlrit revenue of the two 
j’a,. fmds mentioned above i8 from cmettey and other monetary iastnunents. Although 

L ‘. /;. ,l other types of forfeited property must be rold in order terecogaixe revenue, or 
‘. _. wa8tructively sold (if transferred to mother Fedml agency or placed iuto intern1 

< . we). this ii the last step in a process thst is inhemttly nonexcwe. 
%@* 

The disposition of the rekoue from forfeiture is determiued by law. Revenue ?$A.~ ;;.4 268. 
,- 
I,.y se*‘ or the property haelf msy.ultimately be distributed to the seizing entity, state or loor 

law enforcement ageacies, fore@ ~ovenimenti, or the geneml fund. Revenue is 
meognixed u notiexchuge revenue by the entity that is ,legally entitled to use the 
revenue or,to u8e the property itself. If the property is~dirtnbuted to (I stste or local 
hW enfOrWrM# agency. or I feirpl governin~t, revenue is not recognized by a 

L Federgl Govemmeat reportiag~entity. If the revenue is tratisfemd to the General Fund, 
it i8 w u noaex&antle revenue in the Government-wide consolibted 
frnrnoial8tatemeut8. 

,269. 6ome entities may be involved in the mmngeamt and liquidation of forfeited 
property but not themselves be entitled to the revenue or tothe use of the property. 

‘%is mends SFFA8 Ni. 3. Accaun&g/iw fnvenrmy and f~~c~Propmy, with respect to forfeitures 
ml@edto utis@iq tsx liabilities. 

“SFFAS NO. 3, ph. 57-78. The standard also requires deferred revenue to be recognized when a 
fdkitum judpneat is obtrined, but the deferred revenue is reversed when revenue is rko&Wd. The tioixtt of 
~V&UW OrdirvrilY difks from the amount of deferred revenue. In 8ome eases, an rdjustnmt 8ub8equeut to the 
oligi~td foofciturS judgment may k necewy when it it later deteminad that a portion of the forfeiture is to be 
distributed to 8Ute or local law enforcement rgenbiesm foreign governments. 
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For example a centml fund created to support the seixum activities of multiple entities 
may manage forfeited property and the collection and disposition of the revenue frorzi ., 
that propetty. These entities should account for the property as a custodial activity. ;I 
Revenue is shown when it is recognized. and it is shown as transferred to others wb 9 

the cash is disbursed or the property is delivered, The disposition of property to nn ; 

entity outside the Federal Govctnment is also accounted for. 

Esehaage tmauctions with the public: icvenuc 

270: s services.-The cost of prod&ion for goods and services 
such as electricity, mail delivery, and maps is defmyed ,in whole or in part by revenue 
from selling the goods or services provided. The sales may be n&e by a Public 
.entcrprise ~mvolving fund (such as the Bonneville Power Administmion), an 
intmgoverntneatal revolving fund (such as the Government Printing Office), or 8 fund 
thgt is not l revolving fund (such u the ,Geologioal Stuvey). &oh party receives and 
ncrifices something of value, The ule istherefom an exchmg’e transaction, and the 
revenue is exchange revenue for the ,entity making the sale. 

271. Sales of aoods and services in undercover oneratiopp.-The cost of the 
Gov-nt’s undercover operations is defrayed, in whole or in put from the proceeds 
of sales of goods that have been purchsed (as opposod to goods that have been 
forfeited). E8ch puty *ceiveswxi sacrifices~ romething of value. These chamctcristics 
of the transaction are not l ffcoted by whether the sale is illegal. The sale is therefore 
on exchnnge tmnsactions, and the revenue is exchange revenue of the entity making 
the sale.’ 

272. 
rights).-Each party receives and strcrifices something of 
value. so the inflow of resources is an exchange tmnsaction: 

. 

273. lntkest is classified as exchange mvcnue notwithstanding the fact thnt the 
entity r&y not be charged (I cost of capital for the assets that yield these inflows; or. 
if tbcentity botrowed from Trcasuty to acquire the assets. it may have been charged a 
below-tuuket interest mte. The gross cost of the entity is understated in such cases; 

.. 8nd to mcognixe an exchange revenue is to recognize a revenue without some or all of 
the ml&d costs, and hence to undemtate the entity’s net cost of operations. 
Nevertheless, in some cases the entity does jaay he Treasuty at least some interest; 
and the Government’s cost of borrowing to, acquire the assets is recognized as a cost 
,of the Govetnment as a whole. Since sow cost is recognixed, even if not always the 
full cost of the entity.” an exchange revenue is recognized for the entity that receives 
the inflow of interest., 

274. 
~-Rents, royaltics, and bonuses WC exchange revenues, ’ 
because each patty r&iv&s and sacrifices something of value. The uaouatm are euned 
by sales in the market and therefore are exchange revenue. They arc collected by the 

“The Partial recognition of associated oost di&gui&es interest from rents, royalties, and bonuses on 
thi Outer Continental Shelf and the auction of the mdio spectrum. For the latter tmnmctions, see the subsequent 
pamgraphs. 

. . . 
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I, ., ., 
* Minemls, Management Service ,(MMS) of the Department of the Interior, which ‘. 

manages the energy and minerals resources on the GCS and collects the amounts due 
the Government and Indian tribes from niineralsproduccd on the GCS and other 
Federal and Indian lands. 

275. MMS does not~reoognize ,a depletion ‘cost for various reasons, including the 
fact that tmder present accounting standards natuml resources are not recognized as an 
asset and depletion is not recognized as a cost. .&-a result, this exchange revenue 

, 

bears little relationship to the recognized cost of MMS and cannot be matched against 
its gross cost of operations. Therefore, qlthongh the inflows are exchange revenue, 
they should not be subtracted from MMS’s gross’cost in determining its net cost of 
0pemti0M. ‘.. . . 

.’ ,( .: ,PI 
276. MMS should instead account for the exchange revenue as a custodial activity. 
MMS collects rents, royalties, and bonuses acting as an agent on behalf of the 
recipients designated, by law: the Geneml,,Futrd;~certain entities within the Government 
to whtch l mounts.are eatmarked. the .states, and ~&d&n tribes and allottees. The I 
amounts of &nue should. be reoognixedand mea&d under the exchange revenue 
standards when they are due pursuant to the contractual agreement. 

,. 
377. The rents, royalties, and bonuses transferred to Treasury for the Geneml 
Fund, or to other Gqvemment nporting entities, should be recognized by them as 
exchange revenue. However, neither the Government as a whole nor the other 
.recipient entities recognize the natural resources as an asset and depletion as a cost. 
Therefore, this exqhange revenue should not offset their gross cost in determining their 
net cost of operations. It should instead be a financing source in determining their 
opemting results and change in net position. 

278. meed* from the,auction of the radio mcttum.-The proceeds from 
auctioning the right to use the radio spectrum are exchange revenues, because each 
Pay receives and sacrifices something of value. The amotmt of revenue is eatned by 
sales in the, market at .auctions. .It bears little relationship to the ,costs recognized by 
the Federal Communications Commission (FCC), which collects the revenue, or to the 
costs ncognixed by the U.S. Government as a whole. Therefore, it should not be 
offset against the costs of the FCC in determining its net cost of operations or against 
the costs of the Government as a whole in Government-wide consolidated financial 
statemeylts. 

279.. - The FCC should therefore account for this exchange revenue as a custodial 
activity, acting as an agent on behalf of the General Fund; and it should be included 
as exchange revenue in the Government-wide consolidated fihancial statements. 

. 

. 
.‘ 

.I 
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P 280. *-Interest on direct loans is an exchange 
tmnuction, kcruse it is part of,r bro@er exchange transaction in which the entity 
makes l lorn to the borrower and’the entity and borrower each receives and sacrifices 
something of vrlue. hterest on direct loans that UC budgeted according to the 
p~siom of the Federal Credit Reform Act of 1990 consists of two components: the 
no&~~l intqut (the’ ruted interest rate times the nominal principal) and the amortized 
interest (change inprkent value of the loans receivable due to the passage of time). 
The ~wmbindeffeot of these components equals the effective jnterest, which is 
directly defined u the present value of the ,loans ~receivable tunes the Treasttty interest 
rate l ppliclbla to the pirricular loans (i.e..the interest rate used to oalculate the 
present value of the direct loans when the direct loans were disbursed). The effective 
interest uusu an equal increase in the aggregate value of the assets on the balance 
sheet, and therefore the effective interest is the amount recognized as cxchrnge 
revellue.~ 

. 

custodial (or nonentity) &sets, held by the IRS or another entity as an agent for the 
Government as l whole mthhr than on its own behalf (e.g., IRS tax receivables on 
which the deliaqukt ‘taxpayer must pay interest). The interest is an exchange revenue, 
because ach psrty receives and saorikes something of value, but it is not related to 
the costs incurred by the collecting entity. .I’he interest is recotmted for u a cusmdial 
wtivity by’ the collecting entity. ‘If’~exred to the %ened @r&the i&rest is 
rewgnkd IS exchange revenue in the Govemtnent-tide consolidated ftnancirl 
rUterhentdw~uu it is related to the government’s oost of borrowing; if transferred to 
mother entity, it is recognixed u nonexchange revenue by the entity that receives the 
tmnsfer. 

&g-Regulatory user fees are charges based on the Government’s power to regulate 

putitulu businessu or activities. The revenue is related to the cost in one of two 
ways. Special benefits may be provided to identifrrble recipients who pay the fees, 
beyond the benefits, if any. that l cctue to the general public (e.g., passport fees); or 
the Government may incur costs in order to regulate en identifiable entity for the 
benefit of the general public or some other group. in which case the user charge 
compensates the Government for its regulatory costs that were caused by the activity 

of the party that pays the charge (e.g., SEC and Nuclear Regulatory Commission fees). 

‘*Post-l991 direct loras consist of direct loans that were obligated after September 30, 1991, whereas 
pm-1 992 direct loans consist .of direct loans that were obligated before October 1, 1991. The same accounting 
that is used for post-199 1 direct loans is also used for pm-1992 direct loans that were modified and transferred 
to ftnmcing accounts; loans receivable arising from defaulted post-1991 guaranteed loans; and loans receivable 
arising from defaulted pm-1992 guaranteed louts that were modified and transfetred to financing accounts. 

“For interest on pre- 1992 direct loans, see the preceding section on “interest (unless classified 
elsewhere) . . .” 

“‘SW SFFAS NO. 2, Accounting for Direct Loans and Lwn Guarantees, pampphz 30-31 ad 37; for 
an illustrative case study, also see Appendix B. 

i 
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i Because in general the revenue’ is closely related to the cost of operations, these fees 
are classified as exchange ‘Innsactions and the’ revenue is 611 exchange revenue of the 
entity that charges. the fee. 

: , 
2g2: Diversion fees. Debar&tit of Justice+Re’gistrantr in the Diversion Cotttd 
Program (e.g.. physidians) pay fees to the Drug Enforcement ~Administmtion, itt 
exchange for whil the DEA provides the registmnts withthe authority to’ preroribe 
controlled ‘subhnces. The $veision fets’are intended to cover the costs of the 
Diversion Control Program. Because therevenue is related to the cost and the 
registrants both receive md sacrifice v&lue, the payment of these fees is an exchrngt 
revenue of the Diversion Control Program. ; : ., i 

k a ‘,zsI. ,, pnmiumb ,for ~ (So ~.h;Aedioal, ~ ,de~orit 
-. . .j. :. 

rice. uension benefit guarantees. crow 
. ,. ‘. tnsurfg&g life rns 

‘~.-;In exOhonge’ for a$Wmium and other cottsideiitions, the Govetnment 
promises to make~paymsiits to pro@ pattici@tt&if s&o&d events occur. The 
premium offsets the oost’of the program in whole or in par&. The degree to which 
participation is voltmtnry differs from program to program. Because the revenue is 
r&ted to the cost of ‘the providing service, it is an exchange revenue ofthe insuranoe ., 
program. 

2g5. . . wlovee cot@.buttons to tension and o her re irement benefir 
:.: &gg.“-Employees of the Fe&ml Government provide ktioe k their employer in 

exohonge for odmpensntion. of which some is received ,ourreMy (the s&y) and some ., 
is deferred (pensions, retirement health benefits, and other retirement beneftts). This is 

4 ,,” 
‘on exohange transaction, because each party ‘sacrifices value and receives value in 

9i. :. return. As part of this exchange transaction, the Government promises a pension &I its 
” employees after they retire. The Govetnment also promises other retirement benefits. 

’ -notably health benefits. In return, the emdoyee provides setices’ and, under some 
plans, makes a contribution to the retirer&t fund out of his or her s&y. The, 
financixig of these benefits may include contributions paid by the employee to the 
retirement fund. 

286. In broad terms, the employee contribution is an inflow of resources to the 
retirement fund AS patt of this exchange transaction. Mom narrowly. it is a pnyment by 
the employee as part of an exchange of money and setvices for a future pension or 
*Other retirement benefit, Therefore, it is an exchange revenue of the entity that . ,. l dmtms@n the retirement plan and thus is an offset to that entity’s gross cost in 
calculating its net cost of opemtions.” 

. 

1 51Fedeml employee retirement .plans do not include social insurance, such (IS Social Security and 
:Medicrre. 5 
>’ 

. ., : 5.2For further discussion of the accounting standards for-pensions and other retirement benefits of 
Federal em$oyek ke SSAS No. 5, Accmmi& for Lit&lh~ of rhe Fedem Govbn~cnr, pam. 56-93 and 

2 IIS-181. TheYtandards do not cover acoounting for the plan p(i~y as distinct from the administering entity. Nor 
do they cover defined contribution plans, or administrative entities that are not Federal repo&g entities. 
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.’ <A 287. Federalemblovce be& elan for urren t coveragg 
Employees of the Federal Government provada services.to their emiloyer in exchangi 
for compensation, of which some is received currently in the form of money (the 
salary); some is received currently in the, form of payments to a third party (the 
employer entity contribution to the medical insurance plan for current coverage of its 

,, etxploye& and some is defetred (pensions and other retirement benefits). This is an 
exchange transaction, because each party sacrifices valw and receives value in retutn. 
As part of this exchange tmnsacuon, the Government andits employees both’ 

,, contibu~ .-to ,a ., ntediqal ittsurance~~plan .&at provides.. outrentoovemge of the 
‘cmplayeer. 

288. In broad terms, the employee contribution out of his or her salary is an 
idow of tesqurees to the health benefits,platt as part of this exchange tranaaqtion. 
h@re narrowly, it is a payment in exchange for cutrent coverage by a health benefits 
.p&nJhe~fotei~it-is ,UI exchange nvettueof~the~cntity that ~administersthe health 
benefits plan and thus is anoffset to tbat entity’s gross oost in calculating its net cost 
of operations. 

” 
289. . h for collem re venug.-The Customs Service collects duties 
on goods imported by Puerto Rico and the Virgin Islands. The Customs Service 
retajks an amount equal to the estimated cost of collecting these duties, inciuding all 
costs of operations in Puerto Rico and ,the Virgin Islands and an allocation of 
overhead; it transfer the remai&r to the Treasury, which, in turn, transfers the 
eollectioas ‘to Pt+o Rico or the Virgin. Islands. : 

,< 
* 290.- The toUl amount of,duties collected on these goods should be accounted for 

as a-custodial~ activity by the Customs Service. Notwithstanding that duties are a 
nonaxchange revemte. these patticular duties are a nonex&adge revenue of an entity 
other thanthe United States and therefore are not recognized as .a nonexchange 
revenue of the U.S. Government. 

. 
i 

291. The method of disposing of these collections combines two distinct 
transactions into one. The entire amount of the duties could be transferred to Puerto 
,Rbo and the Virgin Islands, and these governments could then pay the Customs 
Senk to reimburse it for its services of collecting duties. The payment to Customs 
would be exchmge revenue of the Customs Service. The actual procedure for 
reimbwemcnt, whereby Customs retains an amount equal to the estimated cost, is 
simpkbut equivalent in substance. Hence, the custodial transfer to Treasury (for 
Puerto Rico and the Virgin islands) and the amount retained by Customs should be 
shown as separate components of the disposition of the revenue from customs duties. 
The amount retained by Customs to reimburse itself for its costs is exchange revenue 
of the Customs Service and is offset against its gross cost in calculating its net coat of 
operations. 

-- 
r 

292. -for cosg.-The Coast Guard-or other Federal entities 
rttay incur costs to clean up environmental haxards caused by private parties and, in 
some cases, require these private parties to reimburse it for the costs inctured 
Nothhstanding that the Government demands the revenue under its power to compel 
payment, the mknue. arises from the action of the private parties- and is closely related 
to the cost of opemtions incumd as a result of that a&on. Therefore, the revenue is 
an exchange revenue of the entity that inours the cost. 

--. 
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Exchange tranuctienq with the public: @II~ and lorws ‘. d, 

zrs. Nob: AS &lnincd in the intrdu~tio~ to this nppqylix, transactions that are 
classified as producing gains or losse; should-in&ad be qlassified as producing 
revenue or expense if they are usual and reo& for 8. particular reporting entity. 

4% d doer&.-The sale bf .Govermnent esseu (other then properry, 
; ‘p&at, end eqiaipmeat and forfeited ~4 foreclosed property) is en exchange transe+km, 
2 hecpm each party receives and sacrifices something qf value. If the sales price equals 
1, hook value, there ‘is no gain or loss, because a cash inflow equnl to hook value is the 

. . . :.. qt&nnge of qge orret for .+pother of ~qurl~oo~4~,~ therefore not l net I 
..L idlow ‘;o;‘f r&&&s. If the salei ‘price’ ib .more or less than the book value of the 

prop+y,.n @I or +s. respcoti~ely;jr recogni+to the extent of the diff&rcnae. The 
ontot+ pf .the difference between +s price and lyk value is ordinarily n gain ot 
loss rnther thsn a revenue or expense, because .s+ler of p+rty are ordinarily 8n 
unusunl or nonrecurring i&low of resources. 

2&. ‘, 
Iof 6 trpvction- is an exchange 

mctio& b+e *oh party receives and ncrifioes so&thing of,value. If the sales 
pt@e” eqinls book value, there is no gain or loss, because a calh inflow equal to 
book value is the exohnge of v asset for other of equal recorded value and 
thcniofinot a net inflow oi resources. If the sales price is more or less than book. 
value, a pin or lqss, respectively, is recognized.to the extent of the difference. The .’ 
nmount of the difference is opjinarily .i g& or loss rather than a revenue or an 
expense, becat& sales of prom, plant, and equipment =,~ordinarily an tmusueI or 
notiourring iqflow of rwo~w. 

2%. Tbc entire sales price is (I ga@ if the mk value of the aset is zero. The 
b66k ~rlue is.zero (a) if the asset is genera! property, plnnt, and equipment (PP&E) 
that is fully depreciated or written-off dr (b) if the asset is stewardship PP&E, for 
whioh the entire cost. is expensed when the asset is purchased? 

297. Acquisition of &pertv. Wand eou&gttt through excham.-The cost of 
~@~rty. PIML and equipment (PP&E) acquired through=an exchan& of assets with 
the public is the fair value of the PP&E surrendered at the time of exchange. If the 
fair value of the PPdE acquired is more readily determinable than that of the Pp&E 
surrendered the cost is the fair value of the PP&E acquired. If neither fair value is 6 

determinable. the cost of the PP&E acquired is the cost recorded for the PP&E 
surrendered net of any rccumulrted depreciation or amortization. In the event &at 
cash consideration is included in the exchange, the cost of PP&E acquired is increased 

‘lThe dw price mny include the fair value of items received in exchange. 

“WFM No. 6, Accounting fa Propew, P&ant, and Equipment, has divided property, plant, and 
l suipment (PP&E) into two’basic categohes: .geneni PP&E and’stewardship PP&E (which consists of ,fedeml 
mission PP&E, heritage arts. and stewardship land). General PPLE is capitalized and nco@ized on the 
bhwe d-C ~@wudship PPdkE is expensed end thus hes no book val&. (Stewardship PP&E is presented in l 
stewardship statement.) 

. 
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(or decreased) by the amount of the cash surrendered (or received). 

298. Any ~differenoe between the cost of the PP&E acquired and the book value of ,i ~ 
the PP&E surrendered is recognited as a grin or loss.” It is a gain or loss rather than ,3 , 
a revenue or expenie. bocause ordinarily the amount woiJd be an unusual or 
aonreculTin8iullowofresourcer. I 

299. If tba fti vrlti of the PP&E aq&&d is less than the fair value of the PP&E 
I, m &e~~PP&E-acquire& is, reoognizcd atits ~c+t&td ~ubsequeatly ‘reduced to 
its frir .,value. The difT&xtce between the cost of the PP&E acquired and iti fair value 
ismcogoizedasalonn~ 

.I ,. 
300. with tm 1992&t 1e . 

’ puurnterr.-Foreclosed property associated tith ~~-1992 direct loans and loan 
‘? guamntees hecolplizcd *as ‘an asset ,at net realizable value:: ‘he- ssle ,is an ~exchnge 
tmwactioa, and an$ cliffeiowe beniwm ihe sales’proo~‘and book value is 
reeopixed l s”a pia or loss.n 

301. splu bf receivables: ‘exceot direct loan?.-The transactiop is an exchan8e 
tronuction. bcwuse each party receives aiul ticrifices something of value. Upi! Ad, 
any diffbrewo botweh th6ssles w a& b&value is recognized as a grin or 
loss. If the sales priae equals book value, them is tie 8ain & loss, bqcause the 
excbge of one asiot for another of iiqual value is not l .net inflow of resources. 

302. s.lornr.-The sale of a ‘direct loan is a modification according to 
t the Federal Credit Reform Act of 1990. regudless of whether the loan being sold was 

obl&ated l f?8r FY 1991 or before FY 1992. The book vahe loss (or grin) on a sali of 
direct loans.equals the book value of the loans sold (prior to sale) minus the net 
proweds of the sale. It normally. *ffers from the ,oost .ofmodification, which is ,- 
iecqnid as an expense.* Any difformce betwe& the book value loss (or gain) and 
the ioat of modification is reeo8nixed as a grin or loss.* 

.* -. . 303. -of0 mQQ$y .--Debt securities may be totirod 
prior to maturity if they have a call feature or if they are eligible for redemptiod by 
the holder on demand h4aay Treasury bonds issued before 1985 are callable; sav@s 

3 ..( i.1. .-bol& the oov ernment l ccowt sorbs, the for@@ series, and the state and local series 

“~ SFFAS,No. 6. &cawing/or Prop& Plant, and Equipment, pm. 32. 

?bid.. footnote 38. 

“SC SFFAS NO. 3, Accounting /a Inventory and Related Proprrty, pan. 79-91. 

ss’fhis Mhrenw is dw to the different ia~rest rites wed to discount futun cash flows for calculating 
the tidy Cost (@ subsidy allowance) when the loan is made and for calculating the cost of modihtioa at a 
her time. If the -1e is with roaourse, the present value of the estihed loss from the rhoume is also 
Icoogniwdos an oxpwu. 

I  ~~%w~SFFAS No. 2, Accaunttng for Dtmct hwu and Lam Guamnters, pm. 53-55 and Appmdix B, 
Part II(B). 
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of Treasury securities are redeemable on demand, although sorr~tixaes with a pedty 
or other adjustment or only l ftar a specified period of time. 

304.’ 
,_.‘,. ,.’ 

Jaoh party yeives end .aacriflces something of velue in buying and aeliitq 
debt securities that may be retired prior to maturity. The aales price reflects such 
fames. Therefo,m, the tranasction is an exchange transaction. The difference,. if any, 
batwwn the requisition price and the net cerryirq velue of the extinguished debt is 
rwognized as a loaa or gain? 

t&L 
n. ~,il% 

O(L# ‘hciag lourca fro& t+ pub&c 
d I, 
3 305. ,, , &@@gpse@iorage. is the face v&e of newly minted coins less tha 

?? coat of production (which includes the coat of the metal, manufacturiq. and 
tranapo&~on). It results from the sovereign power of the Government to dire&y 
create money l ad&lwugh: not ,y idlow. o~.resoourcei from ‘the public, does incraa~ & do&. ( 

! a net ppaition iq .jhe a&me ltlqner aa,etl inflow of rwourcea. Because 
it.‘ia I$ detkded.:eudqd,. or donated, it is en other f&&S source rather than 
revenue. It ‘al&d bereqniaed aa an other financing ‘source when coins ara delivered 
to tha ‘Federal Reserve Banks in r&urn for deposits., 

Q?.-&.nge t~s+ctioos4oiislgove~m~~ revepe ,* 
22: Y 
id. ‘.. 

CT*, 306. w secmld bv w special &Q& (exca 
‘. 3% --M@ W,hi$s and special fundr hold Treaauty aaouritiea on 

which they receive interest. In most cases the invested balances of these fun& derive 
pred?minantly~ from the fun& .eanqrked taxes, which are nonexchange transectiotia 
y+ tl$ public (e.g. employment eea end gasoline taxes), ad to a lesser extent 
from other fiornciq sources received from other government entities (e.g., the 
General Fund payment appropriated to the Supplementery Medical Inauraaoe fund). 
The h~~ws are not earned in exchaqe transactions by the entity’s ‘operations. Most 
f=iamentally, they are not produced by operetionain which the entity incura a co& 

307. Therefore, in such cases. the interest on Treasury securities ahould not be 
deducted from the gosa coats of the ‘trust fund (or specie1 fund), or the orSaniaation in 
which it is admuusked, in determiniq ita net coat of opketions. AS a result, that 
interest should not ba olesaifkd as exchaga revenue. It should instead have the same 
~kuifi~tio~ as&e predominant soume of the invested balances, which for most trust 
funds (end apecial f&da) is nonexchange revenue. The intereat received from inverted 
balances of ttust fttuds end speciaI funds (except tnut revolving funds) is therefore 
normally a nonexchnge revenue. 

308. The source of balances for some tniat funds and special funds may not be 
predominently nonexchange revenue. For example, the main source of b&n&a for 
two ~~jor~tiuat..&tulssdr, the Civil Service Retirement -andDiSability- fund andthe’- ’ 

6oSFFAc NO- 5, Acmunting far Liabilities of ihe Federal. Govemmmt. pnra. 54.. 

e 
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Military Retirement fund, consists of exchange revenue and other fmancing s~t~es. In 
swh exceptional cases, as explained in the Basis for Conclusions, the iuterest should 
be classified in the same way as the predominant source of balances-in these uses, as 

‘< ’ exchange revemte-rather’ than according to the notmal rule. 

309. -received bv one fund.anotha.r-One fund within the Government 
may borrow from another. For example, in I983 the Old-Age and Smvkrs Insurance 
ttust fund borrowed from the Disability Insurance and Hospital Itqurance trust frmdr. 
When that, occuts, the lending ’ ftmd sacrifices interest from-Treasury’ securities ‘on its 
invested balances and instead receives interest from the borrow@ fund on the amount 

.- of the loan. Since the predominant source of balances to the lend.@ fimd ‘is the asme 
regardless of ,whether it invests in Treasury ‘securities or lends to another fimd, the 
intergst received ftom the other ftmd should bqkUs.ified in ‘the same way--as 
nonexohange or exchange revenw-as the interest received on Treasuty securities. 

-. .‘,“’ .I 

3 10. 
employees may be covered by social iMuranw~‘piogiams au& as *ia1 Security= and 
Medicare tmder the same tenni atdconditions as the kit df the oovered population. 
htdlJOV- tal comtibutions to iociai iniura& .programs such ,as Social Security 
and Medicare am nonexdha@e. transactions, just as payments made by private 
employers to these programs are nonexchange transactions. Contributions by private 
employers are in the nature of taxes; i.e., compulsory payments demanded by the 
Govrmment through the exercise .of its power to compel paymet& .Tnsofu as the 
social insurance program applies to Federal employees, the terms and conditions are 
geaerdly &F same as the program for private employees. The employer and employee 
contributions are generally calculited in the same way; the employer entity 

i contribution is not emed by the social insurance program; and the benefits are . 
8eiKnlly calculated in the, same way. The employee &es not obtain particular benefits 

,’ .tmder the’plan from~rendekgservice in Fe&ral.employment, because ‘he or she : , 
would have been aimiIarly covered by the program if privately emuloyed and would 
have received similar benefits. For these reasons, the employer entity contribution 
should have the same classification as private employer contributions, which is 

. nonexchatqe revenue. 

:e : :, . Noaexch-ge tnaMctiow-datnpvetnmentdz gainr and Iowes 

3kl. . . . 1 trust fvads and suecial f&g 
em trust re elm ..~Treasury securities held by trust funds and special 

funds are primtky issued in the Govetnment l ccotmt series, which can generally be 
redeemed on demand. Other Treasuty securities held by these funds may also be 
callable or .kleemable on demand. If ther debt securities are retired before maturity, 
the differen&. if any, between the reacquisition price and the net carryin value of the 
extinguished debt should be recognized as a 8ain or loss by the fund that owned the 
securities. The gain or loss should be accotmted for as a nonexchaqe gain or loss if 

6”~ial insurance’ -does not +nclude prognms established solely or primarily for ‘Federal employees. 
such as pension and other retirement plans. 

. ‘_. 
62Most Federal civilian employees hired before 1984 are not covered by Social Security. 
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the interest on~the~.aqo~tated debt sccti~es ti, claspikd es nonexchange revenu% and I. 
it,ahould.ba ;aicounted.for as an,exchange. gam or loss if the interest on the associated 

: debt securities,is klasstfiqd:‘q exchange revenue. For tr@t funds (except trust 
revolving funds) and special funds, as explpmed elsewher& the interest is normally but 
not always a nonexchange revenue. 

I,’ ,% ‘: ,, .,‘, “j,’ 
3112. .The: difference, ,if any,: bet&n the~~a+&ition~prioe and the net carrying 
ya!uqc$ the extingttjshed debt should be re~o&d’a; p .loss or gain in acootinting for 

1- 4’ 
5;*: @terest.on Treasury debt. The ‘amount should ‘&:.equal in absolute valui but with the . . \ 4, . . ,o$posite~$gnto the gain or loss recognized by the trust:,fund or special fund The ,,. 1, . ‘3,’ 

. . . ,I’ qquyt should, be re$ognixed as ,a gain or’ !oss~froin~~xchange in order to offset it .: ._ 
‘: ,.. aga@ the,;gro% interest 0% Trqasttty debt in the Goverqmentwide consolidated 

:f+qQj$ ?@@qs. ., j .V“ ‘i; ‘, Q: : .;. ,,,. 
:, : .: .,;4,“, .^ : . ,. ‘3 ‘:., ., 5,: ,1 

II 
3 13. 5ihdUm of debt.+he debt that,+ entity o&&asuty (or other agency). 
may be pancejetj by A+ of Congress. The amount of debt that is canceled (in&ding. ,P 

,’ the ,arnouut&~apita~iued mie@t ,,that,is,~anceled, if any) ,e a gain to the entity %hor 
debt ii ca~gdM;@r loss to-.Treaauty ,(or.other agqtcy). The purpose of borrowing 

: authority is gener+. to providean entity w+t cap&i &her than to finance its 
opemtior& j’#fert, the cancellation of ‘debt, is i& ea&ed by the entity’s operations 
and.is not d$$tly related to the entity’s costs of providktg goods and set&es. As a 
result, the cancellation is a,nonexchange gain to the entity that owed the debt and a 
nonexchange loss to the lender. - ,. I , ,h ‘, 

. . II . p ‘2 _ .!. ,’ 
./ , i ~~md’t~u~tion~intnllov+mmcahl: revenue ,” 

,. 
,>li., & ‘na males of go& and mnrices b a re . . ‘Q ., volv’ -.-The cost 
of Tx’ovidihg g*.or services by ,a revolving fund is &frayed in whole or in w by *..+a 
d@g @;C .goods or setvkcs provided.- I,n&governtitental sales may be ma& by an 

t organization that mamtpins either an intragovernmental revolving fund (such as the 
D&k bn&~~~rations Fund) or a public entetpkrevolving fund (such as the 
Postal Service). Eadh party receives and sacrifices something of value. The proceeds 
an. an e+unge revenue. 

$&s of g&s and Jetices bv a f& other than a 
t of providing goods pr services is defrayed in whole or in 

: Part by selling the goods or setvices provided. Each party receives and sacrifices 
mtqhing of value. The proceeds are an exchange revenue. 

,,, 
316. ‘. lOV= GIlti-gg and Q~W mtir- ‘. 
for.--Employees of the Federa,Government provide service to their 
employ& in exchange for compensation, of which some is. received currently (the 

” salary); and some is deferred (pensions, retirement health benefits, and other 
mimnent benefits). This is an exchange transaction, because each patty sacrifices 
vduc and receives value, in retwu. As part of this transaction, the ..Goverument 
p-iscs a pensi+ and other mii&nt knefiw (cspecidly ha& benefiti) to the 

w employees after they retire. The f-&g of these benefits may mclude ,oontributiona 
yi.e,bythe .~~~~Yer.C~ity.~.~~~~~~~rp_mt furrd 1 .-.z.x . .-^; . . . . ,--~,.~,“-.-c .;,-., -,- i-,‘..-‘.i .-/;,- - . ..-.I -. - 

‘.7 31-7. In broad terms, the emptoyer entity contribution is an inflow of resources to 
the retirement fund as part of’this exchange transaction. More nkowly; it is a 
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. . F?ymwt b$ the CmpiOyCr entity b~CXChange for the fi&Xe pm+iOn Of8 *On Or 

o@er retirement b&fit tg its employeeL Thcrdforc. it is uL exchange rCvc1I\Lc Of the 
e&)f ti+ rdmillisten the mircmcat-plul mc ‘thus is UL offset to thrt entity’8 gro= 

.3 

,,.-.” 

. cost in tilcul&g its act cost of opmtiomf ‘, ,/ 

gig. e to health for cwmlt ~VQlokpf 
. . 

~.-Employees of the Fedmi C3ove&ent provide scmicer to their 
. . . eillpioyer ill’wchwg8 for compwistim of which some is received cmoatly in the 

,,. ~f~~&nowy @s ~nhy)~aonhs r8ceivedmmnttyktAhe.fom ofCprymettta to I 
third p&y (thecmpioyet entity collti~ot~to the lllediml -p~forcwrcnt 
wv6w&e iif the einployks); uld some is defmed@en8ions 8ad otherretimmmt 
bepfits). l’hb is m exchwgs trawactiw, bawws eroh puty merikicas v&o utd 
~i~vrlucinrratm.~puroftbir~mnuOtion,~Govcrmnentrrditr 

L. employees both CoIltribute to l medid iwur8wc $ul thst provides cllKwt wva8ge 
.‘,T.. ‘. ~0f~its~wlpioy88% 

: z 319. Ill h8d ,tcrm;r, th&eatpioyer e+itycontribution is m infloti of r8solxWs to 
th8 thlth bcwfits pti u put bf tbis exehki@k kaskction. More mrrowly. it i8 I 
peylilwt in 8xchygc for wtlwt eovok&c~if ti employer entity’s employees by 8 
lbaith beacfitrplut. Therefore, it is m exch+e rdtiw’of the entity tht -tea 

’ um~ltb bumfits ,pkn md thaa is m offset .ro; tlmt entity% gross cost in dctemdniq 
itsootaoitofopemioxk 

320. &&iver u,&v wp rnd wor&g 
comamsation.-m amploya entity rccognizks .a li&ility md m ex~ for Fcdeml 
employees wbo UC hid-off or injured oh tlk job ti ‘ko imtitled undur bw to ’ 
llnemployincLt benefits or workers compcns8tion, mpectively.” The pqment to the 
fm a~eumat~cmpl~~.ir &d8 byrtbe unemploymaat inut fimd (Depumont of 

-~Ldof)~in m.tiw~ wss .of ~loyment benkfiu. md,by the special benefits fund 
(Dqmmlm of hbor) in tbkaue of .* co*titi unemployment benefits 
@te leinlhuned by the forwr employer entity; md workcq comp&lmion costs We 
wntiy ehsrged bulk to ths employer entity. 

;. . ..I’ 
321. Sincerhccortrue~ognircdby~cmplaycranti~~rrditrpaymentta~~ 
ulKmploymeat tmst fund or the spccirl bcaetita fund reimburses these kds for tbc 

, . . Costs thsy iwa. ths mwwts then finds receive fkom the employer entity uc 
,... exoh8lqetevcllw&’ ,’ 

,;.,I . . ., ,. - 
. -322. -A revolving fimd 

condwts 8 cycle of business-type opmtioas in which tbg expeascs UC incurred to 
I. _.. PtOdWe 8006 sad ntviws th8t gewmte rwww. urd the reveaw, in turn, frnrnoer 

:’ . :... ~Rwolvingfunbwsd~~ulintbciropmtionr~~yiavutoomsof -- .__ I. .” .“. ..- . .’ ‘. s. 
.-;. .., .: 

. 
9a fu&L8ion of tlm wcowtiq sulldds for peasiom UId other rctircmeat benefits for 

feded @@VW& 8~ SFFAS No. 3. Awamting /a L&b#Ui~s a/the Fedwui Government, pm. 36-93. md 
1~181.~rtrndrnk~notcoMl~~~fortbeplrnPQPriudirtinot~er~Clltity.NOT, 
do @ aver d&ii -Wibutioa plum, or uhuirkmtih &t&s tit ue not Fedenl reporting eatitim. 

“be .sFFAS No. 6, Ammintfng /a Liablfiffes ifthe Fedmml 0 
footnote 70. 

owmmmt. pmr8.96 rod paa 181. 

._ -*. 
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, that capital in Treasury securities. Since their holding of iavekted balances and the sale 
of goods and lcivices are both integral to the fur&’ operations. the interest on the 
fuodr’ securities is relatid to @e funds’ cost of operaiions just as is the revenue 
earned from selling goods and serviot~. Flrrthcrmore, thk ~WCC of the invested 
balances is predominantly revenue eamed kom their sales of goods and services, for 
which the funds incurred costs of operations when that revenue was earned. The 
interest they receive should therefore be classified in the same way as th& revenue 
eked from selling goods and services, and should likewise be deducted.from gro&a 
cost in deteminiq the net cost of o$mtions. Foi this reason, interest earned by 
mvohing funds should nonna~y be olaasified as exchange revenue. 

323. The sour& of t+lqcer f& rpme r&lving fundr may not be predominantly 
exchange revenue. For such exceptions, as expl&d in the Basis for Conclusioqs, the 
interest should ,be c!auified ,in thy aan~ way as the predominant source of balances 
rather than +rding to the nomul rule; : 

bil$tfund.Like 

IihBCnefrt fundeamsfi-om 
l&r entities, and the. Office of 

premiums that it pays to 

L 
; 
:. 

private fume. TM rqvolving frrndr need capital .h’ thkir operations, just like o&r 
revoking funds. the soee of which is pre&miaantly tlk revenue they have earned 
When some of ibeir &pita1 is iaveste&ia Treasuy ko@ties,. the interest is related to 
their cost of oparatioas in ihe s&e waj+ as the revehk earned from selling services. 
Furthermore, the source of the invested balakek is predominantly revenue earned from 
the sales of services, for which they iacumd costs of operations when the revenue 
was eatned. The interest they rekeiw ‘lytuld t@refore be classified in the same way as 
the interest received by other revolving iuods. which is exchange revenue. 

325. The source oi balances. for some tnut rkolving funds may not be 
prrdominrntly exchange revenue. For such exceptions. as explained in the Basis for 
conclwions. the interest should be classified in the same way as the predominant 
ame of balances rather than according to the nom1 rule; 

326. ,d * v 
.-A guaranteed loan frnaking account holds uninvested balances as 

reserves against its loan guarantee liabilities and earns interest on these balances that 
add? to its resources to pay there liabilities. A direct loan fmacing account may hold 
uninvested balances’to briw. transactions that are in&al to its operations, such as 
w~itborrowsfromTrersuytodisbuntdirrotloanrprioriothctimeof 
dihmemmt; it earns interest on these balances to reflect the time value of money 
and thereby finance the interest it phys & its c@t to T&q. Thus. in both cases, 
the interest received by the fuwcing account is earned tbrou@~ exchange transactions 
with Treasury and is an offset to the finanoing account’s related costs of operations. 
The interest is therefore an exchange revenue of the fmancing account 

327. m fcce ived bv Trcpglpl.0Accounts or funds (including direct loan and 
guaranteed loan frnrdoing acqtitj) may b& l t&+xed to borrow from thk Treasuty or 

% from the Federal %ncing Bank (an e&y within Treasury) or other sources:The 
interest that the entity. pays on its borrowings is a cost to the entity and an inflow of 
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UFWWS to ure Tr~sury. The Treasury may be deemed to have bomwed from the 
public, to face the outlays for which the entity borrowed, and thus to have incurred 
a wmsponding interest cost of its own. The interest received by Treasury frottt the 
entity is theiefore related to Treasuty’s cost of borrowing fiotk the public and should 
be classified as an exchange ,revenue. 

Erchanp trumctlona4ntrapvernmemtak gaitwand lornea 

* 
‘_ 
.; 

328. Nob: As explained in the .introduction to this appendix, tranaactions that are 
classified as producing gains or losses should instead be classified as producing 
revenue or expense if they are usual and recuning for a particular teporting entity. 

. . . * . 329. RetinmmtotdebtW. = VOlS 
polvi n&&&.-Treasuty securities held by ievolving fuuds tid trust revolving fkcls 
are primarily issued in the Government accouut series, which can generally be 
tedeetned on demand. CR&r TreaMy securities held by these funds may also be 
callable oi redeemable on d+nd. If these debt securities are retired before maturity, 
the diffqoe. if any, between the reacquisition price and the net carrying value of the 
extinguished debt should be recognixed as a gain or loss by the fund that owned the 
securities. The gain or loss should be l wounted for as a’ nonexchauge gain or loss if 
tha in&rut on the associated debt securities is classified as nonexchange revenue, and 
itshould.be l caounted fomsau exchange gaio or loss if the interest ottthe associated 
debt securities is olassitkd is~exchange revenue. For revolving funds and trust 
revolvittg funds, as explained elsewhere. the interest is normally but not always an 
exchange revenue. 

330. The difference, if any, between the reacquisitiou price and the net carrying 
value of the extiuguisheddebt should, be recognixedas a lossorgain in accounting for 
interest on Treasury debt. The amount should be equal in absolute value but with the 
opposite sign to the gain or loss recognized by the revolving fund or tmst revolviug 
fund. The l tnount should be recognixed as a gain or loss from exchange in order to 
offset it against the gross interest on Treasuty debt in the Govemrnent-wide 
consolidated financial statementa. 

Other tIna8ulag soUm&ntmgovernmctaJ 

331. Mation?.-Appropriations-a form of budget authority-permit an entity 
to incur obligations and make payments and thus are a means of facing the entity’s 
cost. They are not otherwise related to the et&s cost l xd therefore are not an offset 
to its 6~ east in detemiaiq its net cost of operations. They are not earned by the 
entity’s activities, demaaded by the entity. or donated to the entity. Therefore, 
l pproprjationi provide an other finrncing source -instead of a revenue. 

332. ‘More precisely. “appropriations used. is ncoguixed as an other fencing 
source in determining the ontity’s operating results when the entity receives goods ahd 
setvices or provides benefits. grants, or other transfer payments. To avoid double 
countbig. apptopriitions used a& not fcco@hd. for the appropriation of earmarked 
revenues or other finmcing sources, which ate already couuted in deterkiuing the 
entiy’s operating resulta. Appmpriations that have been made available for 
apportionmug but hwo not been used are rowgnized as “unexpended appropriations” 

i - . 
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in the entity’s capital. 

333.. . me &wee” m 
full.-One etitiw may receive goods or services from another entity without 
paying the full cost of the goods or services or without paying any cost at all. Other 
-Fedeml accounting standards may require the r&eking entity to recognize the Nl 
cost 8s ui expense (or; if appropriate, as in asset). In these cases the, difference 

. between full. cost and the internal sales price or reimbursement (sometimes called a 
. ‘trkfer price”) is an imputed cost to the receiving entit~.~ 
L\‘ y 

d’ 334. 

: -. 
The fqcing of the impted cost is also imRuted to the receiving entity. 

.< i .< Ititputed fencing is necessaty so that the: imputed boost does not reduce the entity’s 
operating results ,and net positiott;“The itti@ted ‘f&&g equals the imputed cost and 
is recognized as an other financing source. It is not a revenue, because the receiving _ 

: ,,. 
,. 

.  . .J 

,- 2: 

r 

‘:: 
3. 
,,. 
. . 

i:. :.\. 
.A&.” 

entity do&s not earn the amount imputed or demand its payment. 
; . 

335. Pa 
_...*. :, 

Woe 

. . W.&The &mice d&t 
and the em 

of lktsions (and other retirement benefits) to the 
employer. entity. less the employee’ contiibutions, if any, is’ recognized as a cost to the 
employer entity. The difference‘between the employer entity’s cost ,andits 
contributiotu. if any. is imputed to the employer entity ns part of its noognized cost. 
For pensions, ths cost recognized by the employer entity is more than its contribution 
for employees who are covered by theCivil kvice Retikment System and several 
minor systems (in I few of which the employer entity does not make my 
contributions toward the servicecost). For retirement health @arc benefits. neither the 
employ+8 nor the employer entity truke:any contributions while the employee is 
vorking.“ The&ore, the entire service cost is recognized as a cost to the employer 
entityandimputedtoit. 

336. The finrncing of the imputed cost is also imputed to the employer entity.“ 
The imputed finrncitig is necessary so that the imputed cost does not reduce the 
employer entity’s operating results and net position. The imputed fiMncing equals the 
imputed cost and is recognized as an other facing source. It is not a revenue, 
because ths employer entity does not urn the amount imnuted or demand its 

. 

%e SFFAS NO. 4. Mamgwiol Cost Accounting Concepts ond Standards for, the Federal Gmwnmmt. 
p8m. 10LllS. 

66Retired employees do ‘Ray premiums, however, and the service cost to the employer entity is defined 
&t Of the 8OtuUi81 present value of those tirture premiums. 

3he employer entity’ s own contribution, if’any, is generally ftnanoed by an appropriation but could be 
fruNd by earned revenue or other sources. 

._ _ ..~ . bsFor.~ disdursioir df ~ico~~~‘rtrndrrdr for.peNions ‘Ed other rrtimnent knefrtr fO* 
~:fedenl~~~)~~~ SW SFFAS NO. 3. Accounting Jii Liobilsrirs of the Fedwol Government, para. 56-93 rad 

14&181. The ,rtmdudr do not obver accounting for the plan m as distinct from the rdministetirtg entity. Nor 
do they ooMt d&&d COnttibtttion plan& or rdministrntive entities that are not Fe&ml reporting entities. 
-s 
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. 337. pit tmnsaction differs from the immechely preceding transaction, in which 
an entity does, not pay the full cost of the goods or services it receives from another 
entity. In ‘ihe present case, the employer entity acquires the services of the employees 

* itself. but another entity pays part of their c+) 

,338. m bv m to&e SMI u-u&&g&--The General Fund 
makes a contribution to the SMI (Supplementary lvledieal Ins&c@ ttust fund. This 
l ppropriaM payment is separam from the trader of earmarked premiums and is not 
a &efof w ‘trxeg or other. income. lt does: not>.arise from an exchange 
mnaaction, because SMl does not sacrifice any value to the General Fund in exchange 
for thq payment, antj the General Fund does not neeive anything of value from WI. 
hstead, the payment constitutes a General Fund subsidy ,of the SMI trust @id Since 

339. Examples of other payments of a similar nature (and also classified as other 
fming aourees) are the payment by the General Fund to the social security trust 
f&is for ‘military lciviee credits and for cdtain uninsured perso& at leaat 72 years 
old; and the ~yment by the GeneralFund to the Railroad Retirement Board foi the 
vested dual benefit, payments received by certain retirees under both the mihoad 

; fetimnent and the sod security systems. The quinquewiai military service credit 
l djustmmt paid between the Genem’Fund and the so&l security tnast funds is 
likewise an .ob,. f~ing.source to the so&l security. ttust funds but one that may 
be eitherpositiveornegative. 

340. &grgwe CclEpPPUiQP.-The Commodity 
Cdt C~rp~n$ion (CCC) makes tnnri’ to the Fedeml Crop Insurance Corporation 
(FCIC). whidt it f-s by an appropriation. This payment does not arise from an 
exchange transaction, because FCIC does not sacrifice. anything of value to CCC. and 
CCC does not mceive anything of value from FCIC. It differs from the contribution to 
SMI primaiily in that it is paid. by another program entity(the CCC) rather than 
directly by !he General Fund. Since the payment is not demanded or earned, it is an 
other firvaoiq source to FCIC rather than a revenue. 

341. the S&l -Sect& 
-.-The Railroad Retirement Board pays k&its 
equivalent to the amounts that would have been paid if milroad workers had been 
covered under Social Security since its inception, plus additional amounts unique to 
that program. The railroad retirement program is partly t’lnatmed by an annual 
I-ial interehaqe. that taher plaae between the Railmad Social Security Equivalent 
Benefit Account (a trust Rmd) and the ttust funds for old-age and sutvivors insurance, 
disability insumnq and hoepita inmanee (OASDHI). The interohange is designed to 

‘pkGcuchoftheOASDHIhurt,fundriatbeumcporitiw,uitwould&vebeerrif 
railroad employment had been eovered under Social Security ainee its inception. 

342. The amount of the payment reflectsthe difference between (a) the benefits 
thtthOASDHftnutfuabwould~~pidtonikoufw~~thcitf~~ 
nihoad employment had been covered by OASDIE and (b) the payroll taxes that the 
OAWiI, lnt@ fundr pvould hwe received if r+h@+njoyment bbbeen covered by 
OASDHI. If benefits would have exceeded taxes, the OASDHI trust funds make a 
ply-at tq tk Raihacj Social Security Equivalent Benefit Aceout& if benefits would 
be been less, the OASDHi trust funds receive a payment Curmntly OASI and DI 

. , 
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make payments to that Account, and HI receives payment., The interchange differs 
from the examples in the previous cases primarily in tbat (a) the payment is between 
two trust finds and (b) the payment may be mde in either direction. 

343. The frnanoial interchange does not arise from an’exchange transaction, 
beoause it is a reallocation of resoutoes among funds, all of which are f-ted 
primarily ,frotn nonexchange r&eitue. Furtbermote. the nature of this reallocation is 
suoh that the transferring entity does not receive anything of value and the recipient 
entity does not sacrifice anythingof value. Therefore. the recipient entity recognizes 
th transfer-in as an other finrnoing squoe, and ,the tran+ing entity recognizes the 
&nsfer-out as a negative financing source. 

L : j 

~.-cull 
and other oapitali%d assets maybe tinnsfemd without reimbursement from one 
Oovehent entity to r’noiher. Cash x&y include exchange revenue that is recognixed 
by the t&fag entity in deten&i@iti net c’ost of operations but is @tired to be 
transferred’to the General Fund or another entity; other capitalized assets msy inolude 
general property, plant, ,and equipment. The nCeiving.eniitj, does not sacrifice 
anythicig of vitlue,. and the transferriitg entity does’ not acquire anything of ‘value. 
Therefore; the transfer is not an. exchange transaction. The receiving entity recoguizes 
the transfer-in as an other f&in8 s&e; the transferring .entity recognixes the 
transfer-out as a negative financing~ souroe. The amount rtoorded by both entities is 
the trmsfeningentity’s book value of the asset. 

343. 
I., :, /. ‘. . Tnlhrfert w&out nlmbunyOMtLtvDe$ &a$ 

an.--Property, plant, and equipment (PP&E) of types that are expensed (i.e., 
stewardship’ PPM) My be transferred from one Governmetit entity to another. Ifthe 
l set WI8 olusified as stewardship PPBE in its entirety by both the transferring entity 
utd the recipient entity, the transfer does not affect the net cost of operations or net 
porith of either entity and therefore in such a case it‘is not a revenue, a gain or loss, 
orotherf-iDgsounx. 

346. However, if the asset that is ~transferred was classified as general PP&E for 
the Cnarfming entity but stewardship PPBE for the recipient entity, it is recognized 
as a transfer-out (a negative other finmcing source) of capitalized assets by the 
transferring entity. 

REVALUATIONS 

347. nertv. Dlant..-Capitalixed 
popnly. pfmt. and equipmeni (PP&E) may be removed from the general PP&E 
l oounta if it no longer provides service in the opentionsof the entity because it has 
nJfmd damage, become obsolete in advance of expectations, or is identified as 
exderr. It is recorded as an asset at its expected net realixable value. Any differenoe 
between the book value and the expected net realizable value is recognized AS a gain 
or loss in deWmining the net cost of operations, because the. revaluation results frwr 
the entity’s operations. The expected net realizable value is adjusted at ,tbe end of eaok 
Perid md any buther revaluation is ,also reoogntxed as aa .gain or loss in determin@ 
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.- the net cost of operations.9 

348. Since the revaluation does not,affect obhgations incurred but does affect net 
cost, an amount equal to the revaluation is recognized in determining the 
reconciliation between obligrtjons incurred and net cost of operations. A reconciliation 
is not needed~indetermining the ohktge in net position, because the revaluation 
dk4s net ood and net position equally. 

.349., :m of invm.-Inventory and related ,property 
.nuy .be rbmlued for, su&&oti as.&k@nation @at&q property is excess, 
obsolete, or unserviceable; 5thathto&pile materials have decayed or been damaged, 
that a loss is estimated on commodity purchase agreements; or that a change has 

~,occutyedin thcnet real++le vah~eof.~mmodities valu#,at the lower of cost or net 
reahxab~e val,ue...The amount of revalukon is recognix~ as.a loss or a gain in 

~-&tcnmining!~e:~t..~rt-of~-opentionr;.becrwc.it.n~tr.fiom~the pntityls operations. 
As+s ,UII. comspondingly tidueid or, icreued.“. 

:. ‘, 
339.. Since the revaluation does ,not .affect o&&ions incurred, but does affect net 
cost, an amount equal to the revaluation is recognixed~in .d&nking the 
reeontiihation between .obligations incurred and net ,001 .of operations. A reoonoiliation 
is not needed in determining the change ,jn net position, because the revaluation 
l iEwts net cost and net position eqdly. 

: 

TRANSACTIONS NOT RECOGNV AS REV&NW& GAINS, OR OTHER FINANCING SOURCES 
:, 

351. Borrom the R&j&.--Bor.ox&g from -the public is a means of 
,finmcing the Government’s outlays;,However.,it is not a net inflow of resources to the 
~.Treastny~orother borrowingentity; becausethe asset received.(cash) isoffset by an : 
equal liability (debt), Therefore. it is nob % venue or an other f&&g source. 

3S2. . : Borrow@ from Tra V 

ggggl~&.- An entity may be provided the authority to borrow from Treasuty, the 
Federal Financing Banlt, or other Government accounts. Intragovernmental borrowing 
is .a means of fioaooing : the entity’s outlays. However, it is not a net inflow of 
resources to the entity, because the asset received (cash) is offset by an equal liability 
(debt). Therefore. it is not revenue or an other financing source. 

: 
353. PigDosition of revenue to other entities: custodial transfers.-Revenue. 
primarily nonexchange revenue, may be, col!ected by an entity acting on behalf of the 
General Fund or another entity witbin the Government on whose behalf it was 
collected. The collecting entity recounts for the disposition of revenue as part of its 
custodial activity. These cusMia3 transfers, by deftition, do not affect the collecting 
en&y’s n&t cat of operations or operating results, nor 8re they part of the 
reconciliations between its obligations and net qost of operations. (The receiving entity 

6%tiAS NO. 6, koonn~iugfot Proper@, Plant, and Equipment. pata. 39. 
, 

“SW SFFAS NO. 3, Aknmting fey Inventory and Related Proper@, pan. 29-30,4748,54,97, and 
107. 
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recognizes the revenue as nonexchange or exchange revenue, depending on its natuf% 
according to the applicable revenue standards.) 

. . . ,_. 
tvnes of Go vemt assey .-Tie sale of Government asseti 

(other ‘@an forfciicd,property) is an exchange transaction, because each party receives 
pnd sacrifices something of value. & a, general rule,, any difference betw&en the sales 
proceeds and’ book value is recog&ed as a gain or loss when the asset is aold. i%e 
remainder of the transactjop does nqt pro*.& a net inflow of resources, so no gain, 

I .“$ reven&, OF, other ftnqcing tiurc~ is recoeid. If the sales proceeds equal book 
; value. there is 09 gain cy loss, t+use the exchange of ona asset for another of equal 
>* ,: recorded value is not a net inflow of resourcei. ‘, :I, ‘,. ( 
d,.:: ., ., .q. ,w.,ge&l rule.applies .to.Property.. plpnt, + equipment receivables (other 

than direct loans), foreclosed &Per$y associated with pre-i992 d&t loans and loan 
guarantees, and misoellaneoti assets. It does not apply to i&entory, nor does it apply 
to forfeited jpr?pertj (as.explained. in &e prev+s section on nonexchange revenue); It 
also&as not appiy ,e ihe s$@ of direct,J&s alid .@e ele. of foreclosed property 
aaaociated wiih post-1991 direct loans and low,,g&antets. The latter tiansactions are 
dis&ssed $ subse@nt parag&phs. ,,, 

throunh exch~.-T‘he cost of 
an exchange of assets with 

time of exchange. If the 
fair V&B of the PP&E acquired 6 moth -readily dbterm&ble than that of the PP&E 
skndered, t& ,oost ,ja the fair value of the PP&E a&&d. If neither fair vdlue is 
&+minable, the cost of the PP&E adquired is tImcost recorded for the PP&E 
surnjndend net sf any ac&mulated depreciation or Cinortization. In the evcmt that 
ca6hconsidcntion,ir,~~ludcd in the‘exchange. the cost of PP&E acquired is increased 
(or decreased) by the imount of the carlLt&rendered (or received).” 

357. Any difference between the cost ,of the PP&E acquired and the book value of 
ti PP&E surrendt&ed is reco&ized as a gain or jo& If the cost of the PP&E 
ac@ired equals the book, value of the PP&E surrendered, -there is no gain or loss (nor 
a revenue or other financine source), because the exchange of one asset for another of 
equal value ,#ocs not provide a net inflow of resources, .Therefore, the amount of the 
transaction equal to the book value of the.PP&E surrendered is not recognized as a 
gala, p revenue, or an other financing source. 

358. Ts s ; ti e ent: t 
$uexwnsed.-Property, plant, and equipment (PP&E) of types that are expensed (i.e., 
stewardship PPBE) may be tninsfened from one Govemmeni entity to another. If the 
asset was classified as stewardship PPBE in its entirety by both the transferring entity 
and the recipient entity, the transfer does not affect the net cost of operations or net I 
position of either entity and therefore in such a case it is not a revenue, a gain or loss, 
or other financing source. 

359. However, if the asset that is transferred was classified as general PP&E for 
the transfe&ng +ity but stewardship PP&E fir the recipient entity. it is rwognized 
a!a. transfer-out (a xieg& b@r fqn&g sour&) of capit&d &a& by -the- ., , : 

d 

. . 

. . . 

“SCC’SFFAS NO. 6, Accounting/or Proprrp, P&ant, and Equipmmt, pan. 32. . ..Q’ 
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transfetring entity. 

360. If, multi-use heritage assets are transferred and some cost was recogrrized for 
&em on hi books aof,the tmnsferrirtg entity, that cost is recognized as a transfer-out (8 
negative other financing source) of capitalized as~tr. NO amount is recognized by the 
entity that receives the isset.n 

36.1. gof tv~&@are~---The 
. . a+isition cost of~stewardship~~opt~;~piantr~aqd~cquipmcnt~(PPBE) is recognized 

as a cost when imxrd. Such PP&E consists of Federal mission PP&E, heritage 
assets, and stewardship land. When such PP&E is donated to the Government, 
however. no amount is recognixed as a cost p Since the donation of such PP&E doer 
not l ffut the net co# or net position of the rtcipient entity, it is not a revenue, a gait& 
or an 0therfiMnoing soume. 

_ 99 d’- m loan -.-A negative 
subsidy means that the direct loans or loan guarantees are estimated to make a profit, 
apart from administrative costs (which am .excluded from the subsidy calculation by 
law). ‘The amount of the subsidy cost is recognited-as an expense when the direct loan 
or guaranteed loan is disbursed. A negative subsidy is recognized as a direct reduction 
in expense, not u l rcvame, @a or other frnrnoing source.” 

363. mwnward SU~S~&TIX&~II~~S for nod-1991 .di=t loens end low 
-.-A downward subsidy reestimate means that the subsidy cost of direct 
loans or ,loan guarantees is estimated to be less than had previously been estimated. 
Thy initial subsidy cost is recognixed as an ‘expense; a positive subsidy reestimate is 
mcognixed as an expense; and a downward subsidy n&mate is recognized as a 
direct reduction in expense, not asa revenue, gain. or other facing source. $5. 

364. ntees..--The present value of 
estimated fees is included as’an offset in calculating the subsidy cost of direct loans 
and loan guaranteea. which is recognized as an expense when the loans are disbursed 
The present value of estimated fees is likewise indluded u one component in 
calculating the value of loans receivable or loan guarantee liabilities. When cash is 
received ‘in payment of fees, the loans receivable decrease by an equal amount (or the 
loan guamntee liabilities increak by an equal amount). The increase in one asset is 
offset by an equal decrease in another asset (or ,by an equal increase in liabilities). 
Therefore, fees are not recognized aq a mvenue. a gain, or an other financing souroe.” 

365. of wst-1991 direct loapg.-The present value of estimated loan 

“SFFAS NO. 6, Accounting /a Proper@, Plant, and Equipment, pam. 61 and 72. 

“Ibid, 

“For standards on direct loans and loan guarantees, see SFFAS No. 2, Accounting for Direct Loans 
and &an. G&muds. The l ccomtirig for negative’ subsidy 00~~ is ry~et&al to &c l wu&tg for p&w 
subsidy costs. 

‘be fee component of the subsidy cost is required to be disclosed separately. 
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repayments is included in the oalculation of the subsidy cost of direct loans, and this 
subsidy cost is recognixed as an expense when tlie loans are disbursed. The present 
value of ,estimated loan repayments is likewise included in the value of the loans 
receivable.’ when ,~sh ,is received for the repayment of loans, the loans receivable 
decrease by yt equal amount. The increase in one asset is offset by an equal decnaae 
in another asset. Therefore, cash inflow from the repayment is not recognized as a 
revenue, a * or an other frwroing,source.“ 

366. . direct lopp;t.-When pm-1992 direct loans are repaid 
in whole or in part, the entity exchanges one asset (loans receivable) for another 
(cash) with equal value. There is no net infIow of resources. Therefore, the amount of 
oash inflow equal to book value is not recognized as a revenue, a gain, or an other 
fuuncing source.n 

of receivables: exwt dtnct logpp.-When receivables other than 
or repaid in whole ‘or in part, the entity exchanges one asset 

(loans receivable) for another (cash) with equal, value. Them is no net inflow of 
mources. Therefore, the ,arnotuit~of cash inRow equal to book value is not ncognized 
as a revem+ a gain, Or an other finrncing source.n .’ 

368. Sales of direct loap;l.~Th& sale of a direct loan is a modification according to 
the Federal Credit Reform Act of 1990 regardless of whether the loan being sold was 
obligated after FY 1991 or before FY 1992. The book value loss (or gain) on a sale of 
direct loans equals the book vahte of the loans sold (prior to sale) minus the net 
proceeds of the sale. It normally differs from the cost of modification, which is 
recognized as an expense.” Any difference between the book value loss (or gain) and 
the cost of modification is recognized as a gain or loss.” The amount ‘of cash inflow 
equal to book value is not a net inflow of resources to the entity, because it is an 
exchange of one asset for another of equal recorded value. Therefore, the amount of 
cash inflow equal to book value is not recognized as a revenue, a gain, or an other 
fiaancing source. 

‘?f the actual repayment is different from the previous estimate, the present value of the difference 
between cash inflows and outflows over the term of the loan-calculated as of the date of disbursement-is 
mrtimrted and is recognized as a subsidy expense or a reduction in subsidy expense. 

“If the loan is not repaid, the unpaid amount is recognized as an adjustment to the bad debt allowance 
and does not affect revenue, gains, or other financing sources. 

-- 
‘sIf the receivable’ is not repaid, the,unpaid amount is recognized as an adjustment to the bad debt 

lllonur~e and does not affect revenue, gains, or other fencing sot&es. 

‘gThis difference is due to the different interest rates used to discount future cash flows for oaloulating 
the subsidy cost (and subsidy allowance) when the loan is disbursed and for calculating the cost of modification 
at a later time. If the sale is with recourse, the present value of the estimated loss from the recourse is also 
fccogkd as an expense. 

n(B). 
“SFFAS NO. 2, Accounting for Direct Luons and Loan Guaruntees, pam. 53-55 and Appendix B, Part 
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370. ~,--Deposit funds are accounts outside the budget that 
record ahotmts that the Government (a) holds temporarily until ownership is 
determined or (b) holds as au agent for’ others. The standards and guidsnce in this 
Statement do not apply, to deposit funds excegt insofar as d particular deposit fund 
may be’ classified as part of a Federal rep&titig entity or a disclosure may be required 
due to a fiduciary relationship on the part of a Federal repotting entity toward’a 
deposit fund. 

369.. 
-.-The nei presedt value of the cash flow from thk estimated sales of 
foteclosed property is included in calculating the subsidy cost of post- 199 1 direct 
loans and loan guaraittees. This subsidy cost is ncognixed as an expense when the 
loans are disbursed. When property is for&losed, the property is recognized as an 
asset at the net present value of its estimated net cash flows. When the foreclosed 
property is sold, any differeme between the sales proceeds and the book value (i.e., 
the net present value as of the time of sale) requires a reestimate of the subsidy 
expense;, which’is,recognized as a ‘subsidy expense:or’i reduction, in subsidy expense. 
The amount of ,cish flow equal to book~value~isan exchange of one asset for another 
of equal recorded, value and therefore is not recognized as -a’ gain, a revenue, or an 
other finmoing.soufce.” 

” See SFFAS No. 2, Accounting f& Direct Loens ond Loun Guuruntees, para; 57-60 and Appendix B, 
Part III@); and SFFAS No. 3, Accounting for Inventory 4nd Related Property, para. 79-91 and 154-158. 
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INDEX OF TRANSACTIONS CLASSIFIED IN APPENDIX B 

Acquisition of property. plant, and equipment (585) 
Acquisition of property, plant, and equipment through exchange (597) 
Appropriations (592) 
Borrowing from the public (596) 
Borrowing from Treasiuy., the Federal Financing Bank, or other Government accounts (596) 
Cancellatiim of debt,(589) 
Contribution by the genera! fund tothe SMI trust fund (594) 
Cost subsidies: difference between internal sales price (mimburtiment) and full cost’(593) 
Cost subsidies: difference between service cost of pensions (and other retirement benefits) less ‘the 

employee contributions, if any, and the employer entity contributions (593) 
Customs Service fees (576) 
bposit fund transactions (600) 
Deposits by states for tin~mpioyment trust fund (575) 
Deposits of earnings,:Federal Reserve System (577) .’ 
Disposition of revenue to other entities: custodial transfers (596) 
Diversion fees. Department of Justice (583) 
Donation of property;plant, and equipment: types that are expensed (598) 
Donations: except fypes of property, plant. and equipment that are expensed (577) 
Downward subsidy reestimates for post-1991 direct loans and loan guarantees (598)’ 
Employer entity contributions to health benefit plans for current coverage of Federal employees (590) 
Employer entity’contributions to pension and other retirement benefit plans for Fe&ml employees (589) 
Employer entity contributions to social insuranie progmms(S88) 
Employer entity payments for unempioyment benefits and workers compensation (590) 
Federal employee contributions to health benefits plan for current coverage of Federal employees (584) 
Federal employee~contributions to pension and other retirement benefit plans (583) 
Fees on post-1991 direct loans and loan guarantees (598) 
Fines and penalties (578) 
Forfeitures (578) 
Individual income taxes, corporation income taxes, social insurance taxes and contributions, excise 

taxes, estate and gift taxes, and customs duties (574) 
Interchange behveen the Railroad Retirement Board and the Social Security and Hospital Insurance trust 

funds (594) 
EHerest (unless classified elsewhere) (580) 
Interest on delinquent taxes and other receivables that arise as a result of custodial operations (582) 
Interest on post-1991 direct lo&s (582) 
Interest on Treasury pcurities held by revolving funds (590) 
fatemt on Treasury securities held by trust funds and special funds except trust revolving funds (587) 
Interest on Treaswy securities held by trust revolving funds (59i) 
Merest on uninvested funds held by direct loan and guaranteed loan financing accounts (591) 
Interest received by one fund from another 1588) 
Interest received by Treasury (591) .- --’ 
Jntragovetnmental sales of goods and services by a fund other than a revolving fund (589) 
Intragovernmental sales of goods and services by a revolving fund (589) 
Negative subsidies on post-199 I direct laoris and loan guarantees (598) 
Penalties due to delinquent taxes in connection with custodial activity (578) 
Prefriiums for SMI (Supplementary Medical Insumnce). bank deposit * msurance, pension benefit 

guarantees, crop insurance, and other insurance (583) 
. 

.^ 
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F’roceeds from the auction of the radio spectrum (581) 
Regulatory user fees such as patent and copyright fees; immigration and consular fees; SEC registration 

and filing fees; and Nuclear ,Regulatory Commission fees (582) 
~~Reimbursetnent for cleanup costs (584) 

Reimbursement for collecting revenue ($84) 
Rents. royalties, and bonuses on Outer Continental Shelf (GCS) (580) 
Repayment of post-J991 direct loans (598) 
Repayment of pm-1992 direct loans (599). 
Repayment of receivablei: except direct loar~(S99) 
Retirement of debt securities prior to maturity (S86) 
Retirement of debt securities prior to maturity: revolving funds and trust revolving fmda (592) 
Retirement of debt securities prior to maturity: trust funds and special funds except trust revolving 

fimds (588) 
Revaluation of cepitilixed proper&, plant, and equipment (395) 
Revaluation of inventory and related ‘property (SW) 
Sales of different types of Governme nt assets. (S97) 
!3ales’of direct loans (586). (599) 
SOIN .of foreclosed property: associated with post- 199 1 direct laons and loan guarantees (600) 
gales of foreclosed property: associated with pm-1992 direct loans and loan guarantees (S86) 
gales of goods and services (580) 
Sales of goods and services in undercover operations (SgO) 
gales of government assets: other than property, plant, and equipment (585) 
Sales of properry, plant, and equipment (58s) 
Sales of receivables: except direct loans (586) 
Seigniomge (587) 
Social insurance taxes and contributions paid by Federal employees (575) 
Transfer by CCC to Federal Crop Insurance Corporation (594) 
Transfer of cash and other capitalized assets ‘without reimbursement (595) 
Transfer of PPBtE without reimbursement: types that are expensew9S). (597) 
User fees, Harbor Maintenance trust fund (576) 

c-=3 ,J , 
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LIST OF ABBREVIATIONS 

CFS-Consolidated Financial Statements 
;DL-Direct loan 
:FASAB-Federal Accounting Standards Advisory Board 
+ASB--Fiuutchl Account&g StanLrds’Board 
,~AO-Gegeml Acmnting Offke 
,GASB-G$qram~tal Accounting Standards Board 
‘“GL-Guurntad loan 
?oPIU& vetament Performencc and Results Act 
~~Inte+lal Revenue Seririce 
MMS-Minemls luhlagement Sewice 
OCS-Outer Continental Shelf 
OMB-GfQce of Management and Budget 
PPbE-Property, Plant, and Equipment 
RSI-Required Supplementuy Information 
SEC-Securities and Exchange Commission / 
SFFAC-Statement of Federal Financial Acoountiag Concepts 

.S~AS4tatement of Federal Financial Accounting Standards 

.SGL-Steadud General Ledger 
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STATEMENT OF FEDERAL .FINmCI& 
ACCOUNTING STANDAIDs NO. 8 

Supplementary Stewardship Reporting 
STh’US 

hsued: 

Effective Date: 

This statement was adopted by the principals on June 11, 1996 
but has not yet been released due to ‘a CFO Act requirement for 
Congressional review (see page 1 of the Preface). 

for fiscal. years beginning aher September 30, 1997 except for 
the consolidated financial report of the Federal Government 
(CFR). For the CFR: Chapters 2 through 7 are not effective 
until further action by the Board and its principals; Chapter 8, ” 
Current Setices Assessments, is effective .for fiscal years 
beginning after September 30, 1997. 

Volume I References: SFFAS No. 6, Accounting for Property, Plant, and Eouipment 
(for additional PP&E discussion and cleanup cost standards) 
SFFAS No. 7, Accounting for Revenue and Other ‘Financing 
Sources (for classifications of transactions, involving asset 
transfe,rs) . 

Volume II References: Cleanup Cost (C40)., Current Services Assessment (C80), 
Deferred Maintenance (D20), Federal Mission PP&E (F20), 
Heritage Assets (H20), Human Capital (H40), Land (L20), 
Nonfederal Physical Property (N60), Property, Plant, and 
Equipment (P60), Research and, Development (R20) 

Interpretations: 

Affects: 

Affected by: 

Paragraphs 116 and 117 defer consideration of social insurance 
until additional research is conducted which is.a departure from 
the intent expressed in SFFAS No. 5, Accounting for Liabilities 
of the Federal Government, paragraphs 6, 104, and 105. 

-- 
No other statements. 

. 

: 
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SUMMARY 

This Statement establishes standards for reporting on the Federal Government’s 
stewardship over 1) certain resources entrusted to it, identified as stewardship property, plant, 
and equipment and stewardship investments, and 2) certain responsibilities assumed by it, 
identified as the current service assessment. The.resources and responsibilities do not meet the 
,cri?eria for a&&s and.-liabilities,.that sre .required to be reported,: in the financial statements but 
are, nonetheless, important, to an understanding of%the pperations-and fmancial condition of 
the Federal Government at the date of the financial statements and in subsequent periods. 
Because the Government, has been entrusted with, and made accountable for, these resources 
and &ponsibilities;~ey shodd’be recognized in the financial reports of the Federal 
‘Government and of its component e&es.- 

~ 
Stevvardship resources are inve&knts,by the Federal Govemm,ent for the benefit of 

the, Nation. When made, they are treated as ,expenses ‘in, the, fmancial statements. These 
expenses; however, are intended to provide long-term benefits to the publk. Therefore, this 
Statement requires that information on these resources be reported ‘to highlight their long- 
term-benefit nature and to demonstrate accountability over them. Depending on the nature of 
the resources, stewardship reporting could consist of financial and nonfinancial data 

.‘; , ,( .’ 
This Statement also establishes a standard for reporting projections that will aid in 

assessing the sufficiency of future budgetary resources to sustain public. services and meet 
obligations as they come due. 

This Statement establishes reporting requirements based on the categories defined 
below: 

Stewardship Property, Plant, and Equipment (PP&E) - property owned by the 
Federal Government and meeting the definition of one of the following three 
categories: 

. Heritage Assets - property, plant, and equipment of historical, natural, 
cukural, educational, ,or artistic significance; 

. Federal Mission PP&E - properry, plant, and equipment integral to 
certain unique Federal missions. 

. ‘Stewardship Land - land other than that acquired for or in connection 
with general PP&E. 

Stewardship Investments - items treated as expenses in calculating net cost but 
meriting special treatment to highlight their substantial investment and long-term- 
benefit nature. This includes: 

: 
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. Nonfederal Physical Property - grants provided for properties financed 
by the Federal Government, but owned by the state and local 
governments. 

. 
t 

Costs incurred for education and training programs that are designed to 
i 
k 

increase or maintain national economic ‘productive capacity and research 
II 
-E, 

efforts to provide future benefits or returns. These include: 
, + m ,., 

” g:.< ii Human Capital - education and training programs financed by 
, ,.i.. .“.. “,__. . 

the Federal dovemment for the benefit of the pubiic. 
m *./ , . I 

.I,. .” .A.. -. 
Research and Development - basic and applied research and 

; 

~ . .~ .: L, r, d . . ..’ t . development. 
.., “- .,:” I. .1 , ~.~ .,“, .:.i I-., 

I, . St6hardsbip Responsibilities - the projected financial impact on the Government of 
*a,, .‘i( r. / 

I 
sustaining current servicti that it provides. Projections of current services provided by 

i& 
the Government aid in assessing the sufficiency of future budgetary resources to 

b: 
sustain public services and, meet obligations as they come due. This assessment, 

b; termed a Current Services Assessment, provides receipt and outlay data on, the basis 
I:. of projections of future activities. 
&A,. 
+,y; ,::.. 
.+,. ..- k.u a , 4 1 A 

All stewardship information is deemed “required supplemental stewardship ’ 
itiformation” (RSSI). Audit requirements for RSSI will be established in a’collabor&ive effort ~ 

:y ,,.. , , .1. ,,. .z,- @y the Office of Management and Budget (OMB) and the General Accounting I 
r., t 

Office,(GAO). I 

l i 
,i, 
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6 CHAPTER 1: INTRODUCTION AND BACKGROUND 

4. Each standad is summa&cd briefly in a box followed by a detailed 
explanation of the standard. However, the standards comprise the summaries in the 

I boxes and the entire text of the explanations. 
e <,_. 

BACKGROUND AND ’ 
RATIONALE ~ 

. 5. The Concepts St&meat, Objectives o/Fedeml Financial Report&g was 
developed on the baaii of an indepth assessmeat of user needs and is used to guide 

;:’ the Board in developing Federal accounting and reporting standards. The objectives 
covu four areas: budgetary integrity, operating performance, stewardship, and system 
and control. 

6. This Sbtement of accounting stududs addresses the objective of reporting 
on atewardship over certain rkoumes ,entrusted to the Federal Government and 
maponsibilities assumed by it. The need for a repott on the Fe&ml Government’s 

,‘,. L ,+ewardship over the resources entnasted to it and the responsibilities it has assumed, 
arises because of the unique nature of the Federal Government, as described in the 
following rcction. 

%. 

simuRDsmPAND 
TIIE REPORTING OBIECTWES ” 

. 
P 

,.. 
2  r)x 

7.. ‘Financial position” is a representation of an entity’s economic resources and 
. the claims pn those resources as of a particular date. In tkprivate sector, the principal 

objective of reporting on’ fwial position is to assess the viability of the entity, the 
business firm. and ib potential profitability. 

8. Assessing the overall performance of the Federal Government is not 
exclusively a matter of comparing revenue and expense, or ib awumulated asscb and 
liabilities. 

9. The Federal ‘Government’s viability and pupetuity are assumed. It hrw unique 
access to f-ial resources and ftnancing, and the power to tax, to borrow, and to 
orea0 money. ,For the Federal Gov 
traditional frnrncial 

emmeat, frnrncial performance is a vital issue, but 
meaauma provide dab that are appropriate for assessing only 

some. not a4 of the responsibilities for which the Government should be held 
l =ountabla~ Since it cxisb not to make a profit but to tie the needs of the citizens 
and to promote the general welfare of the Nation, other measures of accountability 
need to be used. Measures of accountability are to be reported for elements that are 
defmed as rtewardahip property, plant, and equi@ent (PPbE); stewardship 
inveSb!Wnb; and steward&p responsibilities. These elements. of rtkard&ip exist 
because the Federal Government is diuimilar to industrial and commemial entities. 
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F&k&I Condition 

10. The measures of accountability mentioned ebove help to portray the 
Govetnment’s “financial condition.” Finucirl conditioa is s brosder end more 
forward-loohing concept then is fmanoisl position. Fin&e1 condition l llows en 
l aeument of u entity OLL the basis of l ddttioul dete thet could include fieunciel end 
nonfbtuOir1 infotmstion rbottt current unditiou. These l ditioul dste provide 8 
mom complete indication of perfouxmu In some user, it tuy .be necessuy to 
pmunt and chamcterixe ,finmoiel dste in weyr tlut differ from &editions1 frnrncirl 
reporting sad to supplement tmditioul datr with nonfiuuisl WA. Inother uses, it 
lwy be lleces.uy to rely l lmost entirely on nonfinuciel deu to Provide i more 
complete presentstion of entity perfotmuce. Moreover, useument of furrnciel 
omdition codd in&de uelysis of trends, demuds, commitmeW events, end 
uwortainties.’ 

1 

siowhllip PPlE 
* 

i 
11: ‘Stewud&p PPBE’ consists of items whose physics1 pro-es resemble 
those of general PP&E traditionally upiuliud in frrrrrrciel stetemetits. However. the 
nuurcofthncF~phyri~rueurht’~o~~urtctmrdrhipPP&Ediff~ 
&omgeunl PPBE in thst their values niry be indetaminrble or msy hue little 
muning (forexemple. museum coileotions. monuments, l uts l quired in the 
fonution of the nation) or thst rllouting the out of. suoh usets (for exemple, 1 
militety wupons systems end spue explomtion herdwere) to rocouttting periods that 
benefit from the ownership of such uuts is meaningless. However, the Fedeml 
Government should be Able to demonsrrate l cotmtsbility for &wudship PPkE ,by ’ 
reporting on its existence end on’ ip c%ition by ‘a refd ‘todeferred ntsint+ue 
reported in the fiaanciel ststements. Stews&hip PPBE would include stews&hip 
lend (that is, knd not uqtrired for or in eon.nution with geneml ,property, ,plen& end 
equipment); heritage l uts (for exuaple, Federal monuments end memorials end . 
histotiully or culhtmlly signitiunt property); end Federal mission property. plsnt, end 
equipment (for exsmple, ‘space exploretion end milituy weepou systems). 

Sto-rdship Jnvoshnontr 

12. ‘Stews&hip investments’ UC subrtutisl investments mule by the Federal 
Government for the benefit of the n&ion. When incurred they ue truted u expenses 
in cletermiaing the net costs of operuiou. However, these items merit specie1 
trutmutsothstrudusofGovmnment f-is1 m~ortsitnow the extent of thees 
immtmwts that am mado for long-term benefit. Such invectmanu will be meeured in 
tonas of expeneu incurred fore&rUin ednution end training programs; federally 
ftioed rejumh end development; end fedemlly f- but not fedemlly owned 
pperty,suchubridgesandmads. 

‘Chpter 7 of the Objectives o/Fedrml Financial Reporting provides l fdl discussion of frnanoirl 
position and f-cm1 condition. 
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1% Because the Go vemmwt has been entrusted with and made acoouatabls for 
these resources, they should be reported in the financial reports of the Government 
and of its component entities. T’hir will help satisfy the stewardship objective defii 
in the coaoepts statement, Objectivis o/Federal Financial Reporting, SFFAC No. 1. 
The &al of tbs stewardship objective is that the Fe&ml Government “report on the 
broad outcomes of its actions.” Such reporting may provide information that could 
help report users assess the im$aCt of the Government’s opemtioas and investments for 
tls period.’ 

I Respomibilitia 
.- I ” 

14. A key aspect of the “c-p objective requires tlut Federal reporting 
provide informatioa.that helps users de-e (1) whether the Government’s f-&al 
coiidition,improved or deteriorated over the period aad (2) whether future bud@etvy 
reeources will likely he sutkient to sustain publii: services and to meet obligations as 
they wale due.‘ 

15. Information oq “stewar&hip responsibilities” will aid in these determinations. 
It will provide an eskntial perspective on the Government’s commitment to 
diseretionuy and mandatory programs. 

0. 

.,. 16. Reporting on this stewardship nqioasibility may be accomplished in a 
stewardship section ia the coasoiidsted frnaDoia1 report of the Federal Government. 

=EwARDSHIP CATEGORIES 0 
OR ELEME@TS 

0) 
: , 

,. * ’ 17. ‘p;,;Q la defining the specific categories of items, or elements, that would appear as 
‘?plr stewardship iafor~@oa, the Board decided on the following: 

. hperQ owed by the Fedem Government and meeting the definition of one 
of the following three categories: 

w Propmy, plant, and equipment of historical, natural, cultural, 
educatioaal or adstic significance, referred to as heritage assets, for 
example, the Washington Monument and the Lincoln Memorial; 

I’. ’ 

‘See S&TAG No. 1, pp. 41-42. 
..’ 

a. i8 
%A., pp. 42.44. 
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. Infonhation on the projected fuuacial impact on the Government of providing. 
curreat sewices, rssuming i coatiaustion of current programs. This 
iaformatioa will be ia the form of 8 curreat services assessment providiag 
future receipt aad outlay data oa’the basis of projections of future activities 

612 
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a Property, pleat, sad equipment that are integral’ to meeting 8 uaiqUe 
Fedenl.raissioa, referred to as Fe&n1 mission’ property, pleat, and 
‘equipment (PPdW sad 

. 

. 

- Iavutmeats in @ewe&hip lea&’ that is, lead aot required for or ia 
coaneotioa with general property, plan& sad equipmea~ for example. 
aetioasl forests. parlts. cad historic sites. Some investmeats in 
stew&ship lad, for example aetioaal~ p&s.-will,& reported by 
both l)theaumberofac~susedurpukormhirtoricritiinthe 
stewardship lead crtegory, cad 2) by the number of physicel u&e 
identified es aatioael perks ia the heritage assets category. Such 
reporting would not be considered duplication, es the type of 
iafoqtioa,reporkd oa UL item would be different for each category 
of Wardship esset 

l Properties furrnoed by the Federal Goven&t but owneq by state UKI looal 
governments, referred to as aoafeder4 physical propetty, for exemple, 
highways &rd bridges. 

. Expeases thet are iactnred for education aad traia& that are iateaded to 
iacreue natioaal +aomic productive +apeoity or for re~srch cad 
developarent thet ere iateaded to provide future benefits or returas. This 
iacludes: 

. Investments ia humsa capital, that is. education end treiaia$ 
programs provided by the Federal Government, for example, job 
traiaiq programs, and grants for higher education 

w Iavestments in reeeuch and development, for example, research on 
the effects of euly me&l intervention in delaying the on& of 
AIDs symptoms in HIV-positive iadividuals, aad Federal investment 
ia genetic code research to advsace antionel medical research. 

‘The term ‘Federal mission refer to rctivities that UC typically Fe&t&such es Natioael defw. k! 
addition. Fedekl mission PP&E is limited to PP&E that would not typically be used by non-federal eatitier. 
Clearly. any functions performed by l Federal entity could be broadly labeled “Federal missioa.” The Cftitiion 
of this category, however, clarifies the chumoteristics of PPBE rpproprietely iacluded ia this category-4 m&h 
natrower group tbn iaferred by the category’s title. 

‘The Board is including only surface lead es supplemeatery stewardship information because the issues 
USOC~~ with other than rurfroe land, i.e., the aetural resources OII sad udder that lead, M oomplex. The 
Bouti is reeeerching these complex issues aad will publish e sepemte exposure draft oa a proposed •OOOM~ 
steadud for aetuml resources 8t e later date. 
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for the Government as a whole and will include both discretionay and 
mandatory programs and interest on debt. 

18. The previous categories of items or elements result from or exist largely 
because of the Federal Government’s role as a sovereign power. The components that 

-M. they include are defined and discussed in detail in their respective chapters of this 
standard 

-_ *% 

TIM NO& of Stewardrhip Reporting 

19. The Board, recognizing the Federal Govemment’ssixe, complexity, diversity, 
‘and impact on others, has determined that the aforementioned information is needed in 
addition to that included in financial statements. 

20. Such infotmatioo may not link directly with the basic f=ncirl statements 
becauk the data to be repotted may be other than financial, for example, physical 
‘units or projections. It will supplement the basic ftnancial statements. 

21. This infotmauon, as indicated in each of the standards, will be designated as 
required supplementary stewardship information (RSSI) for the consolidated-ftnanciel 
statements of the Federal Government and of the entities, who have stewardship 

:. responsibilities over resources identified .earlier in this document. The Board has 
2.. chosen to call this RSSI to distinguish it from “required supplementary information” 
: Y ,RSI), for which audit responsibilities are prescribed in existing professional literature. 
. The Board believes that OMB and GAO should establish and cause the 

.: implementation of the audit responsibilities for RSSI. 

STEWARDSHIP MFORhATION 

22. Stewardship information may be presented in varying formats depending on. 
the nature of the Federal investments or claims to Federal resources controlled by an 
entity. Such information is required for those entities (1) that control stewardship 
resources and (2) whose financial statements purport to be in accordance with Fedeml 
accounting principles as recommended by FASAB, and approved by the Secretary of 
the Treasury, the Director of OMB and the Comptroller General. 

23. Examples of selected portions of stewardship report sections are included at 
Appendix B. . 

. 

., 
, 
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MEASUREMENT 

. 24. The. separate standards for each stewardship~element contain specific guidance 
for that element. In geneml, however, stewardship investments shall be measured on 
the same basis of accounting as used for financial statements, in&ding appropriate 
accrual adjustments, general and administrative overhead, and a share of the cost of 
facilities (for.example, depreciation).’ . 

For investments that are intended to maintain or increase the eoonomio 
zuctive capacity of the Nat& that is, investments in human capital; researoh and 
development, and nonfederal physical property, trend data shall be presented. Trend 
data should reflect the full cost (includiq allocation of facility and l dmimstmtive 
costs) of the investment. 

26. For stewardship land and heritage assets, measurement will be done on other 
than ‘a fmial baair. For ‘example, measurement may be on the basis of physical 
units, such as acres of lad. Specific data requirements are addressed in the individual 
stewardship standards. ‘. 

21. Generally, amounts shdl be reported innominal dollars. If trend data that 
spa man$ years arc reported and the entity believes that constant dollar information 
would be meaningful for data mterpmution, oonstant dollar data may be provided in 
addition to nomind dollar dau. 
‘. 
2s. Split Granta. Frequently, stewardship elements are frnrnced by grants. In 
some cases, the pants may have more than one purpose.” For such grants. the 
investment shall be rllocated among stewardship elements on the basis of an estimate 
of the proportionate funding ,of the various grant objectives. If allocation is not 
feasible, the investment shall be reported on the’ basis of the predominant use of the 
gnnt. 

29. Pcrformanoe Xndkatorr For some stewardship elements, categorixation of 
these elements as investments is predicated on producing outputs and outcomes. The 
specific procedures, including a phasing-in process for requiring such justification, is 
contained in the individual respective standa&. 

30. Reporting Program Expenses. Trend data reported on stewardship 
investment elements should reflect the full cost” of the investment for the year being 
reported upon and the preceding 4 years. Additional years’ data also may be reported 
if such data would better indicati the investment nature of an item. 

‘See Managerial Cost Accounting Concepu and Stanahh, SFFAS No. 4. for a discussion of Federal 
cost acoounting principles and standards. 

“An example of a grant with a split purpose is a grant issued to a teaching hospital to perform both 
medical education and medical research. 

‘l&e Mana@ial Cost Accaunting Concepts and Standards. SFFAS No. 4, for a discussion of F&ml 
cost accounting principles and standards. 
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31. In some cases; before the issuance of Federal ac&unting standards, entities’ 
have maintained records on the basis of outlays rather than ‘expenses. It may be 
impracticable for such entities to recoust&t thiir.accounts.on the basis of expense. In 
such cases, entities may report data on an outlay basis for any years for which 
expense data are not available. At ,the end of 5 years, entities should have sufkient 
expense data to be able to report expenses rather than outlays. 

32. Repertiq Deferred Mdwnince. Many state and local govenuneats, 
members of Congressional oversight committees, and national groups, have raised the 
issue of the deteriorating condition of federally-owned PP&E because of deferred 
maintenance l sso$ated with these assets. The issue was addressed in association with 
PPbE. As a result, a deferred maintenance standard in &counting for Propeq, Plunk, 
ud Equipment, SFFAS No. 6. estiblishes sporting requirements related to the 
condition and futute maintenance requirements for PP&E. 

33. These requirementsare flexible since different conditionamay be considered 
acceptable by different entities, as well as for different items of PPBE held by the. 
same entity. The defetred maintenance standard is applicable to all PP&E whether the 
PPBE is repotted as general PPBE or stewardship PP&E. 

REPORTING REQUIREMENTS 

7%; 
‘; . .a. : 

d 

34. Within each ofthe standards. minimum nquired and, in some cases, 
reuommended reporting is described. These requirements and recommendations, 
including a phasing-in process for entities who may not have required data available at 
the implementation of the standards, are contained in the individual standards. These 
requirements describe the ttature of items to be reported by Federal entities; guidance 
on the form and content of agenjr financial repotts, including the specific guidance on 
the format in which items addressed in this Statement will be reported, will be 
prescribed by Oh4B. 

3s. Reporting should be at the major program or category level; individual 
transactions need not be reported unless significant. Additional reporting is encouraged 
when preparers believe such information would make the ftnancial report more 
meaningful or understandable. 

SOCIAL INSURANCE 

i 
; 

36. The Board fint considered accounting and reporting for social insurance 
prognms while considering SFFAS No. 5, Accounting for Liabilities of the Federal 
Gowmmmt. The Board concluded, at that time, that the topic should be made part of 
the Suppleme+y Stewardship Reporting project 

37. Research and deliberations regarding social insurance have continued as part 
of the Supplementary Stewardship Reporting project. However, the Board, re&izing 
the magnitude and complexity of these prow, the strqth of the views on the 
*cknting and repotting’issues, the significant attention being focused on these 
pgrams at the present time, and the potential for change to the programs, has again 
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conEluded that additional consideration is appropriate before issuing final guidance. 
Accordingly, the Board has not included guidance on social insurance in this 6 

j Statement and has added a Social Insurance Accounting project to its agenda. (3 ~ 

APPLICABILITY 

38. This standard requires that the consolidated financial reports” of the Federal 
Government and the financial reports’r of its component units contain RSSI relating 
to: 

. amounta invested in human capital, research and development, and nonfederal 
physical property; and \ 

.’ . . quantities (stated in terms of physical units or dollars) of land, heritage asseta, 
and Federal mission property. * 

Although FASAB’s sponsors do not set accounting standards for the 
legislative or judicial branches, Federal accounting standards would be appropriate for 
theti. 

39. Because the financial repons of the Federal Government present the 
aggregation,of information ‘about stewardship 4nvertments and a&sets related to varied 
agencies and -gram+ further deliberations by .the Board are needed to reach a 
decision on the amount and nature of information to be required under this standard 
for reporting in the consolidated financial report. Accordingly, except for the standard 
&ascribed in Chapter 8, ‘Current Service, Assessment,“, the effective date of the 
.stewardship standards,as they apply to the consolidated fiaanoial report, is deferred 

; .pending that decision. The effective date of &the standard-in Chapter 8 is for fiscal 
periods beginning after September 30. 1997. In the interim. the consolidated financial 
reports should ‘include such summary or selected information as is feasible, 
Experimentation is encouraged, as is the reporting of such additional information as 
will enhance the. fiicir~ report., 

40. Some Federal entities; including those government corporations listed in the 
‘-‘Government Corporation Control Act and certain others, such as the US Postal 

Service, are required by law or policy to publish fmncial statements pursuant to the 
standards issued by the Financial Accounting Standards Board (FASB). (Some entities 
also may be required to prepare statements pursuant to standards set by a regulatory 

‘2The terms “ftnanoial katements’ and “consolidated financial statements” are used throughout this 
document to refer to the basic financial statements of a reporting entity; the basic financial statements normally 
include: the balance sheet, the statements of net cost, changes in facial Position, ftnanoing, budgetary 
resources, and custodial activities and the notes to the ‘f-&l statements. The terms “financial reports” and 
“oonaolidated financial reports” are nsed to refer to a document which would include the financial statements but 
which would rho include items such, as; a management disct+ion and analyir section, a.statement of program 
performanoe meaaurks, required supplemental ‘information or required supplementary stewardship information not 
included in the f-cial statements or other supplemental financial and’ management information. 

-4 
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agency. That practice would not be affected by this statement of stdards.) Forauch 
entities, this standard provides the following general principles: 

m 
: : 
3 

.< 
2,. 

‘: 

. Appfying Applicable Accaunting Principles - Separately issued (&d-alone) 
general-purpose finanoial statements on such entities should apply applicable 
accounting principles that will best meet us& needs and comply with any 
relevant statutory requirements. This principle would continue to be true fat 
sepqtely issued statements even if, pursuant to the provisions below, other 
inf@mation about these entities migl$ need to be presented when their 
finrooial statements are included within reports of a larger Federal entity. 

. Reparting Additional or Supplemrn~ Infbhnatian b When futancial 
Connation on such entities is included in general-purpose finrnoial reports of 
a larger Federal reporting entity (&&ding Treasuxy’s consolidated fd 
report), any applicable standards recommended by the FASAB and @sued by 
OMB and the General Accounting Offke (GAO) that call for additional 
reporting or supplementaq information should be applied. 

. Applying Applicable Standa& When D~@ermces’Arisr - When fiaancial 
information on such entities is included in general purpose financial reports of 
a larger Fedeml reporting entity (including Treasury’s consolidated fvial 
repoat), standards recommended by FAME and issued by OMB id GAO 
should be used if the difference arising from differences’betwek Federal 
accounting standards &i FASB’s would be material to users of the report of 
the larger edi@. 
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CHAPTER 2: HERITAGE ASSETS ,. . 

-? . . 

I Etrityt As8tt8 

Heritage assets dull bd reported as required supplementaty stewardship infotmation aocompeayiq the 
frnraeial titements of tba Federal Go vunmmt and the component wits of the Federal Govenrmsnt 
responsible forsuch aqets..Heritage; assets ahaIl be reported in terms of physical units rather than cost, fti 
valw, or Other mowtary vahles. I’ 

,/ 1 

)J*. -. Heritage assets’ arc PPBE that & unique for ow or more of the followiq 
EUOM: 

. historical or natural significance; 

. cuItura1, educational or artistic (for example, kthetio) importance; or 

. sipiifioallt a&itectWal &&efisticr. 
i 

44. Heritage assets are generally expected to be preserved klefmitely. Gne 
example of evidence that a particular asset is heritage in nature is that it is listed on 
the rational Re@ster of Historio Places. 

45. Sow investments in h&age qscts. for example national parks, will k 
repov by both J) the number of physical units identified as national parks in the 
heritage assets category, and t;Y 2) the number of acres used as a park or an historic 
site in the stewardship land categoty (see Chapter 4 of this docum&t). Such qorting 
would not k considered duplication, as the typs of information reported on an item 
would be different for each category of stewardship asset. 

. 
MEASUREMENT 

46. Heritage assets shall be quantifkd in terms of physical units (for ekmple, 
number of items in collections or the mu&r of national parks). No asset amount shall 
be ahown on the belanc&ut of the Federal fmial rti@ments for heritage assets.. 

47. - The cost4 of acquiring, oonqtntctiq, improving, reconsttuctit~, or renovating 
heritage asset8 shall be considered an expense in the period incurred when dekrminiq 
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. r the wt ciat of operations.” The cost ati1 include all costs incurred to bring the 
heritage met to its current condition and location. 

MULTI4lSE HERITAGE 
ASSETS 

‘I&. 

: 

:., 

48. Not all heritage assets are used solely for heritage purposes-some serve two 
putposes by providing reminders of our heritage and by being used in day-to&y 
government opemtiona llarelrted to the assets thenuelves. The Mod of renovating. 
ilapreving, or lec6nstructing operaing componeats of he&Age assets used in 
00&t oper8tiona alla be idilded in genelal PPBE. The renovrtion, 
‘impovement, or reconstruction costs to facilitate Government operations (for example, 
installation of communication wiring or redesign of offke space) would be crpitalixed 
and depreciated over its expected useful life. The cost should not be depreciated over 
+i um+tically long life. 

49. Costs of renovating or reconstnicting.the heritage asset thst cannot be 
associated directly with operations shall be considered heritage asset costs and 
included as expense in calculating net costs. 

MINIMUM REPORTING 

50. The determination of the most relevant infoirnation to be presented should be 
made by the preparer; however reporting rt the entity level shill be,more specific 
than at the governmentwide level. The following are examples of information t&t 
should be considered for presentation: r) 

. Description of esch mnjor category of heritage asset. 

. The number of physical units added and withdrawn from the heritage use1 
records during the year and the end-of-year number of physical units for uch 
type of heritage asset. Heritage assets consist of ‘(1) collection-type heritage 
assets, such as objects gathered and msintiined for exhibition. for example, 
museum collections, art collections, and library~collectioru; and (2) 
nonoollection+e heritage assets, such as, parks, memorials, monuments, and 
buildings. 

. Description of the methods of requisition and withdrawal of heritage assets. 

“For guidmnce in mersuring and reporting the cost of heritage assets transfemd from other federal ., 
entik +d he&ge assets l cquired’through dotution or devk, see the general PP&E standard amained in 
Accounting/a Pmpv@, Plant, and Equipment, SFFAS No. 6. 

_,I 

1 
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. iZondition” of the l qets Unless it is already fepo+ in a note to the finuroirl 
statements in which casC o reference io the note will ruffioe. :,: , 

/ 
!Y, 

.A reference to a note to the financial statemeaIu 8 deferred maintenances is 
‘I, , 

. 
reported for the assets.” r 

IMPLEMENTATI~IuxJIDANcE 

51. I: For guidame on her&e assets thit wete pariourly recognized as assets for 
balgy ih?t reportin& see Statement of Fe.deml Financial Accounting Standards 
(SFFAS) No. 6. Accounting fw Proper&, Plant,and Eq+pmmt, paragraphs 63,64, 
atid 6s:. 

/ 

“Exunpler of condition information include; among others, (1) averages of stmklized condition 
nt&! codes; (2) pkcentage df assets above, at, or below acceptable condition; or (3) narrative information. 

“For g&W nlating 6 defa main-&a& see the Lkfemd h&&ce stark in 
Act-ring/or Propr~, Plant, and Equipment, SFFAS No. 6. 
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CHAPTER 3: I~CEDER~L MISSION PP&E 

Federal Mission Property, Plant, and Equipment 

Fedeml mission property, plant, and equipment (PP&E) shall be reported as required supplementary 
steWardship information accompanying the froanoial statements of the Fedeml Government and the 
component units of the Fe&ml Government responsible for such PP&E. Federal mission PPdE shall be 
vhed and repomd using either the total cost or the latest acquisition cost valuation method. 

‘1. 
. .I-*. 

DEFINITION 

52. Fedeml mission PP&E includes items used to meet a Fe&ml Government 
,. mission in which thb specific PPBtE used is an integml part of the output of the 

mission.“ PP&E should ,k considered Fedeml mission PPdE if it possesses at least 
one of each of the two types of chamcteristics presented below. One type of 
chamcteristic relates to the use of Federal mission PP&E, and the other relates to its . 
useful life. 

53. Chamcteiistics related to the use of the Federal mission PPBE are that it 

. her no expected nongovernmental altetnative ,uses; or 

. is held for use in the event of emergency, war or natural disaster; or 

‘. is specifically designed for use in a program for which there is no other 
program or entity (Fedeml or noufedeml) using similar PPBtE with which to 
compare costs. 

54. Characteristics related to the useful life are that it 

. has an indeterminate or an unpredictable useful life” because of the unusual. 
manner in which it is used, improved, retired, modified or maintained, or 

. is at a very high risk of being destroyed during use or of premature 
obsolescence. 

‘?he name ‘“Federal mission PPBE’ may cause readers to erroneously assume that this category should 
inch& any PPBtE supporting a Fe&ml mission. Fe&ml mission PPBtE is limited to those items specifically 
identified herein as well as any other items exhibiting at least one chamcteristio from each of the two groups 
Iisted. 

~ .: 
l”%a-rnay be evidenced by the ability (1) to retire the PPBE and later return it to servioe or (2) to 

‘ktinually upiinrde the PPdE to maintain its usefulness, 
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55. Federal mission PPBtE Cxcludcs land whether the land is general PP&E laud 
or stewardship land. 

56. Federal tuidon PPBE, howevti, specifically includes (1) weapous systems 
PP&E (for example, fighter or attack aircraft, submariitea a& tracked combat 
vehicles) and (2) space exploration equipmeut (for example, space hardware and 
lwnch, t&king, end recovey facilities). Weapous systems and space exploration 
equiputeitt are. defmed .iu .the following pamgraphs. 

57.. Woopeas System Weapons systems are a combiuatiox of one oi mozd 
weqms’* wiih all related: equipment. materials, services, persounel, aud meaus of 
delivery ,md deploy&t tequired for self-sufficiency.” ‘This standud l ddtesses only 
the PP&E componehc of weapons systems. PPdE ixcluded &I weapon ,ystema are 
.ddingui?hed ftomgeuenl pmperty,.plaxt, and equipment held by defense rgeneios 
and defense support age&es iu that they UC intended to be used directly. by the 
armed forces to jury out combat missions, what uecessaryI and to train iu peacetime. 

58. keapons syst&ns include only. those assets owned by defense l geucies aud 
defense support agencies that would otherwise meet the property, plant, and equipamt 
definition. Items meetiug other thaa the PP&E asset category def&tions ate excluded 
from Federal mission PP&E, s&h as items of iuveutory or operating tnatetials aud 
supplies. 

59. Spwe Espkrdoa Equipmeat Space exploration equipment iucluder 

. items that are intended to operate above the atmosphere for space exploration 
PuTJ$=* aad I.., 

I.^ 
. auy specially designed equipment to aid. aen&, or operate other equipmeut G? 

engaged in exploring space. 
_. 

1 
_ 

MEASUREMENT 

60. Federal miwion PPBE shall be valued using either the total cost or the latest 
acquisition cost valuation method. 

61. There is a presumption that the valuation method previously used by the 
entity was appropriate for the circumrunce s aud, therefore, should be applied on a 
consistent basis. Accordingly, the preparer shail justify any changes iu the use of a 
vahmtion method. 

1eWeapon8 ate iustrumeata of cotabet used to desuoy, iujute, dcfert or threaten m enemy. (adrptcd 
ftcun Dictionary of Weapons and Milita~ Tmw~s) 

A %nt Chiefs of Strff, Department of De/mn Dictfonm$ ofhfilitmy and ha&ted Temu, Joint 
Publication l-02. March 23, 1994. 
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62. For purposes of this staadard;the “tots1 cost method” is defined to include 
the l ctuel ecquisitioa cost of each item held plus the costs of my rdditioas, 
improvements, ‘alterations, rehabilitations, or nplrcemeats thet extend the us&l life of 
the Federal mission PP&E. 

.r:..e 

‘- 
\. 
; 
1 

63. Under the latest requisition cost method, rll like units that ere held are valued 
rt the invoice price of the most recent like item ptircltased, less my discounts, plus 
additioael costs de&bed ia the following pamgrephs. 

64. Using either cost valuition method; the cost assigned to en item of PP&E 
shell include l ll costs’iacurred to briag the Federal mission PPdE to a form and 
looetioa suitable for its intended use. For exemple. the cost of requiring Federel 
mission PP&E aray include: c 

l mounts paid to veadors; 

. transportation charges to the point of initial use; 

. luadliag aid storage costs; 

.  labor and other direct 
constructed); 

or iadirect productioa’costs (for assets produced or 

. ea#aetia& ucltitecturel. and other outside services for designs, pleas. 
spdicatioas, end surveys; 

. requisition end preparation costs of buildings end other facilities; 

. an l ppropriate share of the cost of the equipment and the facilities used in 
construction work, 

. fixed equipment end related iasullrtioa costs required for activities in a 
building or a facility; 

. direct costs of iaspectio&. supervision, and admiaistratioa of coastn~tion 
contmcts end coastnrctioa work, 

. legel and recording fees end damage claims, 

. feir velue of facilities and equipment doaeted to the government; and 

. materiel nmounts of interest costs peid’O 

65. No met mount shell be shown on the belaace sheet for Federal mission 
PP&E. 

20%tmst costs’ include cay reimbtkble interest paid by the reporting entity directly to providers of 
‘goods or WrviCes relatedto the l cquisitioa or ooasuuction of Fedeml &ion PPBtE. It excludes any i&rest 
oosts pd by importing entity in frnrncing its own debt. 

. 
.,- . 
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66. The acquisition cost of Federal mission PP&E shahbe considered an expense 
in detmnining the net costsof operations in the period acquired. The cost of 
constructing, improving, reconstructing, or renovating Federal mission PPLE also shall : 

., -3 ,, . ..I, ’ be considered ‘anexpense in determining net costs in the period incurred. ‘,_ q,, 

For acquisitions of Federal mission PPBE where costs are incurred over a 
iiinber of years,. the portion of the cost incurred during the reporting period shall be 
considered an expense in the period incurred in determinin8 the net cost of operations . 

.’ and the total cost to date -considered~ an acquisition-in-process lost in. the required 
supplementary, stewardship infotmatiott. 

7 REPORTING 

68. Federal Mission PPBE shall be .reported.as required supplementary 
stewardship information. Reporting at the entity level for Federal mission PPBE shall 
be more specific than at the governmentwide level. At a minimum, the following 
information shall be reported: 

. A description of major types of Federal mission PP&E,by the holding entity 
and the values assigned under the vahtation method used. 

L . The value of Fe&ml mission PP&E added and withdrawn during the year. 
the increase or the decrease in value testthing from revaluations of assets held 
to latest acquisition cost, and the .&d-of-year value for each major type of 
property using the entity’s valubtion method. - 

. A description of the methods of acquisition and withdrawal of Federal 
mission PPBtE. This~ should be raotted at the major program or category 
level; individual transactions, uniess s@ificant, need not be reported. 

4 
. Condition*’ of the assets unless it is already reported in a note to the financial 

statements in which case a reference to the note will suffice. 

. A reference to the applicable note to the financial statements if deferred 
maintenance is reported for the assets. 

IMPLEMENTATION GUIDANCE 

69. For guidance on Fe&ml mission PPBtE previously recognized as assets for 
balance sheet repotting. see SFFAS No. 6. Accounting for Proprq, Plant, and 
Equipment, paragraphs 55 and $6. 

70. For guidance on deferred maintenance repotting, see SFFAS No. 6, 
Accounting for Proprv, Plant, and Equipment, paragraphs 77 through 84. 

2’kamples of Condition information include, amongothm, (1) l ve$e* of sk&rdtz 
, 

_. * ed condition 
ming C&S; (Jj percentage of assets above, at, or below accept&h condition; or (3) narratrve infotmation. 

,. 
. * 
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CEAPTER 4: STEWARDSHIP LAND 

!Stmql&Ip Land 

i’ 
Land not acquired for or ia connection with= items of general PP&E, that is, stewardship land, shall be 
report4 as required supplementary stewardship information accompanying the finanoial statements of the 
Fcdekl Go vemwat and the separate reports of component units of the Federal Government responsible for 
such lind. Stewardship land shall be reported in onnr of physical units rather than cost, fair valw, or other 
mowtuy valws. 

‘,.- DlWlNlTION 

, 
7i. “Land’ id defined as the solid part ,of the surface of the earth. Excluded fkom 
the definition are the natural resources (that is, depletable resources, such as mineral 
deposits and petroleum; renewable resources, such as timk, and the outer~ontinental 
shelf resources) related to land, 

“I II 
b 

72: Although thy Fe&ml Government holds vast amounts of ‘proven” and 
‘inferred” tutural resources, the major rea8ons for addressing only surface land in this 
project were (1). the allotted time fnme within which to coniplete this MS (2) 
existing studies that Point out the difliculties and the complexities of accmtely 
estimating and valuing natural resources; and (3) disputes regarding the boundaries of 
the outer+ontinental shelf? 

9.2, 
73. Land ad land rightsa owned ? the Federal Govekuneat and. required for or 
in connection with items of general PP&E shall be accounted for and reported as 
general PP&E. 2 

74. Land and land rights owned by the Federal Government and not acquired for 
or in connection with items of general PP&E will be reported as stewardship land. 
Examples of stewsrdship land include land used as forests and parks, and land bsed 
for wildlife and graxing. 

‘2’AcqUimd for or in connection with. is defined as including land acquired with the intent to construct 
general PPBE and land acquired in combination with general PPBtE, including not only land used as the 
fiusndstion, but also adjacent land considered to be the general PP&E’s common grounds. 

. 

:.. ‘be Board presently 6s an active project to address standards for natural resources. 

2”Land rights’ are ihwts and privileges held by the entity iu land owned by others, such as 
%*bOldr. ~pM!M, UnUr and water power righta, diversion rights, submersion rights, rights-of-way, mineral 

rights,andotherlikeinterestsinland 
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period acquired -&en determining the net cost of operations. 

.75. Stewardship land shall be quantified in terms of physical units (for exunple, 
acres) rather than in monetay tenas. 

76. No asset amount shall be shown on the b&ace sheet of the Fedeml fmuwial 
stafnenU for stewardship land. 

77. The r~quisitioa iost of stewardship~laad shall be considered an expense in the 

78. In some c&es. land may be rcquirerl along with existing structures. The 
follotig treaets may tppty: 

. if the structure, -which would be deemed a heritage asset, is significant in and 
of itself, the entity shell use its judgement as to whether the requisition cost 
sh+l be treated us the coa of stewardship la& heritage asset, or both, 

. if * structum is to be used in opemtions (for exan$e. as geaeml PP&E) but 

’ 
1) the yrlue of the stmotum k, iasigttifrouu. or 2) its requisition is merely a 
byproduct of the acquisition of the lad the cost in its entirety shall he 
@eated as ut rquisition of Avudshi~ la& or 

. only sipificmt structures ,&at hwe an operating use (such as, a recently 
constructed hotel or employee housiq block) rhrll be treated as general 
PP&E by identifying the ion rtibutable to geaeml PP&E md segregating it 
from the cost of the stew&ship land required. 

‘r 
79. However:no amounts for ~stewudship ,Imnd acquired through donation or 
devisea shall be F@xed as a cost,in c~loulrting net coti The fair value of the 
property, if ktiown ad materi& shall be disclosed in notes to the financial strtements. 
If fair value is not estimable, infonaation related to the type and quantity of assets 
received shall be #sclosed in thi year received. 

80. Any costs to prepare stewardship land for its intended use (for example, 
razing a buildin@ shall be expensed as a part of the cost of stewardship land. 

. 
MINIMUM REPORTING 

ai. Reporting at the entity level for stews&hip land shall he morel specific than 
at the goirernmentwide level. h4inimum repotting shall in&e the. following: 

. The number of physical units of stewardship land by ortegoty of major use. 
broken down within that category by principal holding agency. 

*‘A will or. clause of a will disposing of property. 

. , ..*. 
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I 
. where parcels of btewardship land have more &an brie use, the predoaiiaaat 

use of the land shall be considered the major use. Examples df &joi uses of 
stewardship land include forests and wildlife, grazing, parks, recreation, and 

..C historie sites. .& cases where l&ad 4 mljtiple uses, none of’which ia .’ ’ 
predom+t, a description of the multiple uses shall k presented. -e I 

. Aquiaitioas, wi~drawals, and ending balanek. should be shown by major’ 
categories of use, and methods of acquisition and *@drawal identified. 

:“s. Reporting should be at the major category level; iadividiaal transactioas, 
“5 unless sigIliGcan~ need not be reported, ,., 

. The condition’ of the stewardship la& unlq it is. aheady rep&&i in a note, 
to the fuuncial itatement, in which case a refmnce to the note will suflice. 

. A reference to the note to the finsncial statementa if defemd mainteaame ia 
reported for the assekn 

IMPLmiENTAT10N GUIDANCE 

_T. 

82. For guidance relating to stewardship~laad that was previously recognized as 
assets for. balance sheet reporting, see SFFAS No. 6,.Accounfing/or Proprq, Pbnr 
and Equipment, paragraphs 75 and 76. 

-- 

26Examples of condition infomation include, among others, (1) averages of standardized condition 
iating coder; (2) percentage of assets above, at, or below-acceptable condition; or (3) aamtive inform&m. 
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CHAPTER 5: NONFEDERAL PHYSICAL PROPERTY STANDARD 

Nonfedenl Physical Property * 

Expnwr included in calcula&g net oost for nonfederal physical properr~ programs shall be rrported as 

investmeats in requimd.supplementary &ewa&hip .inforrnation accoqmying the fmncial statements of the 
Federal Government and the separate reports of component units of the .Feder+l Government responsible for 

* such investments. Report@ will include data, II) ‘nomiDa1 dollars, on investlnellt for the year a* mported 
upon and the pmcediq 4 years. Additional years’ data also may be reported if such data would $rovide a 
betterindicatiollofthenatweofth&iavestment. 

DCPINITION 

83. “Investment in nonfederal physical property” refers to those expeases incurred 
by the Federal Government for the purchase, the consWction, or the major renovation 
of physical property owned by state and local governments; including major additions. 
alterations, and repladements; thi p&k of major equipment; and the purchase or 
improvement of other physical assets. Grants for maintenance and operations are not 
considered inyestments. 

MEASUREMENT 

84. ‘Expenses incumd” - The facial investment shall be measured on the 
same basis of accounting as used for finnncial statement purposes, including 
approlkate accrual adjustments, general and administrative overhead, and costs of 
f&ili+es.m Amounts shall be reported in nominal dollars. 

85. Cash grants related to nonfederal physical property pro8raius are recognited 
and reported as expenses in arriving at the net cost of operations. 

I .a& Expenses incurred for prognm costs. contracts. or grants with split putpows~ 
shall be reported on the basis of an allocition of the expenses. If allooation is not 
feasible, the investment shall be reported on the basis of the predominant application 
of the expense or transfer. 

“8ee Managerial Ccysr Accounting Ctxuepu ond Stadad, SFFAS No. 4, for a fbll discussioa of 
Federal cost accounting principles aad stduds. 

’ ~‘~?‘An~leofloimnrtmcatwitharplitpnpo~isagnnt~toaNtctooonrtruct’icgmentrof 
the National Highway System and to conduct highway mea&. 
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I &-, MINIMUM REPORTING . : 

:i. ) 87. Minimum reporting shall include the following: 
: 

.‘? . Annual investmet#’ shall be reported, including a des$ription of Fed@y- 
owned physical property transferred to state and local governmenta. This 
information will be provided for the year ended on the balancesheet date as 

‘2 
.F. $.$s~ >“$., well as for each of. the 4’years preceding that year. if data for addit&naI years 

& would provide a better indicition of mvestmenS reporting of the rdditior&l 

4 ye@ date is encouraged. ,hi those tinusual instances when CBtitieS hWe 00 
.- historical data, only cumnt reporting year data need .be reported, ~ .3,.’ : 

il 
'. 

'; .  Reporting shall .be et e meaningful category or level, for example, a major 
.A program or department. Reporting of major investments at the entiQ level 

shall he more specific than at the governmentwide level. . 

1 ,’ 
. In some cases, ihe information called for above is not available beoauk I ; 

I 
1 .; 

entities have maintainedrecords on the basis of outlays rather than expenses. 
For such entities to reconstruct their accounts on the basis of expense data 

/ ’ may be impracticable. Agencies in this situation will continue to report 
historical data onan outlay basis for.eny yeers for which reporting is required 
and for tihich expense data are not available. If neither histori~el expense nor 

&h ‘,:. outlay dataare available for each of the 5 years, entities need repoti only * 
.,I expense data for the current reporting year and such other years as available. 

At the et&of 5 years; however, the ‘agency will be able to report the 
expanses to be categorized as investments for nonfederal physical property 
rather than the outlays for each of the preceding 5 years. 

f ‘Z ,.,. 
1,. w-- + . 

P 'W 

Reporting shall include e description of major programs involving Federal 
investments in nonfederal physical property including a description of. 

:, programs or policies under which non-cash assets are transferred to state and 
hCOl ~OVCrnments. 

RECOMMENDED REPORTING 

88. Reporting of the amount of significant state and local total contributions to 
shared or joint programs is encouraged but is,not required. If it is known, however, 
that other contributions in a significant amount were made. that fact (for example, 
expressed es a percentage of the total program) shell be reported even if the exact 

amount of the contribution is not known. 

“As defined in this standard, “annual investment” includes more than the annual expenditure reported 
by character class for budget execution. .“Annual investment” is the full cost of the investment. Full. cost shall 
be measured and accounted for in accordance with Managetial Cost Accounting Concepts a.d Stmdiard~. 
SFFAS No. 4. 

L., 
.-i 

I’ 
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CHAPTER 6: HUMAN CAPITAL CHAPTER 6: HUMAN CAPITAL 

Hum8n Crpitd 
: 

Expenskiricluded in calculating net Oost for education and training programs that are intended to increase 
ormaintain ~tio~l~eoonomic podu&re, capacity shall be mported as investments in human oapital as 
required supplementary stewudshipinforr~tion accompanying the frrunoial statements of the Federal 
‘Ooverarnerit and iii~mponqnt units; Co$tmd categorization of sxpsnwr as ‘investments for stewardship 
purposes is predicated on demonstrated outputs and outcomes consistent with the intent of the program 
Rqortiq will ordinuily indud data in nominal dollars on investment for the year being reported upon 
and the preceding 4 ‘years. Additional ye& data also may be reported if such data would provide a better 
.indicaioil of the ~investment, 

. 

DEFINITION 
/ 

‘Investment in human capiul’ refers to those expenses incurred for progarns 89. 
for adawation and training of the public that are intended to maintain or increase 
national productive capacity and that #roduee outputs and outcomes that provide 

, evidence of.maintaining or increasing national productive capacity. 

.90. The deftition excludes education,and training expenses for Federal civilian 
and military personnel. It also excludes education ‘and training expenses whose 
purpose is not maixitainiq or enhancing national productive capacity. 

1) 
MEASUREMENT 

91. “Expenses incurred” - The investment shall be measured on the same basis of 
accounting as used for financial statements, including appropriate accrual adjustments, 
general and administrative overhead, and costs of facilities.” Amounts shall be 
reported in nominal dollars. 

92. Expenses incurred for. programs, contracts, or grants with split purposes” 
shall be reported on the basis of an allocation of the investment expenses. If allocation 
is not feasible, the investment shall be reported on the basis of the predominant 
application of the expenses incurred 

93. By no later than the third year alter the effective date of this standard, 
managers of the investment program should be able to provide information on the 

“See Managerto Cost Accounting C&epu and Standods, SFFAS No. 4. for a litll discussion of 
Federal cost acoounting principles and standa&. 

32An example of an investment~with a split purpose is a grant issued to a teaohing hospital to perform 
both medid education and medical research. 
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outcomes for the programs for which the investments are reported. If outcome data are 
not l vailablr~ (for example, the agency has not agreed on outcome measures for the 
program, the agency is,unable to collect reliable outcome data or the outcomes will 
not occur for several years), output data &at best provide indications of the intended 
program outcomes shall be used to justify continued treatment of expenses as 
mvestments until outcome data ere’available., Deftitioixr and characteristics of outputa 
and outcomes ‘ire provided in the paragraphs that follow.” 

&llmm$l REPORTING 

94. 

. 

‘%tpW - A t~buhtion, Caktit@n, or fccordin~ of activity or effort that CM 
be expressed in a quantitative or qualitative manner. Outputs shall have two 
key characteristics: (1) they shall be systematically or periodically captured 
through an l ccotmting or management information system, and (2) there shall 
be a logical connection between the reported measurem and the program’s 
putpose. ,Examples of human capital output are high school and college 
graduates as a percentage of population over 25. I’ 

Wutcome” - Anassessment of the results of a program &mpamd to its 
intended putpose. Outcomes shall: (1) be capable of being described in 
fmrrrcial, economic, or quantitative terms and (2).provide a plausible basis for 
aoncluding that the program has had or will have its intended effect. 
Examples of human capital outcomes are program graduates obtaining jobs 
within 2 months of program completion or program graduates obtaining joba 
making more money than they previously received on Federal aid. 

Minimum reporting shall consist of: 

The annual investment” made in the year en&d on the balance sheet date as 
well as in each of the 4 years preceding that year shall be reported. If data for 
additional years would provide a better indication of investment, reporting of 
the additional years’ data is encouraged. In those unusual instances when 
entities have no historical data, only current reporting year data need be 
reported. Reporting shall he at a meaningful catego+ or level, for example, a 
major program or department. Reporting of major efforts at the entity level 
shall be more specific than at ‘the governmentwide level. 

“be humm cap’ 1 u p eta o t uts and outcomes should be the same as those measured for the Government 
Perfotmance and Results Act (GPRA) and the budget and could be repotted in a Statement of Program 
Performrnce Measures as described in Appendix 1-F to the concepts statement entitled, Entity and Display, 
SFFAC No. 2. 

. 

“As defmed in this standard, “annual investment” includes more than the annual expenditure reported 
by dra&r ths for budget execution. “Annual investment’ is the full cost of the investment. Full cost shall 
be mamted atghccotmted for in accotdame with Managerio Cost Accounting Concepts 4.d Stan&wds, 
SFFAS No. 4. 
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. In some cases,,the information carted for above will not,be available because 
entities have maintained records on the basis of outlays rather than expenses. 
For such entities to reconsmt thqir.accounts on the basis of expense data 

i 
“.C, 

may he impracticable. Agencies in this situation will continue to report ; 

historical data on an outlay basis for any years for which reporting is required I 
and for which expense data are not available. If neither historical expense nor 
outlay data are available for each of ‘the 5 years, entities need report expense 

“data foi’only the current reporting year and such otheryears as available. At 
,’ J the e&i of 5 yeus, however, the agency will ba able to report the expenses to 

be categorized as investments ,for human capital rather than the outlays for 
each of the preceding 5 years. 

* a, ,. , 
. A narrative description of major education and training programs considered . 

‘Federal investmenta in humancapital shall be included. i 

RECOMMENDER REPORTkNC ’ 

I 

9% Reporting of the amount of significant state. local, private, or foreign total 
.. contributions to shared or joint programs is encouraged, but is not required. If it is 
4mown, however, that other contributions in A significant amount were made, that fact 
(for example, expressed AS a percentage of the total program) may be reported even if . 
.ihe exact amount of the contribution is not known. i 
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CHAPTER 7: RESEARCH & DEVELOPMENT 

Rewarcb and Development 

Expenses included in calculating net cost for research and development.programs that are intended to 
incream or maintain national economic productive capacity or yield other future benefits shall be reported 
~&eatmenta in research and development in required supplementary stewardship information 
mcompqiqjhe frnrnoial statements of the Federal Government and its oomponent units. Continued 
Ch~OtitiOn of program expenses as investment is predicated-on output and outcome data consistent .with 
the pmgnmL intent. Reporting ordiily will include data in nominal dollars on investment for the year 
being reportdupoh and the preceding 4 years. Additional years’ data also may be reported if such data 
would provida 8 better indimion of the investment. 

: . 

DEFMTION 

%. “Investment in research and development” refers to those expenses incurred to 
support the search for new or refmed knowledge and idensad for the application or 
use of such knowledge and ideas for the development of new or improved products 
and processes with the expectation of n+ntainiq or increasing national economic 
productive capacity or yielding other future benefits. Research and development is 
composed of * 

‘0 Basic research: systematic study to gain knowledge or understanding of the 
fundamental aspects of phenomena and of observable facts without specific 
applications toward processes or products in mind; 

. Applied research: systematic study to gain knowledge or understanding 
necessary for determining the means by which a recognixed and specific need 
may be met; and 

. tkvelopment: systematic use of the knowledge and understanding gained 
from research for the production of useful materials, devices, systems, or 
methods, including the design and development of prototypes and processes.” 

-- 

%ee Oh4B Circular A-l 1, section 44. 
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MEASUREMENT 

97. ‘Expenses incurred’ - ‘The investment shall be measured on the same basis of 
accounting l s.used for fmncial statements, including appropriate accrual adjustments, 
generai and l dministmtiw overhead, and costs of facilities.“ Amounta shall be 
reported in nominel dollars. 

.98. ;. Expeases~incurred for ‘programs.~contracts, or grants with. split purpose8 
shall be:reportod cm the bsais of. art allocation of the investment expensea If ailocatiotr 
is not feasible. the investment shall be reported on thebasis of the predommaat 
applicatiouof the expenses incurred. 

,’ ,.. 
. 99. By .a0 Uer thi the thid year after the effective date of thiam 

8 managers of the investment program should be able to provide informatiorton the 
htcomes for the programs for which the investmenta are reportedm If outcome data 
are not’ available (for example, the l gency’hs not agreed on outcome measures ‘for the 
program, the agency is unable to collect reliable outcome data, or the outcomes g 
not occur for several years), the outputs that best provi4 indications of the intended 
prognm outcomes shall ,)e used to justify continued treatment of expenses as 

‘. inw;rmcnU until outcome date are available. Deftitiona and characteristics of outputa 
and outcytld follow. 

. ‘OutpuP - A tabulation, calculation, or recording .of activity or effort that can 
* be expressed in a quantitative or qualitative manner. They shall haw two key 

characteristics: (1) they shall be systematically or periodically captured 
through l 9 ucoding or management information system, and (2) there shall 
be .a ,logid, connection between the reported measures and the program’s 
.putpose. In researchand development programs, this might consist of data for 
the year concerning the number of new projects initiated, the number 
continued from the prior year, the number completed and the number 
tetminated. It also, might consist of such quantitative measures as 
bibliometricr (for example, publication counta, citation counts. and analysis, 
and peer evaluation); patent counts and analysis; and science “indicators’ that 
assess the ongoing vitaiity of the research (for example, statistics on scientific 
and engineering personnel, graduate students rind degree recipienta by field 
and sector).” 

%e Managerial Cart Accounting Concepts and &naiz&, SFFAS No. 4, for a full discussion of 
Federal cost l 4ounting principles and standards. 

“An example of an investment with a @it purpose is a grant issued to a teacm hospital to perfm 
both medical education and madical rasaarch. 

‘“The. resaakh and development outputs and outcomes should ba the same as those measured for the 
Government Performance and Results Act (GPRA) ,and the budget and will ba nportad in a Statabnt of 
Progrm Perfonnanca Measures as described in Appendix 1-F to Enrity and Dis&y, SFFAC No. 2. 

~ 
:.... ,+. 3%eaeh Funding OS bn Investmmt: Can We Meamm the Returns?, A Ted&d MemoMdum, 

CMWCU of the. United States, Office of ‘fechnology Assessment (Apr. 1986). 
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MINIMUM REPORTING 
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,* 

‘Outcoma’ - An assessment of the results of a program compared to its 
iatended purpose. Because of the difficulty of measuring such results for 
research and development programs in~financial, economic, or quantitative 
terms, outcome data for such programs are expected to consist typically of a 
narrative discussion of the major results achieved by the program during the 
year, along the followiq lines: 

w Baric Rcseureh - an identification of any major new discoveries that 
were made during the yeai; 

w Applied Reseomh - an identification of any major new applications 
that were developed during-the ysu, or 

M Dewlopmmr - the progress of major developmental projects 
including the results with respect to projects completed or otherwise 
terminated during the year and the status,of projects that will 
continue. 

The information provided concerning outcomes should be chosen to 
provide, in concise form, a plausible basis for jud#ng the extent to 
which the program is achieving its putpose. 

Mininuun reporting shall consist of the following: 

The annual investment” made in the year en&d on the balance sheet date as 
well as in each of the 4 years preceding that year shall be reported. If data for 
additional years would provide a better indication of investment, reporting of 
the additional years’ data is encoura8ed. In those unusual instances when 
entities have no historical data. only current reporting year data need be 
reported. Reporting shall be at a meaningful category or level, for example, a 
major program or department. Repotting of major investments at the entity 
level shall be more specific &en at the governmentwide level. 

ln some cases, the information called for above will not be available because 
certain entities have maintained records on the basis of outlays rather than 
expenses. For such entities to reconsttuct their accounts on the basis of 
expense data may k impracticable. Agencies in this situation will continue to 
report historical data on an outlay basis for any years for which reporting is 
required and for which expense data are not available. If neither historical 
expense nor outlay data are available for each of the 5 years, entities need 
report expense data for only the current reporting year and such other years 

“As d&d in’ this skuiard, ‘annual investment’ includes more than the annual expenditure reported 
by character class for budget execution. ‘ktnual investment” is the full cost of the investment. Full cost ahaIl 
lo measured and accounted for in aooordeme with Managejiol Cost Accounting Concepts and Standards, 
SFFAS No. 4. 
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MINIMUM REPDRTMG 

Govetnmu~twlde Report of the Fedpal Government 
r 

105. The CSA shell present flow date IS described in the two preceding paragraphs 
for inclusion in the consolidated f-id report of the US Government. 

106. Prcpuus of ,fmcial, reports ue encolm~ed to expetimexlt with the 
pmcnt~tion of the CSA &a in order to make it more uaderstmclebk. 

63s - 
h"F'ASNO.8 .' 

107. In nome CISCS, summary data will be more effective than detailed da@. ‘Ike 
my be situations, too, where graphh presentations will be more effectivq! thmo tabular 
preSUlt8tiO~. 

Reporting Entitka of the Federal Government 

108. None. 
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APPENDIX A: BASIS FOR CONCLUSIONS 
, 

109.. This appendix provides a discussion of the more significant comments that 
the-Board received from respondents to the exposure draft, Supplemmrary Stcwaddrip 
Repming, &ted August .I995 and from testimony at a public hearing on the exposure 
draft that was held December 5. 1995. 

K . 
,: 110. Responses overall were generally favorable to the concept of reporting 

i. 
stewardship information. In some cases, respondents had questions about the specific 
mportby requiremextts or requested clatifkation-on particular items. Where feasible, 
these ‘UCIS were addressed or clatiflcd in the f-l- statidatds in this Statement. In the 
cue of issues raised by the respondents, this appendix explains the basis of the 
Bonrd’sconclusions. 

THE NATURE OF 
-ARDSHIP REPGRTJNG 

111. The exposure draft presented the Board’s approach to reporting in a manner 
other thin is done in the basic Enancial statements for those items that it has 
categorized as stewardship items. As the Bonrd stated in the Introduction and 
Background chapter of this Statement, it believes that these stewardship items watrant 
specialized reporting to highlight their importance end to portray them in additional 
ways than provided by fmial recounting. The Board designated a new category of 
repotting to highlight the unique nature of stew&ship reporting, Required 
Supplemetttdl Stewardship infotmation (RSSI). 

112. Sam, respondents believed tha&,&hough reporting on stewardship items 
might be warranted, a separate ‘manner of reporting ‘tight not. They believed that 
stewardship report@ could be accommodated either within the basic flnaacial 
statements. for example.’ as a note, or as Required Suppiemenutl Information (RN). 
They did not see the theed for the kpetate categoty of RSSI. 

113. The Board, however, believes tit a new category for reporting on 
stew&ship items is more apppriate. If stewardship information wen required to be 
reported in a note to the basic financial statements, it would k subject to ‘the same 
level of audit scrutiny 8s that’of the basic facial Ratements. Since some of the 
s&wardship information is non-fmancial, for example, physical units, and other data is 
based on projections or assumptions. the same degree of audit coverage as that of the 
basic ftaancial statements for these items may not be appropriate. Such data is not 
dtxwn directly from the financial records. Thus reliance on fiaancial records for audit 
bdup would not be feasible. 

114. Op the other hand, the Board believes that certain stewardship information 
should receive more audit scm than it would if it were RSI. For RSI, the auditor 
reviews the dntu for overall cOmpfiance with associated guidance and for consonance 
with the basic f-i81 ststements. The auditor usually provides in-depth review of 
the RSI otily if there appears to-k some problem with the Qu. If he or she believes 
that the data is not fairly presented, the auditor still, may issue a clean opinion on the 
basic financial statements while noting that there are problems with the RSI. 
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115. Therefore. the Board has proposed that a’new category, RSSI, be designated 
to cover stewardship reporting. By developing this new category, it is anticipated that 
audit standards will be developed to’address the specific items in @ut category. 
Although the Board does not have authority to set audit standards, it established R&I 
with the expectation thst OMB and GAO will, in collaboration, determine appropriate 
audit procedures for this information. c 

!16., Consderation of gui~ce for the reccqnition, measurement and display of 
obligations for social insuraqce programs has c+inued to present the Board with 
si@&ant, vex@ theore@al and practical problems.,Jhe Board nqtes thk strength of 
feelings of responkts and commentators; some of ,whom%elieve a liability should be 
recogked for amoknts that will a paid in future periods to or on behalf of current or 
firtitic’piogram beneficiaries and others who believe that there is no obligatiop 
associated with these progrand that qeets the definition of a liability, other @an. 
amounts due and payable it the end of an accounting period; additionally, some favor 
disclosure of,projecpd data relating to the magnitude of the present value of future net 
hen& paymedu at a par&u&r date while Others favor cash flow information for a 
long period of time. The Board notes too the magnitude and complexity of these 
programs and the extreme sensitivity of projections relatin# to the prograhs to 
zins whose range ofVpossibilities is iargti. Mpre importantly, the Soaid notes 

- imunnce programs rrc’ presently h&q studied and discussed frequently 
and rriously within government and by the public; a report and recommendations are 
expeckd shortly from the 1994-93 Quadrennial Advisory Council on Social Security. 
The prospects ‘of si,gnificant changes to the programs are reasonably high. 

117. After deliherating the issue, the B&d has concluded that additional 
invdgation and further deliberation is required and has directed the FASAB staff to 
continue to researhsocial insurance issues focusing especially 6n: identifying the 
chuacteriati~s of .progntq which should cause them to be subject to the guidance 
provided in a Statenient on Social Insurance; the appropriate display of information in 
the finracial statements; the identification of additional information, if any. which 
should be required for social insurance programs; the means for measurement of ’ 
f-ial data included in su@~ add@ioaal.infonnation, and, the desirability of 
aonfmancial indicators (ratios of data to GDP or “covered payroll’) to describe the 
status of programs or the implications of potential changes to or needs of the 
pqrama.The Board has insuucted the staff to be mindful of all c,mnt developments 
in strucriaing its research and its recommendations. : 

EXPENSING STEWARDSHIP Pp&E 

118. Echoing their earlier comments to the Board’s Exposure Draft. Rceounring/or 
Pmper&, Plant, and Equipment, some respondents expressed concetn that expensing 
rather than capitalizing costs associated with stewardship PP&E would lessen the 
value of theoperating statement as a tool for performance measurement since it would 
OVerstate the cost in the year au asset is acquired. 
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119. The Board, however, believes that capitalizing and depreciating stewardship 
PP&E provides infotrtiation that,is of little usefulness. Stewardship PP&E inclttdes 
heritage assets, Federal mission PP&E, and stewardship land. Period costs related to 
stewardship PPBtE are of diminished usefulness because of uncertain useful life (e.g., 
It&age assets, Federal mission PPBtE), unoertain historical cost basis (e.g. 
stewardship land), or probability of being destroyed in use (e.g., Federal mission 
PPdtE). Therefore, the Board believes that attempting to capiteke and depreciate 
stewardship PP&E is not -ted. -It believes that reporting on information related to 
the existence and.the condition of the stewardship PP&E has more relevance to 
deoision-makers and other users of the fiMncia1 report. 

-SI’D$G’OF FEDERAL MISSION PPBE 

120. Respondents to the Board’s question on whether the alternatives of presentiq 
costs of Federal mission PP&E in terms of either total (historical) or latest acquisition 
coat g&rally believed that both options should not be allowed. Some believed that 
use of alternative methods would not ensure coniistenoy in reporting. Others believed 
that only total (historical) costs should be used. Still others ,believed that total 
(historical) cost should ba the long-term goal. with the use of latest acquisition cost 
allowed only until such historical &on data would be available. 

i2l. The Board, however. recognizes that significant practical problems may arise 
if an agency is compelled to adopt a Jpccified costing approach for retorting 
steward&p assets, and that such cost approach would not be used for computing~ the 
net cost of operations. Therefore, it believes that ita deoision to accept either the 
historical cost or latest acquisition cost method is appropriate. However, it also 
emp&sim that once a method is chosen, an entiq should switch to the other method 
only with l ppmpriate justification. 

REPORTING EXPENSE OR 
4MlTUY DATA 

122. The standad requim that expense data be rep&ted for investments in human 
capital, research and development, and nonfederai physical property. The standards 
also provide for a period of 5 years to transition to reporting expense data for those 
agencies that currently maintain only outlay data. Some Board members suggested that 
since some agencies oturemly maintain only outlay data, requiring that only outlay 
data be rep&ted might be mom practical. However, the responses reflected a clear 
COLUC1UUS for reporting expewt, with little or no support for reporting outlays only, 
and a minority preftig to report both expenses and outlays. Therefore, the 
statdads, as pmposcd, remsin unchanged. 

. 
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REQUEST FOR K,0#& SPECIFICITY 
INREPORTINGREQUIREMENTS 

123. ,wbbn the Board deyeloped the standards for atewm@ip reporting, its 
intention was to provide ova8ll guidwce on defhitioll& reco@ioo, meaarrrment, 
and minimum uKl,fecommw ddfCpOrtiflg.ThiSbIO8dgUidUlUW8Sill~to 

pvide the basic z+tiag.fequiremeats while allowing eecb entity maximum 
” flexibility imsuch~arees rs@etennin&what coastitutes.the individuel~stewudsbip 

item for that eaticy. which.,coats UC. directly l ttxibutable to the stewardship item, end 
bowberttorrportOnmulti-ureitemrrothturmwill~~kbpicbnrofthe 
entity’s f-i81 and perfonnailce inforalation. 

124. The Board believes that the desire for more specific &dance cxpwrcd by ‘, 
seven1 respondents &am from the belief that witbout such guidattce;~m entity’s 
dermmiwtion of hoti to apply the &aada& tiuld be questioned. Nevertheless. the 
Board &e&es its positioti that eat&s sbovld be pm&d maximum flexibility when 
rpplying the mwudship stand&s. However? entities sbouId make thedetaainaioa 
ofbow.&rrtorpplythertewrrdrhipurmdrrbkstdonrthoroughmr~riroftheir 
individual entity, iucluding its missio& fiaancirl pm&es, and the iinput of its 
~~rodopentiononfmuroirlreportusen~antheNItioaF~,rllentity 
detmmiwtiti of the rpplic&ility of s&we&h@ rundarcL should be thony&ly 
.-ted. 

,lSSUES FOR WHICH CHANGES 
WERE MADE TO THE PROPOSED STANDARDS 

! . 

L 

. 

123. MaWpk .c@te#oryaeportb~ sow respolldcats were concerned that there 
wouldk&ubleGotmtineif,upropo#dbytkrun;drib,romcrtcwrrdrhipi~ 
would be rqmted in two separate categoric, for example, Yellowstone N@ioml Park 
would be reported u l heritage asset aad as stewardship land. r . 

,126. Report& supplementuy stew&&ship information in two categories will not 
be deemed double couuting. This is because where multiple reporting is required, the 
uniu of measure amlif%mt for eecb of the stewudship 08tepries. In the example 
dove, Yellowstone Netiouel Park would be reported under 8 category, such as 
~~~u~o/ahrrorol~brrofheriugcrt#uonderthc8rrrpicuof 
the Dcputamt of the Interior. it also would be rqmted by the nunbrr of acres that 
aoec~~~therrcwudrhip~utegoyfortbc~~Tocluifythir 
poinfthedi~uuianof~~otmrrltiprerrportinewuexprndcdinihc ? 
~~tocxplriatht,t&.Bouddoerwtconridcrthirrcporbeu~~~ L 
m 

127. ReportbIg ule Fair value lir seewardship PP&E Tmlrkrryl 80 Sc8te or 
x&d Governmen& Miny respondents questiowd the wed for, end the co-fit 
of, requirin# that the fti value of madship PPBE tmsfemd to sate end loal 
govelnments~rrporrehTbcy~thtmonctuytiuesforrtewudrhipppdrEue 
not m+ired to be reported because y&dues ue either difficult to obtain (e.g., lack 
of~~~GOd&~00~dlGquired~thebirthoftbeEirtion)ornotm#ainerul 
(e.g., the historicd cost to build the Washiqton Monumetit). Therefore, they I 
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quutioned the co&eneflt of feqhijtg that the fair value of stewards&p property 
transferred to state and local governments be detemiued and reported. 

‘, 

128. 
state 

The Board agreed that the fair value of stewardship property transferred to 
and local governmen ts need not be detumirkd aad reported The standa& have 

bun revbed to require a desctiption of the pmpeq transfer transaction; if the fair 
value is knowa, nothing wo$d prelude report& it. 

.k 

Erpt+ DATE FOR CONSOLIDATED FINANCIAL STATEMENTS ’ 
* 

129. In considering rquired rqming of @ewa&hip intonnrtioa, the Board 
beume ilmusingly muarc of the need to be hi@Ily selective ill proposing 
requimmts for the consolidated frnrncial &port of tba Federal Government. It 
reqnized the potential for implementati6qroblems in thi fvst few years after the 
effe+e date of &is statement. In addition ti the &au1 probl,ems associated with 
adqting $0 new atandds, revem1 of these 8tAnduds provide for 8 bamition period 
during which l ghcies may or, k qme cases. tiy not report investments in human 
capital. research and development and not&de~l physical property; if investments are 
rejmed fat u&of five years as called for in this statement, they my be reported for 
earlier yean during the ~transitiot~period on the’buis of either outlays or expense. The 
ttmit of reporting the aggregate of tiomation prepamd on different bases is 
questionable. 

130. Further, the iaCotmatioa required to bi reported,by these sta&rds goer 
bqwnd Uut cutomarily accompanying financial &ports of govemmem or commercial 
eatczprim. Standuds rekted to heritage.assets and stewardship land call for report@ 
in tmns of pltysical uuits (e.g., number of parks or acres of land) rather than in terms 
of historical cost. Impleateautioa problems are foreseen at the consolidated statement 
ltvcl becausa of differing measures. Also, the Board is concerned with the possibility 
of establishing reqtkements so detailed as to reader the consolidated financial rqmt 
uuwieldy, mfhdly to tkpotential user and obfhcatiq of important information. 

, 
131. Because of these possible itnplcmentatiot~ problems ktd the need to consider 
other diaclosms or presentations, the Board expressed a desire for further 
deliberations relative to the consolidated financial repon of the Federal Government. 

132. Accordingly, the effective date of this statement will be for fiscal years 
begimiq after September 30.1997 as it relates to fwial stdtetnents of component 
units of he Federal Govemmeat; tbis same effective date applies to chapter 8 as it 
relater to the consolidated finrncial statements of the Federal Govmmea~ Tka 
effutive date of the stateamt as it applies to the consolidated furrrrcial sWemeau, 
except for chapter 8, is defemd pending further delibemtioas of the +rd. In the 
iatetim, the consolidmd finrncial reporta should include such smmary or selected 
information as is feasible. Experimentation is encouraged, as is the reporting of such . 
additionml infomation as will enhance the fmial repott 
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REPORTMC OF lNFORMAT13N NOT SPECIFICALLY 
ADdRESSED IN THE STNUDARDS 

133. Some respondents requested that the stand&s provide for reportit% 
additional infotr~tion, such.rs transfers of stewardship property to foreign 
govemums, stewudship land sold to the private sector, the Fedeml Govmmnt’s 
interest in such things as propaty held -by nonfederal entities or p~teats gcaemted 
through Fedd resemh aad: development fkls,, and foreign contributions ti Federal 

134. In developing tbe standa& for s&wa&hip.qorting, the Bovd concentmted 
on jxovidingguid8nW in the principal qeas of sWwud&ip mources .$at ,hrvc 
matctidity for the-majoiity ?f Fe&& entitiesand for the coasolibted financial 
report@ for the’ Nation. The ‘Board’s ,ktent was% msu~ tb~t~tbese s@itImnt areas, 
if materid for an +tity, would ,be reported reguiuly and in a comisgat -. 

., ,. ., 

135. In sokases, (LO entity may have other rtsoutws or bbligations that wem 
not spoifldly 8ddressed in the stewud&p skndkn4 but that the entity believes 
mmy be material ,to .tbe presentation of its stewudsbip informrtioe In such cases, if 
the reporting of such rdditiotial .&ta would-be usefial~ad relevant to readers, and 
wodd poovide a bitter indication of the mom.+ obliitiom of the entity, the 

:Boudanmuqessuchrepor+ 
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APPENDIX B: SAMPLE REPORTS 

\. 

The sample report sections in Appendix B are intended to illustrate the type of repoking 
contemplated by the Board. Certain data are taken from various reports for ok or more 

recent years and are “actual data” Other data have been estimated by jud&entaIly 
extrapolating from “actual data.” Still other data and program references have been 

fericated and are hypothetical, Therefore, readers shduld not rely on the validity of the 
data in the sample reports. . 

Specific form and content guidance ori financial reports will be provided by OMB. 

. 
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HERITAGE ASSETS ” 
ANNUAL STEWARDSHIP INFORMATION 

Heritage assets are PPdtE that possess one or more of the following oharacteristks: historical or natural 
sigaificuwe; cultud; educational or resthctic value; or significant architectural characteristics. The cost of 

j heritage assets im&oftm r&vw or d&nimble. In addition, the useful life of h&agemsets is gcacrally not 
reasonably estinkble for dcprccirtion~puqoses.. Themost relevant information about heritage assets is their 
existmw and cmdition. Therefore, h&age assets arc xcportcd iu terms of physical units. 

various l gkier operate and InGmill heritage assets: During the ‘period maintenance expense is mcognized a8 
imuml. However,-certain- maintenance .wu.defcmd over the past ~vcral years. Below is information on 
d8femd rMiateaaace on st&wud8hip assets. 

Samma~ of Defer& Maintenance m of Septem,ber 30.1992 (in Millions of Dollars): 

C-WY 

Baildings 

- 
Parks 
COllccti0n-typc 

Heritage Assets 

Method 

CAS 

CAS 
CAS 

CAS 

Asset Cost to Return to 
Condition Acceptable Condition 

4 53500-5450 

4 Sloe-5150 
4 $200~5300 

5 325-530 

condition Assessment survey (as). 
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Balance’ 

Collect (in thousands) 
Museum Collections 
Art Collections 
Library Collections 

Total 

~lstIl9g Addi(lonr” m 

859 8 NIA. 
327 .I NIA 

95.473~2228 sa 
97,659 2,730 554 

Noncollec(ion m 
Buildings and Structures 
Memorials 
Monuments 
Parks 
Battlefields 
Preserves 
SealLakeshures 
Parkways 
Rivers and Systems 
Recreational Areas 
Other Historical Areas 

3,155 95 
22 I 
76 0 

129 2 
II 0 
IO 0 
I3 0 
4’ 0 

31 0 

Total 3,497 

0 
0 
0 
0 
0 
0 
0 
0 
0 

t 
99 0 

Balmtee 

3,250 65 0 
23 I .O 
76. 2 I 

I31 I 0 
II . 0 0 
IO 2 0 
I3 1 0 
4 O- .O 

31 0 0 

g I. F! 
3,596 75 I 

‘See accompanying notes to the fmacial statement for the reporting of conditioo of Heritage Assets. 

867 II N/A 
331 Ll4.i NIA 

921 
99,835 3,198 421 

Balance 

878 
338 

102.611 

3,315 
.24 
77 ‘, 

132 
II 
I2 
I4 
4 

31’ 

: 
,. 3,610 

Wany paintings were refurbished at a cost of $5 million. Refurbishment was required because of deficient climate-control equipment. 

‘During the fiscal year, three complete collections of manuscripts and historical papers with ao’estimrted value of $17 mitlion were donated to the 
library collection. 

The number of deletions WIB negligible. 



FEDERAL MISSION PROPERTY. PLANT. AND EOU IPMENT 
ANNUAL STEWARDSHIP INFORMATION 

Federal mission properry, plant, and equipment (PPM) comprise certain PP&E that possess at least one of each 
of the two Qpes of the following characterist&s relating to the use of the property andits useful life. 
Charactkistics~re&ted,to use are that it: has no expectednongovernmental altenrative use:+ held,for.use in the I 
event of au emergency, a war, or a natural disaster, or, is used in a program for which there is noother 
comparable program (Federal or nonfederal) using similar PP&E. Characteristics related to useful life are that it: 
has an indeterminate or an uupredktable useful life because of the unusual manner in which it is used, 
impwed, ret&l, modified, or maintain@ or is at a very high risk of being destroyed during use or of 
premature obsolescence. Generally accepted government accounting standa& specifically recognize weapons 
qrrCmr and space explomtion .facilities ,and .equipment as Federal mission PPbE. 

.’ 

At this time, only weapons systems and space exploration equipment have been identified as Federal mission 
PPBE for this entity. 

In the display that follows, items included under the caption ‘weapons systems’ are valued at the most recent 
l quisiiion cost of a comparable item. Those under the caption “space exploration” are valued using the specific 
identifkation method, that is, the specific cost of each unit of PPdhE is attributed to that unit. In each category, 
oort i~~cludes all costs to put the item in usable condition for its intended putpose including, among others. 
transportation, assembly, and inspection costs. 

‘lk value of land associated with the facilities included among Federal mission PPBE is not included in the 
display that follows. Land &tram included in a separate section of this information entitled “Stewardship 
Land.’ 

Vii all items of Federal mission PP&E are tiseable for’their intended purposes at September 30, 199Z In 
some cases, however. scheduled maintenance has been deferred. On the basis of engineering estimates, the 
estimated cost of deferred maintenance ranges from S200 to S 300 million in 1992 and 5175 to $275 million in 
WY. Coats to complete critical maintenance, that is. maintenance that, if not perfotmed, could lead to 
kpuable damage to the PP&E or to its unusability, range from S 120 to S 150 million. 

Ch the following page is a summary of changes in Federal mission PPBtE for the &al years ended September 
30. 1992. 

. . 

, , 
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FEDERAL MISSION PROPERTY, PLANT, AND EQUIPMENT SUMMARY’ 
Annual Stewardship Informations 

For the Fiscal Year Ended Scotember 30.1992 
(ii~ Silli&s of Dolltrs) 

Bdqce Rtytluttion BhC%e. 
;., ‘g 

Bg 
m2!2XAdiustmentDeletions~ 2QQm 

(a h+ invoict price) 
Ai=mlk 

md &l&s Fiehte;s At& Aircraft S 67.7 47.7 
??tIi&tm : 

1.0 1.5 4.5 c 9.4 
3.0 

s 74.1 
4.7 50.4 22.2 .5 

Tnnsport * 
Total 

9 
.4 2 3 . . . 

5152.2 3.0 8.0 17.4 S 164.6 

VtdS: 
ssfee combat Vessels S 138.0 4.2 2.0 4.5 s 144.7 

108.2 Teal 2 2.0. T-I+ 110.9 m 2 

s 296.5 6.4’ 

~ 

4.0 7.0 s 305.9 
,. 

omad uM.. Vehicles: 
T=qld Comht Vehiclei s 81.8 
--I+ 

2.3 s a4.8 
s 40 5 Toa’ 9, 

s 1223 
au 

1.7 1.0 2.3 S 125.3 

ortld Tottl s 571.0 11.1 13.0 26.7 S S95.8 

s## (It cost, 
on 8 h&o&al basis) 

?A!$,+= s 5.7 
s 4.8 

Tooling tad Test Equipment 

1.1 

9 

Tbtd S 21.3 N/A .9 1.8 s 22.2 

, 

See 8Ccoupnying notes to tbe ftnancial st8tements for the reporting of condition of these items. 

ThiSdisplry~ es infomution from a variety of so&es, includiq a prototype consolidated financial 
srhment for tht US tad tanutl rtports tbtt toattiutd informttion covtriq tht ttttgorits of Ftdtrtl mission 
PPaE Wtnnns 1 urd 5); and hypothttid amounts for rtvtlutiion djusaatnts (toluum 2); and deletions and 
uiditik (columns 3 and 4). 

9tbcIndtd m expense in dcallating net co* 

nciIitits illtludt trtckill& ltlrachiog, t& h&g f&i&s. 

yolume I, vtlsion 1.0 
Ftbnmry 28.1997 
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SFFASN0.8 

STEWARDSIyPLAND '. /. 
ANNUAL STEWARDSHIP INFORMATNM’J 

! 

‘Land’ is delitwd as the Aid put of the surface of the earth. Excluded from the deftition of land for reportine 
pqoaea hcic m. ~terials beneath the surface (that is, deplepble resmrccs such as mineral deposits aud 
petroleum), the space above the surface (that ir,.renewable ~urces such u timber). and the outcr-coatineatal * 
shdfresoumes. nue mrtetils will a addfcmd ildauredahdud 1. 

TbFedmlOovcwnen t holds qqxoximately 650 million acres of lmd. Land that is acquired for OT in 
corPlectionwithinnrof~l~&E~reporttdonthehtoGerheet.Luad~tirPQL~guiredfororin 
COtlnection with items of general PP&E is comidercd dckardship land. Of the total amount of laid b$d.by ‘* 

..Fedd .oOvcmmt, l bmt.617 million acres are considered stewardship lem% 

The ooa or value of smmdship lmd is of&a not detamixmble. The nmst rclevmt information about 
S&Ward&p la& is its e&t&e, cordition, and UW. ThCRfOe. StCWUdShip Id iS mprtcd in termr of*Gd 

units mher thui cos& ti~valuc, 0r ot+r monetdly vnlue8. 

llm major urns of stewudsbip land ue for foresta, wildlife, grazing, pub, recreation, and historic sitea Where 
~lrofrrswrrbhiplradbvcmorrthnone,u#,thc~~toreofthe~bconridmd~,,mrjor 
use. Two F&ml agencies ae responsible for maintaining vimally rll smmish@ land held by the Federal 
00-t: the llypumm of tbelnterior md Agriculture. . 

vi all stmddip land is amcable fm its pmposes at September 30, 1994. In m cases, Fe, 
scheduled nuinmum has been dcfcmd. Estimss of costs t0 complete Mica1 mrinteamke rage from S 40 
to S SO millioa ‘Critical mrintetunce’ refers to tnaintexunce that, if not performed, oould lead to irrepuablo 
~t0tkmaetsort0tius8bility.Oathebuisofeagincc@ estimates, the estimated cost of deferred 
rrucntcruncc~frOmS75toS 1oodllionin 1992. 

On the following page is a 8uwmry of the stcwudship land by catego~ of major use. br0kea down witbin 0acb 
ortcgory by principrl holding rgcacy, rt September 30,199z. ’ 

.., . . 

Volume I, veni0n 1.0 
Fw 2gLs, 1997 
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SFFAS NO. 8 

ST&WARDSHIP LAND’ 
ANNUAL STEWARDSHe INFORMATION 

For the Fiscal Year Ended Sebtember 30. 1992 

,. 
hdrs and Histotic Site8 

The lllterior 
. . 

,“,@. 

Acm - 
in milliong 

Percentage of 
Stewardsbin Land, 

&. 
31.4 

J&Q I a;’ 

367.6 59.6 

145.1 
.a 

iS3.6 24.9 

= . . 

617.1 1M . - w  
I  

.  
I  

be acwqulyh notea to the fraurid smemmts for the coadition of stew-p land. 

‘Fights ate band on itdormrtion from the Sv Rrpm of Run! Pwpmy Owned by Phr United htu 
lzwltghalt the iponfd OS of septmber 30.1991. December 1993. 

Volume r, version J.0 
February 28.1997 



SFPAS NO. 8 

.PERCENT OF FEDERALLY OWNED LAND Di EACH STATE’ 

Aora (ia miilioru) 

AnrdsIotc 
AlUk8 

Western 
’ South Atlantic. South Central, DC 
Nofiheutem. North Central 
Hawaii 

Totd 
Y Negligible 

. 
Fededly Aredstdc 

Owned hn?agr 
Fdzy; 

248.0 386.6 8766 
351.2 7523 47&O 

2L2 561.2 3.76 
26W7 687.6 4a6 
0.6 4.1 l&46 

849s ml3 

‘SunmUrry of Real Pwr~ Owned by the United States Throu&t the World as aftiptembrr 30.1991, 
US Gem1 services Administration (Dec. 1993). 

v01umc I, version 1.0 
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SFFAS NO. 8 

NONFEDERAL PHYSICAL PROPER* 
ANNUAL STEWARDSHIP INFORMATION 

For ihc Fiscal Year Ended ScDtember 30.. 1992 

Annu~~lly, the Federal Government Provides funding to state and local governments for the Purchase, the 
comtruction, or the major renovation of physical property owned by state and local governments; addition&, 
fkom t&e to time, the Fe&ml Government transfers PP&E to ther’governments in exchange for less than fair 
value. these grants and tmnsfek relate to m&s and transportation systeirk. clean water and environmental 
prOjcCtS, and other Projects for the &unon good. 

The invesktnents in nonfederal physical property in the 5 years from 199V to 1992 were as follows: 
(in billions of dollars) 

JBiy 

%msportationS 19.0s 20.03 20.0s 22.6s 23.0 ._ i 
Natural Resources 
and Rnvir&mtent3.74.03.93.74.2 

.d 

Conun&ty and 
Regional Development4.94.34.55.66.3 

P,- 

Q, 

. . Admuusuation’ 2.2 2.3 2.4 2.5 2.7 
r 

TotalS 29.85 30.65 30.8s 33.8s 36.2 

in addition to the transfers shown above in the “Conununity and Regional Development” category, the fair v&e 
of land and facilities associated with former military installations that were tmnsferred to local governments 
approximated $40 million in 199Y and $52 million in 1992. ” 

Certain transportation and environmental programs involving Fe&ml investments of $22 billion and S4 billion, 
respectively. in 1992 required matching support by local governments of about 20 percent and 80 percent of the 
Fe&ml grants. 

l Incbnied as CxPenseS in calculatirrg net cost. 

‘Expenses of administration include an appropriate allocation of agency overhead costs. 

Volume I, Version 1.0 
February 28, 1997 
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SF’F’AS NO. 8 

HUMAN CAPITAL ” 
ANNUAL STEWARDSHIP INFORMATION 

For the Fiscal Year Ended Sentember 30. 19925 

Federal investment in human capital comprises those expenses for education and ~aikg programs for the 
general public that are intended to increase or maintain national economic $roductive capacirjr. It does not 
include expenses for, internal Federal education and mining. Expense data are expressed in nominal dollars for 
the fisoal iear be& reported upon and thk preceding 4’ fiscal years. 

Following is a aummary of stewardship data for ,the Program entitled, Transition Training for Former Navy 
Contractor Persotme~, for the 5 f-1 years ending September 30,199V through 1992: 

Pmgram: Transitiea Training for Former Navy Coatkctor Per~~nncl 

Pmstm 
Er~ams@O00s)’ 

Counseling 
EdUC8tiOll . . Admmsuation’ 

Total 

Propull outputa 

Participants 
Counseled 

Participant Years of 
Training Delivered 

J22x J,m!!.l222i l22Y 

s 373 s 508 $740 $980 1,053 
2381 5.621. 7.053 

G lJ§s s w 
s 2.005 s 4.034 S 5,824 S 7.968 9,690 

6 

310 415 592 784 823 

162 486 787 1.147 1,432 

‘Ihir hypothetical program is for illustration only. 

‘Included as expenses ill calculating net cost. 

%penses are reported on an l ccmal basis, including contractual amounts due for counseling services 
delivered and educational costs incurred by participanta. 

%xfmses of admix&ration include rq appropriate allocation of agency overhead costa. 

Volume I. Version 1.0 
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~‘SFFAS iyo. - 

HUMAN CAPITAL SAMPLE REPORT (continued) 

hgr8m OWcomea . 

Prulhninaq data appear to conform that the services provided by the program accelerate the transition of 
@c&us into alternative employment; some savings are reahxed’in the Unemployment Insurance Fund. A 
folIow-up survey of the 415 partSpants in the year 199\ki showed that 80% were earning at least as much as 
they wete earning in their Navy contractor positions. A more extensive evaluation, including an asse-t of 
effects on long-term earnings, is currently planned for completion in 1999. 

-1; 
i 

This program ivas authorized in 19XX (by P.L. XX-XXX) to ease the transition into other civilian positions 
of skilled technical, administrative, and managerial personnel who are no longer needed in cettain shipyards 
because of de@iuing orders for Navy ship oonstrudtion. 

Eligibility is limited to those who have been employed at designated shipyards for at least 5 years, but who 
am not yet eligible for retirement benefits. Participants receive intensive counseling to help them develop 
individual transition plans. This counseling is provided by a private job placement service under co&act 
Participepts are then reimbursed up to SS,OOO per year for up to 2 years. not to exceed 80 percent of the cost of 
the Cost pf tuitioa fees, boolcs, and other student materials required for attendance at approved educational 
iWthAtiOnt. 

An additional increment of education or technical training is expected to reduce the p&d of transiuonal 
unemployment and increase the subsequent earnings of participants. 

~: 
~: 

Volume I. Version 1.0 ; 
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RESEARCH AND DEVELOPMENT 
ANNUAL STEWARDSHIP INFORMATION 

For the Fiscal Year Ended Scotember 30, 1992 

Federal investment in mea& and development comprises these expenses for basic research, applied research, 
and development that’are intended to increase or magain national cconomiC productive capa&y or yieid other 
h&its. Expense data & expksed in notn@al dollars for the fiscal-year, beiq reported upotkl the precediq 
4 FYI. 

Fdbing is a summary of stewardship data for the Ceramic Materials Reseakh Program’ for the 5 f-1 years 
eltditQ septmher 30, 199v throw 199z: 

n 

Ptigr8m Ceramic M8teriels Research Props 

BasicRes&rch 1 $106 s rir S 136 s 13i 
Applied 

$ 143 

Resemh 93 101’ 107 ,118 121 
Developmeat’ . . Mmrnutntioa 2 3 :: ii ii i 

Total s 259 s 303 s 333 s 337 S 367 

Prom: Outputs mid Outcomes 

heragency Agreements add Contracts 
NeW 4s 38 41’ 37 44 
Coatinuatign 28 52 55 61 68 

Articles in Journals 9 12 23 34 41 
Patents from funded R&D 3 8 14 18 21 
Rights to Inventions from funded I$&D- 0 1 0 3 2 

This hypothetical pqraot is for illustration only. . 

included as expenses in calculating net con 

‘Expenses are reported on an accrual basis and include an allocation of overhead costs. 

Tkvelopmeat gaats are for a fixed amutt& not to exceed SO perceftt of the cost of the project. L 

~cates inventions fhutced with Federal @ads tc which the government has patq rights. in accordance. 
with the Bayh-Dole Act 

v01utne r, version 1.0 
February 28, 1997 



RESEARCH AND DEVELOPMENT SAMPLE REPORT (continued) 

Tbc incmaiixtg number of articles published on the basis of funded msefuch, including annolIncetnettts of 
EWr8l newly discoverd propetties of oertrin composite cemmics, is evidence of the utility of this Part of the 
pqlmmte number of pa&f& 
-mptatt of the progmm. 

MIleteiOg fi’Otll the jKO&Itt i; also iIlCreas& primarily from the &VClOpttMlt 

E: 

WmdmDimmiott: 
> 

: 

This program was authorized in 19XX (by P.L. XX-XXX) to accelemte the develo&ent of this industry in 
tbc United States. The resegh elctnettt of the program operates through intemgency agreements with the 
F&ml Momtories and grants to univemity msqarchers. The researchers am selected through peer review 
mares. The development component provides gmnts to private firnis to develop improved manufacturing 
~proccdures for cemmicmaterials&sed products and to accelerate the develoument of marketable products 
hwpombg advanced cemmic materials. 

volume I, version 1.0 
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SFFAS NO. a 

CURRlhT SERVICES ASSESSMENT .- 
ANNUALSTEWARDSHIP INFORMATION ,i=", 

- 

A Current Services Assessment (CSA) provides receipt and outlay data on the basis of projections of future 
,: .aotivities. it is relevant for. aascssing..thc. swtai&ility of .propms established by caxrent law. CSA fwuwr on 

tk totdity of governmen t operations ntbcctbsn on individusl progmms. I! provides an aMlytical perspective on 
the Governmat because it khows the short- and long-term directions of cumnt pro-. 

‘Ibe following display presents CSA &U for all pro- for 6 yeqs subsequent to the but year. The data 
art identical to projecti ‘data prepad for. the President’s Bud@ for the mmc period, the economic aal 

v01umeI,versioIl1.0 
Fehuy 38.1997 
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199s - 
Base Yerr 

Receipts 
I~dividuai income Texar 
Corporate Income Taxer 
Social Insurance Taxer 

and Contributions 
Excirs Taxes 
other 

Subtotal Receipts 

outlays 

Defense 

Social Security 

Medicare 

Net interest 

other 
Educ.,Train.,Employ. 
Income Security 
He&b 
Vetorrns Benefits 
Other 

Subtotal 

Total outlays 

Deficit (-) 

. C  .  

590.2 
157.0 

484.5 
s7.5 

l.335.2 

272. I 

335.8 

159.9 

232.2 

54.3 
220.4 
115.4 
37.9 

2% 

(163.9) 

CURRENT SERVICES ASSESSMENT 

d / : ” , i:. Q4 
19% 1997 1998 1999 zoo0 

632.2 662.3 696.6 167.0 730.9 769.4 181.6 
197.0 

’ 
207.3 219.9 

507.4 535.9 S60.5 587.9 53.2 52.0 616.8 
52.4 53.3 

G&l 
53.8 

eu 
1.427.9 

l2J 
1,SOl.S 

m 
I S87.6 

m 
I ,654.J I-738.5 

265.9 270.3 279.9 285.2 293.5 

350.8 367.7 386.0 404.7 424.4 

177.7 196.3 215.3 235.0 2S6.i 

241.1 239. I 238.6 240.6 241.1 

s3.0 54.5 51.4 50. I 51.4 
228.5 242.8 
,121.l 

25i.7 262.5 
129.7 140.5 151.0 

37.7 40.1 - 41.7 42.8 
uu 

275. I 
163.5 
45.4 

iam 1651.3 1.122.9 lam4 .l.md 

(153.6) (149.8) (144.3) (144.4) (139.7) 

2001 

811.9 
231.3 

645.0 
54.5 
n&Q 

I ,824.8 

302.4 

;45.1 

279.5 

244.6 

54.8 
280.6 
177.1 
43.9 

lm 

1955.5 
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APPENDIX A’. 
INDEX 

This index provides references to the topic in (1) this Volume. (2) the original ‘statements, and (3) Volume 2. 
References to the original statements are organized as follows: The fast character ittdicdtes that it is a Concepts 
Statement (C) or a Standards Statement (S). This letter is followed by a number to indicate which statement it 
refers to. The number is followed by a “P” for Paragraph which is followed by the paragraph nu&er(s). 

In addition to accounting topics, the index lists certain agencies or programs @at have been used in i@aatioas 
‘or that have unique provisions within the standards. 

VO UME : d : 

ACCOMPLISHMEtiS . . :. . . . . . . . . . . . . . . . . . . . .33 . . . . . . . . ClP128-129 
ACCOUNTABILITY . . . . . . . . . . . . . . . . . . . . . . . . . .24 . . . : . . . . . . ClP73-74 
ACCOUNTS RECEIVABLE 

Accottnting for ............................ 210 .: ........ SlP40-52 
Assessments ............................ 524 ........... S7P53-55 
Basis for Conclusions ................. :. .... 222 ........ SlP116:133 
Interest on Receivable? ...................... 212 .......... SlP53-55 
Sales of receitiables ................... 586 S7P301 

ACCOUNTS PAYABLE’ ’ ’ - - 
.... T ....... 

Accounting for ............................. 215 SlP74-80 .......... 
Basis for Conclusions ....................... 227 ........ SIPlSl-IS6 

ACCRUAL ACCOUNTING .................... 551 ........ S7P168-169 
ACQUISITION COST 

GenemlPP&E ........................... 
He&p As& 

461 ............ S6P26 
........................... .‘618 ............ 

Federal Mission PP&E 
SSP47,’ 

...................... 623 ............ SSP62 
............................. 

.::::::::: 
624 

StewardshipLand 
............. SSP66 

............... 626 .......... SSP77-78 
ADVANCES (see also ‘Other Current Liabilities’) 

Accounting for ............................ 212 .......... SlP57-61 
Basis for Conclusions ............... :. . ; .... 225 ......... SlPl37-139 

AGRICULTURE, DEPARTMENT OF 
Interentity costs . . . . ‘. . . . . . . . . . . . . . . . . . . . . . . 385 . . . . . . . . . . . . S4P225 

AMORTIZATION 
Investments in Treasury Securities . . . . . . . . . . . . . . 214 . . . . . . . . . . SIWO-71 1 

- Basis for Conclusions . . . . . . . . . . . . . . . . 226 . . . . . . . . . . . . SlP147 
DirectLoans . . . . . . . :::: . . . . . . . . . . . . . :-::240 . . . . . . . . . . StP30-32 

APPROPRIATIONS (see a&o “Other Financing Sources”) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530 . . . ,. . . . . . . S7P71-72 

A&E&&f;’ : : : : : : : : : : : : : : : : : : : : : : : : : : : 
592 . . . . . . . . S7P33 l-332 
524 . . . . . . . . . . S7P53-55 

AUTHoRIl’Y TO BORROW 
. Ddiition ............... :. .............. 209 .......... SlP34-35 

Basis for Conclusions ........................ 221 ........ SlP112-113 
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BADDEBT (see also “Uacolleetibles”) q ., ’ 
.Acceuuts Receivable .......................... ..22 6 . &. ........ SlF44-51 . 
Loam ....................... .;. .............. 243 ............. .S2P47 

....................................... 247 .......... S2P71-72 
BAILGUT ENTITIES (see also ‘Entity’) ........... 78 ............ c2Ps’o 
BALANCE Sm. (see also “Display?) ........... 89 .......... C2P84-85 
BANK DEPOSIT EUSUMNCE ................ 583 ............. S7pi84 
BUDGET ACCOUNTS ....................... 69 .......... C2P13-21 
BUDGET&Y, DJFORhWfION ............... !3 1 .......... S7P77-82 
BUDGETARY INI&WY 

....................................... 17 ............ ClP42 
I’ ......................................... 18 ............ ClP46 

......... . ........ . ...................... 27 .......... ClP89-91 

........................................ 30 CIPI~IO ........... 

....... .................................. 3 1 ........ ClPl12-121 

............... ..k ...................... 67 .............. C2P6 .. 

............................................ 80 ... .' ........ C2PS6 ... 
Bti....i Y .&i..&.ii .................... 82 .......... C2P63-64 

Statement of Budgemy Resources ...... ; ....... .94 ........ C2P104-105 
hdgetary Resources ....................... 517 ........... v S7P24 
Bttdgetaxy Resources ............ ?. ........ 531 ........... S7F77-82 

.. Financial & budgetary accounting .. : .......... 562 ........ WP203-225 
BUSINESS-TYPE ACTIVITIES ................. 460 .......... S6P23-24 

.-c- 

CANCELLATION OF DEBT .................. 589 ............ S7P313 
CAFITALIZATION THRESHOLD 

Basis for Conclusions ..................... 
cAPrrAL&AsEs 

t .. .484 ........ S6P148.149 

Liability ... 1 ............................ .408 .......... SSP43-46 
hperty, hat. aad Equipmat ................ 458 ............ S6P20 

CASH 
Ackoming for ....... :. .................. .208 .......... SlP27-30 
Basis for Conclusions SlPlO3-105 ....................... 220 ........ 

CASH BASIS OF ACCOUNTING 
........... . .......................... 518 .......... S7P25-26 
...................................... 

CIViL SERVICE 
553 ............ S7Pl74 

REmmaNT SYSTEM .......... 415 ............ SsP6l 
CLASSIFICATION OF TRANSACTIONS (Ihstmioas) 569 ........ S7P235-370 
CLEANUP COST 

Acmqingfor ............ ................. 474 ......... s6P85-111 
~Baaisforbnchsions ....................... .490 ........ S6P182-199 
Rhhammnt for ........................ 584 ............ UP292 

CC+S? GUARD - 
Fededh4imionPPaEElusmion ............. -494 ......... S6P202-203 
CleatltIF Cost Reim butset& ................. 584 ............ ST292 

COMMERCE. DEPARTMENT OF 
. 

raterentity Costa .......................... 385 ............ S4P225 
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COMh+fODITIES ...... ;. ................... 318 ......... 
(see also ‘Goods Held Under Price Support and Stabiition Pro8raxns”) 

$3P92-109 

COMMODITY CREDIT CORPORATION 
commodities ............................. 318 ............ S3P94 
Crop itisuma ........................... 583 ............ S7P284 
‘hasfh by CCC to FCIC .................. 594 ............. S7P340 

COMPARABILITY 

.. 

....................................... .’ 40 ........... ClPl64 

......................................... 96 ........... 
c-s 

c2P109 
............................. . ........... c2P109 

coNsIsTBNcY . 
........................................ 40 ........... CIPl63 
......................................... 96 ........... CZP109 

~IJDATION ... ; ...................... 389 ........ S4P244-247 
coNsTRucTION (#t ‘Prolmy, Phnt, md Equipment’) 
CONTINGENCXE!S ......................... 405 .......... SSP35-42 
C-CT AUTHOWY ................... 209 ............. SIP;4 
CON’I’RACTOR-DEVELOPED SOFTWARE ........ 
COST ACCOUNTING 

483 ............ S6Pl45 .. 

(WC %anagcrial Cost Accounting’) 
COST-BENEFIT ............................ .38 ........ CIPISI-155 
COST FINDING TECHNIQUES ............... .21S .......... SlP74-76 
COSTING METHODOLOGY ................. 364 ........ S4P116-162 

(se $so ‘MAnageriel cost Accouatiag) 
CuRRENf SERVICES ASSESSMENT. .......... 637 ........ SSP102-108 
CUSTODIAL ACTMTlES 

Pmpqy ................................ 310 ............ S3P57 
Buis for Conclusions ...................... 327 ........ S3PlSl-153 
bmue ................................ 523 ............ S7P49 
cuuodi81 tmtsfers ........................ 5% ............ s7P35i 

CUSTOMS SERVICE 
p revenue ........................ 584 ........ S7P289-291 

................................... 376 ........ SfpzSO-255 

DEDICATED COLLECTIONS . . . . . . . . . . . . . . . . . 533 . . . . . . . . . . S7P83-87 
DEFERRED MAINTENANCE 

Repming on . . . . . . . . . . . . . . . . . . . . . . . . . . . . 471 , . , . . . . . . . S6P77-84 
Bmis for Conclusions . . . . . . . . . . . . . . . . . . . . . . 488 . . . . . . . . S6Pl71-181 
HuiUge&sets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 619 . . . . . . . . . . . . SSPSO 
Fcdaal Missioa PP&E . . . . . . . . . . . . . . . . . . . . . 624 . . . . . . . . . . . . SSP68 
S-pL-d --. . . . . . . . . . . . . . . . . . . . . . . 626 . . . . . . . . . . . . S8P81 
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APPENDIX B: EFFECTIVE DATES OF STATEMENTS 

&eme+: 
Effective for Fiscal Periods 

Endine After: 

1 - Accounting for Selected Assets and Liabilities 
2 - Accounting for Dietit Loans and Loan Guarantees 
3 - Accounting for Inventory and Related Property 
4 - Managetial Cost Accounting Standads 
5 - Accounting for Liabilities of the Feabal Government 
6 - Accounting for Property, Pi&at, and Equipment 
7 - Accciunting for Revenue and Other Financing Soutces.an@ 

CkWepts for Reconciling Budgetav and Financial Accounting 
8 - Sup$emtkuy Stewatiship Reporting 

9130193 
g/30/93 
9130193 
9/30/96. 
g/30/96 
g/30/97 

9tiOl97 
g/30/97 ’ 
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APPE,NDix C: LISTING OF INTERPRETATIONS ISSUED BY OMB ” 
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& Related to Statements: 

Reporting bn Indian Trust Funds in General Purpose 
Financial Reports of the Department of the Interior 
and in the Consolidated Financial Statements of the 
United States Government 7 

Accounting for Tieawry Judgment Fund Transactions 4andS 
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APPEIWX II:’ LISTING OF TOPICS NOT YET ADDRESSES, 

This listing is intended to highlight for users those major topics that have not yet been 

:’ 0 

addressed specifically in Statements of Federal Financial Accounting Standards (SFFAS).‘ In 
addition, other resources *thin the hierarchy of accounting literature are identified .to aid 

‘_ users in accounting for these items. This is not intended to imply that the Board will choose 
to address each of these topics or that these are the only topics that could be addressed 

The resource titles listed below are abbreviated A list of abbreviations follows the resource 
list. References to “Title 2” are to the General Accounting Office’s (GAO) Policv and 

Title 2, Appendix I, Accounting 
0 has not yet updated Title 2, to 

incorporate SFFASs, However, it remains a useful resource in areas not yet addressed in 
SFFASs.. . 

Other. 
To&j Resources: 

Accounting changes: 
Changes in estimate 
Changes’ in reporting entity . . . . . . . . . . . . . . . . . . . . . . . APB 20 

Asset definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . FASAB Consolidated 
Glossary (Appendix E) 

Capital leases @hero, government is the lessor) . . . . . . . . . . . . Title 2; LIO; FAS No. 13; 

r 63 

OMB Form & Content 
Capital leases, disclosure requirements . . . . . . . . . . . . . . . . . . FAS No. 13; OMB Form 

/ & Content I 
Compensated absences . . .‘. . . . . . . . . . . . . . . . . . . . . . . . . . Title 2, C3q; FAS No. 43 % 
Consolidatetj Financial Statements . . . . . . . . . . . . . . .‘. . . . . . . Title 2, C40; ARB 51 
Deposit fhis . . . . . . . . . . . . . . . . . . . . . . . . . . . ,. . . . . . . . Title.2, F40 
Debt, disclosure requirements . . . . . . . . . . . . . . . . . . . . . . . . OMB Form 8 Content 
Excessorunusedcapacitycost . . . . . . . . . . . . . . . . . . . . . . . FAS121 
Fiduciary funds . . . . . . . . . . . . . . . . . . . . . . . .‘. . . . . . . . . . Title 2, F40 
Foreign mmncy translation . . . . . . . . . . . . . . . . . . . . . . . . . Title 2, F30; FAS 52 
Grants 8t cooperative agreements . . . . . . . . . ; . . . . . . . . . . . Title 2, GlO 
Imputedinterest(costof&pital) . . . . . . . . . . . . . . . . . . . . . . Title2,IlO;APB21;NAA 

Statements on Management 
Accounting Nos. 4A & 4H; 
FAS,,AB Invitation for Views 
(July 19%) 

Internal controls (reporting on...) . . . . . . . . . . . . . . . . . . . . . . Title 2, Appendix 2; OMB 
Circ A-123; COSO 
Report - “Internal Control - 
Integrated Framework” 
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Investments in marketable and market-based securities 
(other than (1) marketable and market-based securities .--. 

issue+ by Treisury ,& expected to be held to maturity 7 ‘,, 
or (2) securities held as assets 0f.a pension or other 

., 

retirement benefits plan) . . . -. . . . . . . . . . . . . . . . . . . . . . Title 2,14O;,FAS .12 & 107 
Invcstrnents in “partnerships”’ with private sector 

entities (joint venture+ . . . . . . . . . . . . . . . . . . . . . . . . . . . APB 18 
Intangible assets & amortization .’ . . . . . . . . . . . . . . . . . . . . . APB 17 
Long-term Contracts for ~thePurchase of 

Property, Plant, & Equipment (Percentage of Completion 
Method). . . . . . . . . ..i . . . . . . . . . . . . . . . . . . . . . . . . Title2,L40.04 

Management discussion & analysis . . . . . . . ., . . . . . : . . . . . . OMB Form & Content 
(Ovetievy Section); SEC . Regulatioin S-K, Item 303 

Natural resources . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . FAS 89 (Mineral Resources) 
Operating leases (disclosure requirements) . . . . . . . . . . . . . . . Title 2, LIO; FAS 13 
Preciousmetals . . .‘. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . qRB43,,Ch4 
Regulatory accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . T$l;2ioy; FAS 71,90, 

, 
Research & ~development; accounting other than Supplementary 

Stewardship Reporting ., . . . . . . . . . . . . . . . . . . . . . . . . . . . Title 2, R40; FAS 2 
Reversionary interests in property . . . . . . . . . . . . , , . . . . . . . Title 2; P40 & E20.05 
Risk exposure (e.g., GSEs, derivatives) . . . . . . . . . . . . . . . . . AICPA SOP 94-6; 

FAS 52, 80, 105, 107, 115, 
199 

Social insurance & . . . . . . . . . . . . . . . . . . . . . . . , . . . . . .‘. . . Title 2, El0 
Software development costs (orhet than internally developed) . FAS 86,; FIN 6 
Specialized industry accounting (e.g., hospitals) ._, . . . . . . . ;’ . FASB Current Text . 

Unrecoverable costs (e.g., revolving funds with 
overvalued assets). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , FAS 121 

Unusual&infrquentitems ..a . . . . . . . . . . . . . . . . . . . . . . . Title2,U30;APB30 

. 
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Abbreviations - 

AICPA 
APB 
ARB 
coso 
FAS 

American Institute of Certified Public Accountants 
Accounting Principles Board 
Accounting Research Bulletin 
Committee of Sponsoring Organizations of the ‘Treadway Commission 
Financial Accountina Standard 
Financial Accounting Standards Board 
Federal Accounting Standards .Advisory Board 
FASB Interpertation 

Form”& Content OMB Bulletin 97-01, issued October 16, 1996 
‘GAO 
IbAA 

General Accounting Office 

OMB 
National Association of Accountants 

SEC 
Office of Management and Budget 

SFFAC 
Securities and Exchange Commission 

SFFAS 
Statement of Federal Financial Accounting Concepts 

SOP 
Statement of Federal Financial Accounting Standards 
Statement of Position 
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APPENDIX E: CONSOLIDATED GLOSSARY 

This glossary is a compilation of all terms presented in Statements of Federal htuciai 
Ac&miag Standards. Some terms are designated’ as “Special Term from SFFAS #” 
and aie tefms defined specifically for the standard indicated. These terms are not 
intended for general appiication to other federal financial transactions. ..a- 

ABATEMENT - A reduction or cancellation of an assessed tax. (Coop& W, Ijiri Y, Kohler’r Dictionav for 
Accwntants, 6th cd.. &r&wood Cliffs, NJ: Prentice-Hall, 1983; hereinafter nfcmd to as Kohl& Dicti~ 
for Amlfntants) 
.,’ 
*Am,- Ti;cllchvl~~udloTs14ppcrfofmcdiaproduGiagmdde~~productsmd3mriws. An 
4Ugfegation of actions performed within an organization tbat is useful for purjmes of activity-baaed costing.~ 
5’ 
iWIWlTY ANALYSIS - The identification and description of activities in an ofgaaization. Activity analysis 
involves datamhing what activities ate done within a dcprtmwt, how many people pertOrm: the activities, how 
mush &me. tit& &&d petformiag the activities. what resources are r6quircd tq pcrf#m the activities, whdt 
opmtiorrrl data best reflect tbr: pctfomawe pf thq rctivities, md what Gusto~ value t+ mtivily has for rhc 
orgatka$oa Acthity analysis b,acwmplished~with interviews. quwtionwires, otjscrvatioa and3wkw of 
physic@ reco& of wo& It is tbc foundation for agency process V@E analysis, which is key to overall m&w 
of pJoglwi delivery. 
ACTIVITY-BASED COSTING - A cost accounting mctbod that 
pcess dated activhies and cost objects. 

lW8SlWSthtoostWdperfonnanCCOi 
It a&gas cost to oo? objects, such l s.producta or customers, based 

oa their we of actiyitiea. It facog5iaes the causal rclatio~abip of cost drivers to activities. 

ACTUAL CC@l’ - An amount determined on the basis of cost incurred iacluding stan&r&cost properly 
adjusted for applioable -CC., 

ACTUARIAL COST METHODS - A recogaiqed actuarial tecbaique used for establishing the amount and 
the incidew~ of employer Contributions or accouating’charges for pension costs under a pension plan. 

* 
ACI’U+RXAL LIABILITY = A liability based on &s&al calculations and actuarial assumptions (actwrial 
WQas arc ooaditioas wed to resolve uncertainties in the absence of iafomation comer&g fvtm mmta 
affecting de. pension e~pcnses, etc.). (Adapted from Webster’s Ninth New Coliegiate Dictiaumy d . 
Kohler’r Dictimary /a ACCOSUI~~JUS) 

ACW+RI+ PRESENT VALVE - The valw of aa amount or auies of amoutqa payable or receivable at 
various t&s, dct+miacd as of a given date by the application of a particular set of actuarial l saumptioaa. 
(Adwrial hndards of Practi& No. 4) 

AGGREGATE ENTRY AGE NORMAL - A iystem of applying the entry age normal actuarial cost 
iaethodology uGng aggregak population models o-ups instead of.applying it individual by individual. 

ALLOCATIONS - The amount of ibligational authority transf&rcd from one agency. bureau, or acoquat that 
~swtuideinatnnrferappropirtion~toouryout~prnposcofthtpucntappropriationorfrtnd 
(m,. Projecl on &ndmdization o/Basic Financial fnfwmation Rcgriramrnu ojCenho1 Agencies. da@d 
October 1991, keahcr cited as JFMIP Staada&atior~ project) 

\ 
AMORTIZATION - The gtadwl extit@hmmt of any amount over a period of time t&m@ a ayatematie 
allocation of thi amouat over a number of consecutive accounting periods such & the retirement of a debt by 
mial paymmts~ a inking fimd. (Kdder’s D&i- /a Aceonntant.~). 
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ZENDIX E 

APPLIED RESEARCH - Systematic study to gain knowledge or understanding necessaty for detetkning tht 
means by which a recognixed and specific need may be met. ,T- -- 

APPORTIONMENT - A distribution made by CMB of’amounts available for obligation in an appropriation -’ 7 

or fund account into amounts available for specified time periods, programs, activities, protects, objects, or . 
r 

oombinations thereof. The apportioned amount limits the obligations that may be inctured. (Oh4D Circulur A-39 

‘APPROPRIATION - ia most cases, appmptiations arc a fotin of budget authority provided by law that 
. permits federal agencies to incur obligations and malce~ytnents out of the Treasury for spicified purposes. An 

appmpriation usually follows enactment of authorixing legislation. An appropriation act is the most common 
means of providing budget authority. but in some eases the l uthoriking legislation itself provides the budpt 
ruthority. 

ASSESSMENTS - Erkeeable claims for nonexchange nvenue’for which specific amounts due have been 
detcrmiDcdradthepeiwntromwbomtbeWordutyisduehu~kenidentified~~includebothse~- 
assmmmts made by persod filing tax tmtas 8nd 8ssessmcnts nu+ by the colleoting entities as a result of 
l ditr, investigations, and Iitigaion. Although the ,x&m is notmally used in oonneition Ah taxes, as used in 
this smeiaent asmsmcats dab in&de de&t&nations of amounts due for any other hind of nonexchange 
revenue. Specifically excluded fmm the deftition of assessments, as used in this Statemen& are cOmpliance 
assessments. Compliake assessments, as &fined by IRS and Customs, do not iepment f~cial’kceivables. 

ASSETS 6 Tangible or intangible items owned by the federal government which ,would have probable 
COOnomic benefits -that &t~k~obt8hedm controlled%y 8 fedetal *gov emment ,entity:-,(Adapted fkom Financial 
huWin8 Stadards Boa&Statement of Cdccp~‘No. 6,~Elements’of Finaiwtil’Sj41cmcks;and Kdhlrr’s 
Dietim fo+ Accountants.) 

ATTRIBUTION - The process of assigtkng pension benefits or costs to periods of’employee service. 
tFiarncia1 Ac~utUiag Standard Board, Statement of Financial Accounting Stand&No. 87, Employers’ 

+!I 

, 
/- 

Accmting for Pensiaw ] ., ,‘. , 

AUTHORITY TO,BORROW - Authority & botiw is a subset of bud&t authority.’ (See budget rutho$.) 

AVOIDABLE COSI - A cost l saoeiated with an activity that would not be incurred if the activity were not 
pcrfonnca 

BASIC PINANCIAL gTATEMENTS - As used in SFFAS 7, the basic financial statements are those on 
which an l iitot would aomaliy be wed to exprcsi an opinion. The tetm ‘basic’ does not necessarily mean 
tht OthCX 6MMid iufotm8tion cot Cove& by &c l ~tOt% opi&on i$ less im&ta&~ than &at 
contained in the basic statements; it merely connotes the expected nature of the auditor’s review of, and 
association with, the information. The basic fwial statements in frnanoial reports pmpared pursuant to the 
Chief Financial OfIlcen Act, as amended, are oalled the ‘principal f-ial statements.’ The Form and Content 
ofthercsta-ue.detmninedbyOMB. - 

BASIC RESEARCH - Systematic study to gain knowledge or tttAmd@ of the fundamental aspects of 
I+omkuatuiofobservabl f e 8as without speeiflc rpplications iowerd +esses oi products in mind. 

BOOK VALUE - The net mourtt at which an aaaet or liability is eatried on the books of account (also 
mferrrd to as oartying value or amount). It equals the gross or nominal amount of any asset or liability minus ~~~or~~~~~ti’~. -. .I 

. 

BIJDGET AUTIIORITY - The authority provided by Federal law to incur finaacid obligations that will . 

red in immediate or fbtre outlays. Specific fotms of budget authori include: 
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; 
mpriations, w&h may be provided in appropriations acts or other laws and which permit obligations to 
be incured and payments to be made; 
*borrow& ~~th~tity. which permits obligations to be incurred but requires funds to be borrowed,& 
liquidate the obligation; ‘.‘, )’ 
-tract l uthority, which permits obligations to be incurred but requires”a subsequent approptietion or 
offding collections to liquidate the obligations; and 
B authority fiqm OffS&ttB oo~lectio~, which pmnits OffSetting c~lkCtion~ t0 ‘k credited to an 
eqendiiire l coount and permits obligations:and payments to be made using the offsetting collections (the 
offsett&g collections credited to an rccymt are deducted fkom gross budget authority of the acooun~) 

,y.. .’ ‘_, 
Budge+ l utlyarity may k’ clessifkd by periodof availability (one year, multiple-year, or no year). by nature of 
* atho& (cufr+t or, paiument), by the manuer of determmiq the ,amount avaiiible (defmite orittdeftite), 
QT ag gma (without teduqion of, offsetting iollcctions) and ,net (with reductions of offsettin& colle&ms). (OMB 
Cimhr &I 1, ,Prepamtiqn~ gyd Submision o/B&get Estimates, Executive OfIke of the President, OfBce of : 
hkgemem and Budget. hereafter cited as OMB Circuiur A-II; OMB. The B&get System a& Concepts; cind 
GAO, A GIauory o/Terms Used in the Fedem B&get Procek, l$xposuteDtaft; January ‘.1993; hereafter 
tef&ned to as GAO B&get Glossa~.) ,_ ., 

BiJBCETARY ACCOUNTING - Sudgetpy rcc+nting is the q&tern that measures and contiols the use of 
tmources a&ding to the purposes for which budget authority was enacted, and that records receipts and other 
dketiona by source. It tracks the USC of each apptopriation for spe+d purposes in separate budSet accounts 
chrwgh the various stages of budget execution from appropriation to rpportiotunent md illotment to obligation 
+d evtnura! outlay. This system is used by the Congress and the Executive Branch to set priorities, to allocate 
Moutrct +q rltenmtive uses. to fraanGG these resoutues; utd to assess the economic implications of federal 
fiarrptkl8ctivity at an qgtcgate level. Budgetary l cootmtiq is used to comply with the Constitutional 
Vt that “No Money shall be dmwn from the ‘hasuty, but in Consequence~of Approphatio~‘Mde by 
hW @ 1 sp !htcmeot and Acoount of the Receipts and Expenditures of all public Money shali bt 
Publiacd fhjm time to time.” (See Statement of Federal Financial Ac&mting Concepts No. 1. Objectives of 
F~~~~~iditept?mag, September 1993,Pamgnphs45-46, 112-114,and W-191.) < 

BUWXFARY RESOURCES - The forms of authority @en to an agency allowing it to incur obligations. 
Budgeury resources include the following: new budget authority, unobligated balances, direct spend& 
totbooity, and obligation limitations. (GAO B&get Gtoeeov) 

.’ 
BU!NNESS’I’YPE MTIWI’Y - Significantly self-sustaining activity which finances its continuing cycle of ’ 
opntionc htough collectiou of exchaqe revenue. 

Cum+ ISUEs - Leases that transfer substantially all the benefits ind risks of ownership to the lessee. 

CAPITALIZE - To xword and cany foiwlrd into one or more future periods any expenditure the benefits or 
W from which will then be realized (Fohler’s Diction,wyfi Accountants) 

. 

CLEANUP COSTS - The Costs of removing, co&&g, and/or disposing of (1) hazUdoU waste from 

,pmpcily, or (2) mat&al ,&or, propeq that consists of hazardous w8ste at permanent or temporary ‘closure or 
shutdowa of associated PP&E. 

COHORT - Time ,&ect loans obliSated or loan -tees committed by a program in the same year even if ;, . -ems occur in sllbsequent yenn. Post-1991 direct loans or loan guarantees will remain wjth their 
ori@na3 cohort throughout the life of the loan, even if the loan is modified. Pm-1992 loans and toan guarantees ; 
that am modified shall each, teqactivdy, constitute a single c&oh (O&lB Circdar A-11) 

COLLATERAL - Real or personal property pledged 8s part or full security on a debt. (Kohl&s Dietip 
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fa Aeconntants) 

COLLECTIONS - Aaounts reoeived by the federal government duriug the fucrl year. Colleotio~ are 
classified as follows:- Budget receipts or off-budget receipts are collections from the public chased on the 
government’s exercise of its sovereign powets, i&Ming ~ollectioas from participants in mnpulsory so+ 
iuufwce programs. - offsetting collectioM UC colleotioas fha govemaleat wcouats (intragovenlmelltal 
tmassctioas) or from the public that are offset against budget authority and outlays rather than reflected as 
tweipis ia oomputing the budget end off-budget totals. They ‘are clnssified 8s (a) offsetting receipts (i.e., 
motatts deposited to receipt accounts), and (b) oollections credited to~rppropriatioa or,kd l c+ats. The 
di8tiaction between these two major utegories is that collections credited to appmpriation or fkmd l ccouats UC 
ofbt vyhhia the wcount tlut cotttaias the usociaed disbwumeats (outlays). wherus Off~~rweipts aie ia 
uwtmts separate fkom the usooiated dihmmas. offsettiag collectioas are deducted &om gross . 
dukn#zwntr, ia odculating net outlayr (B&d oa R.Gloumy Of Terms Used iri the F&ml Budget Pmceti: 
and Edutcd Acc~, Economic, ,nd Tpt- Tenms, Third Edition, Geneml Accouatiag Ofkice, Much 1981.) 

. 
COMMON COST 0. The oost of resources employed jointly in the p&action,of two or mike outputs and the 
cort~tkdirrctlytnGcdto~ootofthorcoutpuu. 

COMMON DATA SOURCE - All oftbe finaacial and pmgmmmatic infonnatio~ available for thebudgetaty, 
co9 rhd @noid wcotmting prowssea It includes all finrncial and much no&financinl data, such as 
emimamntal&~thatue~aecek$ for budgeting md fmial report@ u well as evaluatim~ and decision _ - 
iamrmatioa developed as 8 result of prior report@ uld feedb+ 

CCPIDITION - ,Tlw phyeiul state of aa u#t The condition of m asset is M-on ut evaluation of the 
PhytiGli statushhte of en ease& its ability to perfona as planned, and its continued usefulntrt. Evaluatiug mi 
usethoaditioa requks knowledge of the asses its peffotmutee capacity and its acta4 ability to Mm and 
expect&as fat it8 wabatpd pqfmtmu. pie coaditioa of a long4ived asset is affWed by its d+iliw, tbe 
qumli~ofitidesignaad coastmctim its tte. ?he adeqttacy of tBaiIlteMace that has been performed, aad mrny ‘, 
0th factors, includiug: accidents :(m unforuien mdmtp~ c~uaexpectedeveat orhmaumcc). 
ututmplm (a tragic event), disutm (A suddea uluaitotts event mnging great dmage, loss, or destnmion), 
aadobsolesoeaw. 

4 
CONDlTION ASSESSMENT SURVEYS - Periodi inspections of PPBE to determine their current condition 
rrrd UtiaUted CON,, to correct any deficiencies. 

CONSTANT DOLLAR - A dollar value adjusted for changes in the average price level. A eoastaat dollm is 
detived by dividing a cwrqnt dollar amotm by I price index. The resulting coastaat dollar value is that which 
would,e~ifpitorhdrcrmioodrt~~rvrnpl~luinthc~pariod.AnychangerinruGh . 
oonstmt dollar values wquld therefore reflect only changes iu the red volume of goods and services, not 
cbne~inthcPljSKleMl.~&lkr~ut~~tocomprtetherrrlvrlueoftheIlro# 
domestic product aad its compoaeats and to estimate the real level of.Federal receipts and outlays. (GAO 
B&M Glouoy) . 

CONSUMPTION METHOD - A method of accounting for &da, such as mterials and supplies, where the 
goodrue.rrcOgaitedU8srettupoa8oquititiWuduccxpcn#dUtheyueW~ 

CONTINGENCY - AnexistiqwBditio&situatio&orwtofcirc~ riavolviag-tyum’ 
potriMcgriaorlorrto~cnticythtwill~~~iybe~ldwben~0rm0rstutltrr~otourorfrjlto 
-* . . 
CONTRA’ACCOuNT - oat of two or more 8ee0uari which putidly or wlwlly offset mihcr of 0th 
ma; on fiaaaoial statements, they tiuy be either merged or appear together. (Kokler’s Dietianory for 
Accwluan&) 
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APPENGLZ >: 
CON&CT AUTHORITY - Conmet ruthorjy is a subret of bvx@et l uthori~. (See wet l ~thonty.) 

CONTROLLABLE COST - A cost that OUL be influenced G & rctioa of the ,~spoasibl~, mani@% %& 
&XIII rhys refers to 8 specified UNM8e since all costs ere controllable by someone. : ‘. 

COST - kfmed in SFFAC No. 1, Objectivea of Fedcml Finonciai Reporting 8s the monetay value of 
rwoaces used (pan. 195). Dcfioed more specifically &I SFFAS No. 4. Managerial Cosr Accounting Concept 
and&and+& /a the Fedem Gowmment, as the moaetuy value of resources used or, sacrificed or liabilities 
iMU#XWi t&WhkVC 9 +j~tivt, SUih U to. W+iTC Or Pl’OdUCC 8 8OOd Or t0 PerfOrm UI 8CtiVity Of S&CC ipa8e 
NM). DopUng oa the a8tuik of the mnaaotiot~ mat my be charged to operntions iminediately. i.e., 
m4lqpidu,uL expqm of the pniod, or to m asset 8WOMt for recognitiolmS 8n CxpenSe of nrbsequent 
ehT-- texts withio Accauntitqg for Revenue and O!her Financing &ie~es, “cost’ iy ur#l 
qImymo* with expeas. see ilso Tutl Cost’ 

.’ 

.‘. 
COST ALLOCAl& - A method of uriedipg torts -&I retivities, outputs, ‘or &hei koit obje&s. ?he 

,. 

8bWtiOa hue usid to us@ 8 cost to 06jwU is not necessarily .@e c8use of thk cost. Fat exakpl6, usi& 
the cost of pow v m8chine rctivities by m8c+ houm is m 8k8tion bec8w m@iae,hours are @ndirect~ 
meuunofpower~on ., 

.,‘. 

COST ASSIGNMENT - A process that identifies costs with activities, outputs,-nt other coit dbjects. I@ a 
hui eense, Costs w be usi* to procews.‘8ctivitiu. &8niatio~l divisions, products, end services. 
* are three me&c&of cost akigamek (8) directly iracing costs whetwer konomiwlly feasible, (b) cam- 
-ff=t, $ad (6) dkc8w costs on 8 re+able and con&tent b&is. 

“; 
COkT’-BE&FIT AMLYglS ‘- l’be &&ing of benefiu’rgiinrt costs umdy exprked 8S 8 ratio of doller 
kIdits to d&r costs f& each of 8 vuiety of &etnatives to provide 8 compuable bad8 of choke among them. 
(Kddert a&&In& /a ACCallauan&) ,f 

COST DRIVER - Aqf fbor that cwses 8 chaqe in the cost of an rctivity m’output. For example, the 
evlityofputr~~bym~~vity,orthc~~ofoomplexityoT’turrntrrutokrtviewedbythcIRS. 

COST VlNG - Cost fkdiq techaiquu produce cost data by’dyticd or sunplii nmhods. Cost . 
fmdineteGbrriewr~8ppropsirteforGcrtrirrkiadrofcortr,Iuchuindirrctcow,itnnswithcoasbelowtet 
chr88hold8withia pwpunwxf~lomapmsnmriatheirtntiray. costfindingtcc~qutrnrpporttheownll 
-F-l ~08t 8=-tia# pto8Us md CM npresmt noa- ix&is of specific costs. 

COST OBJECT (ALSO REFERRED TO AS COST OBJECTIVE) - An ‘Ai*, output, or item whose 
Co8ti8tokmeuund. h 8 bfMd -, 8 CO8t ObjcCt C80 k 8!1 Or@dOMl division, 8 fUndOn, t&Sk, 
produck smiw, or 8 customer. 

-fi==w - Forthc~ofthirStrtemcot,rfcdnrlprognmthtMktslwurndlarloro 
-8 to wnfcdml bm’~wets. 

&JBkT’ DISCOUNT RATE - With mpect to the modihtion of direct l&q or loan guurntecr, it is the 
di8oomltnt8luodto - tk W8t Of 8 mOdific8tiO& It iS the iMereSt Rte rpplic8ble 8t the time Of 
mOdifk8tioa OXl eble TrUSUty Kc~itie8 with 8 Sit&r ~WUT@ to the f~a&ittg m8turiQ’ Of the dkCt or 
w l~rnr, under either pmmdifhtion terms, or post-rwdifiution mps.’ wbiohevcr is rpprop$te. 
@wial Tenn~ SIT’ 2J 

CuBBENT L~U’I’IES - Amout~ts owed b ‘r fedenl entity for which the fitmci~l statemeats ue 
pcprsd aad which ad to be paid within the fucrl ycu follow@ the report& drte. 
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-NT SERVICES ASSESSMENT - bjections of fitture receipts and outlays fro-m future activities 
ksed on’ the programs established by current law. ‘fhe CSA focuses on the totality of GovmUnent opet’ati0M .-.-,. 
rather ihan on individual programs, and shows the short- and long-m direction of current Progranu- , 

::‘;, , 
CUSTODUL AGENCY - An agency which t&es possession of seized and/or forfeited propcity. 

DEDICATED COLLECl’IO#ZS (OR TAXES), - See “earmarked ‘mues.’ 

DEkAU$T. - T& ‘fiilue to,& any’obligatim or tern’of a,credit agreement,-grant, ‘or c0ntract.Oftenuaed 
to refer ‘ti aqcouats ,&re than 90 days delinquent. (Treaswy Financial hknual Supplement) 

DEpPJcED MAINTENANCE - Maittb that was not perfonned when it should have beeti or was 
scheduled to be and which, therefore, is put 0ff or delayed for a future peri0d. , ‘, 

‘DEPRECIATION ACCOUNTING - The systematic and rational allocation of the acquisition oostof an asset, 
leaa its eatimated~lvage or residual valtk, over its estimated useful life. 

.’ 

‘, 

DRVELOPM&T - ~yqett&c use of the knowledge and tutderstanding gained from research for the 
pr0duction of useful materials, devices, sy&ns, or methods, including the design and development of 
fmxotypes and processes. ’ 

DIFFERENTIAL COST - The tist difference expected if one course of action is adopted instead of othera. 

D-CT COST - The cost of resources dire& conuuned by an activity.. Direct costs ‘a& assigned to 
activities by direct tracing of units of resources c0nsutned by individual activities. A cost that is epecifkally 
idedied with a single cost object. 

DIRECT LOAN - A disbursement of funds by the government to a nonfederal borrower under a contract that .T’ 
~@CS tk rrpaymcnt. of euch funds within a certain time witbr)- without interest. The tmnkcludcr the ! 
ptXOlW% Of; or partkipati0n in. a 10an made by another lender. &dapted tram OMR Circvhr A-ZZ) 

DIRECTED FL+OWS OF RESOURCES - Exposes to nonfederal entities imposed by federal laws or 
regulations without providing federal ftnmcing. ln the caic of atate and looal goircrnpknta. directed flows are 
known as “uafunded mandates? The coas and ficing of federal regulations d0 not flow tbr0ugh the 
Government, but their effeots are similar to direct federal expenditures and revenue. 

DISCLOSURE - Re&ting information in notes pr aazrative regarded as an integral part of the basic fmancial 
statetnent. . 

DISCOUNT - The difference between the estimated worth of a future benefkand its present value; a 
oompenaation for waiting or an allowance for mums from using t& present value of these rctums in other 
~ryr. (Kohld~ Dictionaty /or Accountants) 

D#WOUlVI’ RATE - An interest rate that is used in present value calculations to equate amounts that will be 
reoeivedorpaidintbc&tturetotheirpresent.value. 

DIVIDEND FUND INTEREST RATE - The interest rate &term&l at, policy issuance usedtodeteiminethe 
artmutt of the dividend fund It’is the rate used to credit interest to the dividend fund, and againat whioh 
CYtpCrimCe~iS measured to determine the amormt of the interest portion of dividends paid to individual 
~li~holdara. (AICPA Statmant ,of Position 95-l. Glossaq, p. 331 

DONATED CAPITAL - The amount of nonrrciprooal Men of assets or Senices from State, local, aad 
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foreign 8overitment@~dividuals; or oth4 not considered parties related to ihe, Government. (JFM[p 
Stattdardizatior~ project) 

DRAWBACKS - Refunds of all or part of duties on imported 8oods that are subse@tently exported or 
destroyed. Typically these arise when imported materials are used to manufacture a product that is later 
exported. In such cases, most of the duties originally paid are refundable when the ftishedproduct is exported. 

;, 
sD,TAXES l Taxes levied by the Government that am dedicated by law to finrnoe a speoifio 
f-prognm., 

,., bi . 
.ECONOMETRSC MODEL - An equation or a set of related equations used ,to analyze economic data 
through mathematical and statistical techniques. Such models may be devised in orderto depict the essential 

~4pntith& @pact 01 &r@ve assumptions or government policies. (Dictionary of Banking and Finance, 
““w M. Rosenberg, .Ph.D., Wiley Bt Sons, New York; 1982, hereafter cited as Rose&e@ .Dictionary.) 

ECONOMIC LIFE - The period during whi6h a fixed asset is capable of yielding services of value to its 
. Owltar. (S& 6&l life’.) 

., I ‘, 

END USER - Any cotnpanent of a reportiq entity that obtains gw for direct use in its notmal,~operations. 
Tk oomponettt may also be a conmctor. . . 

,‘. 

ENTITLEMENT PERIOD - The period (such as, monthly) ior which benefits become ilie. 

ENTl’TL~MENT pROGRAM - A program in which the federal government becomes automatically obligrted 
to provide bet&Its to m&hers of a spcciflc group who meet the requkmknti establiihid by law. 

PPITI’Y - A unit within the fedenl gove~ameg, such as a depattment, agency. bureau, or program, for which 
8 at of fvcial statemqk would be pmpared. Entity also encompass& a group of related or unrelated 
commercial functions, revolving tends, trust funds. an&r other accounu’ for which fmdncial statements will ho 
Ixepared in accordance with Oh4E annual guidance on Form and Content of Financial Statements. 

ENTRY AGE NORMAL. ACI’UARIAL METHOD - A method under which the actuarial present value of 
projected benefits of each employee is allocated on. a level basis over the earn&s or the service of the 
erupioyce between intty age and assumed exit age. 
valuation year is called the normal cost. 

The portion of this actuarial present value allocated to a 
The potion of this present value not provided for at a valuation date 

by the present value of iinure normal cost is callid the actuatiai accrued liability. The assumption is made 
under this meti@ that every employee entered the plan (entty age) at the time of initial employment or at the 
earliest eligibility date, if the plan had been in existence, and that conaibutions have been ‘made from the entty 
qe to the date of the actuatial valuation. The tet& ‘aggregate entry age notmal’ refin to an approach.wheroby 
costs e determined for the group as a whole rather than for each individual participant .separately. 

‘EST@ATED COST - Thkproeess of projectin~fitture result in terms of co%‘based on information 
available at the time. Estimated costs, rather than actual costs, are sometimes the bask for ctedits to work-in- 

.Jxocesi 8ccOullts and debits to ftished goods i&awry.’ 

EVENT - A h~ppcning of coasequeacc to an entity. It may be an internal event that occurs within an cut@, 
arohuthctransformingofiawmaterialsintoa~t. Gritmaybeanexmrnaleventthatinvolves 
hWmaction between an entity and its envitonment, such as a tmnsaction with another entity, an act of nature, 
the& Mndalism. a tort caused by n&li8ence, or an accident, (Adapted from Financial Accounting Standards 
Borrd Statement of Fineacial~ Aixouatirq Concepts No. 6, Eiewwnu of Financial Statements) 

EXCHANGE REVEMJE - Inflows of resources to a 8overmnental entity that the entity has earned. They 
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uire fbm ex&ange tranmkm; which o&cur when each party to the transaction sacrifices Value and receives 
value in return. 

EXCHANGETRANSACTION - A &ansaction that arises when each party to the transaction sacrifices.VdUC 

and receives value in return. 

’ EXECUTORY CONTRACT - A contract which has not ken performed by all parties to it. cfrascona. 
Joseph L., Buainesa Low. William c. Brown c. publishers, 1981) 

EXECUTORY COST - Those costs such as insurance, maintenance, and taxes incurred for lw ‘property, 
whether paid by &, lessor or lessee. (Financial Accounting Standards ‘Board, Statement of Financial AccountinS 
Stmdards No. 13, Accounting for &aye) 

EfcpEh+&uE - htatisti~l meaatcmc 
. 

nt l tttibute tl&t is the sum of the produck of $a& potkttial 
” ‘~OUtC0lMmultipliid~~ the probability of that potential Outcome. 

EXPENDED APPROPRIATkNS - T&c dollar amount of appropriations used to fund goods and services 

rcceid or, he&its or granu provided. 
. 

EXPEND& - With respect to provisions of the Antidefici&cy Act (31 U.S.C. 1513-1514) and’thC 
Coqrcssional Bud@ and lmpotindmcnt Control Act of 1974 (2 U.S.C.622(i)), a term that has the same 
deftition as outlay. (GAO, Budget Gkxuq) 

EXPFSE - Oqflows or, ot& usio~ up of assets or incurrenccs of liabilities (or a combi+ictn’ of both) 
drpine a period horn providig good& enduing services, or carrying out other activities related to an entity’s 

- 

pognmt and missions, the benefits from which do not extend beyond the present operating period. 

EXPV. APPROPRIATiONS .(ACCQUNT8) - Appropriation accotmts in which the balances are no lott@r . 
available for inctnxin~.rkw obli@ons because the time available for incutriq such, obligations has expired. :, 
OFhAIP SWtion Project) 

FEDERAL MISSION PROPERTY, PLANT, & EQWMENT (PP&E) - Items used to meet a Federal 
Govtrnmentmissioninwhichtherpccifu:PPBtEurediranintegralpartofthcoutputofthtmissiolL’(See 
SFFAS 6 and 8 for mom complete defition and d&ssion of F&raI Mission PpBtE.) 

FEDERAL ENTITIES (UNITS, COhIPONENTS) - ,See entity. 

. 

FXNANCXNG ACCOUNT - A non-budget account associated with each credit proSram account. The fittancinS 
a&mt holds t&d bhces, receives the subsidy cost payment from the credit prognm l ccoun~‘and includes 
all OtherC8Sh flOWa to and from tht gOVm t resulting from post-1991 direct loans or loan Suamnt@s. (OMB 
Cim&sr A-l I, and OMB Circub A-34, Znsm~ctione on Budget Exrcution, Credit Apportionment and Budgct . 
EXMUti0Q hereah cited as OMB Ci* A-34.) 

mRBT4N, FIRBT-OUT (FIFO) - A cost flow assumptiot~ thk first goods purchased ot pmduced are issumed 
,-toktltefmtgoodssold 

FIXEDCOST - AGort~tdOCsOOtVUY~tht~o~termwiththtwlumcofactiviry. Fixedcost 
ittfotmation is us&d ‘for cost savings by l djustiq exist@ capacity, or by elit&atinS idle facilities. Also 
calledNon-Variable Cost or Constant Cart 1 . . ” 

’ TIXED VALUE SECURITIES ; Securities that bye a.hiowtt maturity or rcdatnption value at the time of 
issue. 

f 
. 
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FORECLOSURE .:,,A method of enforcing payment of 8 debt ,securrd by a mortgage by seizing the 
qged property. Foreclosure termink all, rig@ tb;lt the mortgagor hs in the mortgaged ym upan 
completion of due process through the courts. (Treow Finonciol Monuol Suppiemmt) 

FULGABSORPTION COSTING, : A method of cost@ that assienj (absorbs) all labor, material, and . 
servicefmanuf’actttring frcilities and support costs to pro+tcts or other cost objects. The costs assigned include 
thoes that do 8nd do not vq with the level of activity performed. 

FU@ CGgT - The total amokt of resources used to produce tbe otttput. Morr specifically, the full cost of UI 
otdptt!produced by a responsibility segment is the ,rum of (l).the costs of resows consumed by the 

-bility se-t that directly Or indirectly contribute to the output, and (2) the costs of identifiable 
.‘p &vices provided by other responsibility segments within the reporting entity and by otherreportiq 
-W-s. (SF&G No. 4, Jhno~e~t Cart Accou+ng Concepu and i+dancb fe. the Fedeml~Gcnw~ent, pm. 
-9) All d@ct d iudirioi’&ts to any put of the Federal Gov enment of providing goods, resources. or. 
3UV+s. (OMB’ Cimrlor A-25). 

GENERAL FUND - Accounts for receipts not eatmarked by law for a specific pirlposes, the proceeds of 
geaml bonowin& and the expenditye of these moneys. (OMB, TJIC Bdger S~.&nl md Concepu) 

G-L PP&E LAND - Lupyd and land ;ights dwned by tbe Federal Goventment tit are required for or 
in connection with items of geWl’8l pp&E. 

GENkRAL PURPOSE FINANCIAL REPORTS - Reports i&ended to meet tbe common needs of diverse 
~~lypicrllydonotbrwtbe~bilirytoqKcifythebuir,form,hdoontentoftherrporwthy~eive, 

:; 
Cooti’ - A t&ble Product pf;wiuoed TV provide to a customer. 

2 

=?~KKNOWLEDGED EVENTS - Events that armtot a liabi&y in themselves, but ue those 
events tW m ‘Of fhncid consequew” to the federal government becauss it chooses to respo& to the event. ‘P&F 

WYERNMENTAL RECEIPTS - Collection fhu the public that result ptigkly from the exe&e of the 
Govamtent’s swertigtt or go vernmeatal powers. Gov eqnelltelreceiptscoasistmostlyofi@Wualaad . 
-W-=incometrxesandWCiOl inswance ttqes but also include excise taxes. compulsory user ch8rgr 
cpffoms duties. cat fmes, ceruin’lice~~ fees, gif?s utd do~tiotts, urd deposits of CMiDgs by the Fedemt 
Resuve System. TINY l e compared to outlays in +uiating a surplus or deficit (OMB, 771~ Budgrr &rem a& 
Corcrprr) 

WYERNMEm-RELATED EVENTS - Notttnnrrction-&sed eveam that involve interaction between 
fedmi entities aad their environment. 

lUZMUMWSi WASTE i A solid, liquid, or gaseous waste, or combi~tion of these w&es, which becaure of 
in qurmiy, ~ncentratiorr. or physical, chemical. or infectious chamcteristics may cause or significantly 
watrh~ to M increase in morialiry or en increase in serious irreversible, or incapscitating reversible, illness or . 

~pmcntorpotentirlhaxudtohumuthealthortheenvkmmeat when improperly treated 

HERl’I’AGE ASSETS - Property, plant, and equipment that are unique for one or more of the following 
rcasom historicrl Or ~tttd s@ificawe; cult educational or utisti~ (e.g.. aesthetic) importauce; or, 
siglaatt uchitectur8l eluuacteristics. 

HISTOBICAL COST - Mially, the mount of ash (or its equivalent) paid to squire ut asset; subsequent CO 
. 

M@itkt. tb historical ULloltot may be adjusted for amortization. (Kc+h&~rJ Dictio~ly /a Accounton&) 
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HUMAN CAPITAL - Expenses iacuned for education and training programs financed by the Federal 
Oovernment for the benefit of th, public and design+ to increase or inaiatain national eoonomic produotive 
capacity. 

INCREMENTAL COST - The increase or decrease in total costs that would ksult frorh a decision to 
incmase or decrease gutput level,’ to add a service or ta& or to &an@ any portion of O~tioas. This 
infomatioa helps in mkking decisions such as to conttact work auf undertake a project, or increase, &crease, 
modify, or eliminate an ac,tiviv or product 

J 
INDIRECT COST. - A cost that mmmtkidcntificd specifically with or traced to a given cost object in an 
economiully feasible ,way. 

INSURANCE. AM) t%JAikANTEE’PROGRAMS - Feder&govemment progams that provide pro+cti~‘to 
individuals or entities against specifkd’risks. Be&use the federal govknmeat fkwtly commin& aspects of 
,inanancc-and gumtitus witl+n the saq program; ,&is Ststement4reau the terms u a sinfjli type of a&&y. 
wso see separate deftition of social &Jrance). ,. ,’ 

Il’l?ER4lVITIY - A tetm Wanin8 between or at&n8 diffeknt federal reportin+itiis. It commonly ref& 
to l tivitks or costs between two or more agencies, deputments, or bureaus. ’ 

MTEREST - The senke chaqe for the use of money or capital, paid at a&d intervals by the user, 
commoniy expressed as an annual percentsge of outstandii principal. (Kohlrr’r Di+ionoty fa Accountants) 

,. 

NISREST METHOD - (1)-U&r the4ntmst method of amorkation, an mnomt of’intemst equal to the 
Curying amount of the investment times the effective iaterest rate is calculated for eqcb account@ period. This 
0ahlated interest is the cffeotive interest of the ti vesment (refcmd to as “effective yield’ in some literatke). 
The effect& interest is compared with the stated interest of the invesbnenL ,m stated interestis the interest 
that is payable to.tlte iuvestor.aooord@‘to~thestated interest rate.) The di&eace be&en the effeotive inter& 
and the rtrtd.intemtir;thmmount -bywhich&discoont or tlkpremkihoritd k &or&d (i.e., reduced) ” 
for the l ccumting period. 
or. 8s usei in SFFAS 2; t0 

(2) A method used to amortixe the premium or discount of an io vestment in bonds, 
anhtixe the subsidy cost allowance of direct loans. Under tlk’meth&‘the 

=xtimim amount of tlie subsidy cost.allowance equals the effective &erest minus the nominal interest of the 
dired loans times the effective interest rite (the ciikount rate). The nominal int&est equals the nominal amount 
(f- -0uno of the direct loans times the tited interest rate (6 rate stated in tile lqatl +ments). 
Term fhm SFFAS 2) 

[Special 

INTEREST RATE - The price charged per uait of money borrowed per year. or other un$ of time, usually 
expressed 8s 8 peroentqe. (Kchler% pictiqttuy /a Amma,t) 

JOB ORDER COSTING -’ A method of cost l counting that accumulates costs for individual jobs or lots. A 
job may ,be a servioe 
hospital. 

or manufactured item. such l the rrprir of equipmnit or the treatment of a patient in 8 

LAND - ~irtherolidputofthc~oftbC’eurh.Excludedfromthe&f~itianoflrnduethe~nml 
ruourccs (that is, depletable resources such is mineral deposits and petroleum; renewable tkuroes such as 
timkr. and the outereolltinental shelf resources) related to la& 

. 
LATEST ACQUISITION COST (LAC) METHOD - A t&hod that provides that all like units that arc held 
be valued at the invoice prioe of the tio~.recent like item purohrsed, less any discounts, plus any additional 

i 
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costs incured to bring the item to 1 form and location suitable for its intended use. 

LATEST AcQuxsrrxo~ COST - Includes all amounts, except interest, paid to a vetpior to require an, item 

LIABILITY - For Federal accounting purpose& a probable future outflow or other sscrifice of resources as a 
msuit of put transactions or events. 

LIFE-CYCLE COFG - An rquisitioxior procqrement technique whit& considers operating, mainteamce, 
and other costs in addition to the acquisition cost of assets. 

.I, &.‘i: 
LIQbATING ACCCJU@lT - The budget accouat that includes ~11 cash flows to and from the goventmetq 
~~~Itiog,tiom pm-1992 direct loans or Joan guarantees (those otiginally obligated or c&unit&d bef&e &t. 1, 

!’ 1991)~.cxoeptth,ose pm-1992 direct,lomsand’lqtquraatees.that have been diriotly modified md’kay3ferred 
to 8 filutmitlg l icowlL (see OMB circular A-II) ,,. 
LOANGUARANTE 

;. 
E-Anyw-, iasmace. or other pledge with &pect m, the’ payment Qf ‘au‘& p&t 

of the priqcipal or interest oa any debt obligation of a nonfederal borrower to a nonfederal leader but does tit 
irJclu& the insutance of deposit& shares, or other withdrawable accounts in fraancial ins&ions. @MB C&&W 
A-II) 

LOAN GUAIUNTEE COMMITMENT - A binding a#rcemettt by-r feder&igeacy to make a loan 
guuantee w&n specified conditions are fulfdicd by the botrower. the,iender, or any other party to the guarantee 
qf=Ileat. (Ohm circular A-l 1) 

Lg,. :.; Any exp&e or irrecovtible cost, often referred to as a form of nonrecumiag ohatge, au expendi- 
ha $+ch IIO present or fbhuc benefit may be expected. (Kahler’s Dictioky f&r Accauntana) 

LOWhkOF COST OR MARKET - A valuation tule thit recogaizes impaiment of asset values but avoids 
mticipr~tqd gains. The rule is typically applied to individual itemsor groups of like items, such as inventory or . . . 
twkeuble securities. In this tule. “cost’ refers to historical cost and ‘market refers to the curmt replacement 
cost by prcha~e or production. (Koirkr’s Dieti- ftw Accau+nte) 

MAINTENANCE - The act of keeping futcd ructs in FbJe condition. it iucludes prevmtiv; maintenattce, 
llorrml rWr8. rcpiaccment of parts and sttuctud compotmts. and other activities needed to preserve the asset 
so that it contimer to provide acceptable services and achieves its expected life. M&emmce ,exciudes activities 
8irmd at expanding the capacity of an asset or otherwise upgrading it to sem .aeeds different from, or 
si@i~tiy.gmter thn, those origidiy iamldd 

MANAGERIAL COST ACCOUNTING SYSTEM - The organization and procedures, whether automated or 
not, aad whether part of the general ledger or stand-alone. that accumulates and reports consistent and reliable 
cost iafoImatiotl and pcrfotxtmce data from various agency feeder systems. The accumulated and report&data 
enable tnmqemeat utd other iutemted parties to aleasumd make decision8 rtmlt the rgeacy’d8egmetlt’r 
ability to improve operations, ufeguard assets. control its resources, and detemias if mission objectives UC 
tJeiugmeL 

MARKETABLE TiEASURY SECURITIES - Debt securities, including Treasury bills, notes, md bonds, 
thttheU.S.T~offcntothpublio~uctndcdithcmuke~~. Thbirbidattdaskpricesue 
quoted On securities exchange mafkew. 

MARKET-BASED %tEASURY ~&JRITIES - Trmsut$ securities issued to g~vemtnetttal accounts that are 
not traded on $8~ reeurities exchange ,but mirror the prices of marketable securities with similar terms. (8ee 
Tn~ay Financial Manual 2-4 100, Federal kgencies’ Financial Reports, Exhibit No. 3.) 
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MARRETVALUE - (1) The estimtited~amotmt that can be realized by disposing of an item through arm’s 

length ttansactions in the marketplace; .the price (usually representative) at which bona fide sales have been 
consummated for produoti of like kind, quality, and quantity in a particular market at any moment of time. (2) 
For investments m marketable securities, the term refers to the value of such securities determined by prices 
quoted on securities exchange markets multiplied by the number of bonds or shares held in an investment : 
portfolio. 

MEASURABLE - Cm be determined with reasonable certainty or is reasonably estimable. 

MODIFICATION - A few1 government action, including new leg&ion Or~8~tiVe 8CtiOth that 
dirwtly ,OI indirwtly rlteri the e~ted subsidy cost and the present value of outstrndiag iihct loans (or direct 
loan ebligations)), or the’ liability of loan. guarantees (or loan ~~wM~w'co~~~~BEBB). Dir#t mOdifiMtions are 
~actiotti h;t c-e '&e'&&J wr( by hfhg the' iet%tS of kSti!l# Wna;rdt$ OT by -#lling ‘l~~a~WIttdi+t 
nmdificntions are wtions that chdllge the subsidy cost by legislation that altersthe.+ in whioh an outrtmdiog, 
portfolio of direct loans or han guimntws is administered. The term modification does not inchtde3ubsidy wst. 
ree&nates, the routine’admin&rative workouts of tioubled loans, end rcti~~ that are peniritred within the ’ 
exist& watrwt terms. 

MODIFICATION ADJUSTMENT TRANSFER - A ‘nontxpenditure~transfer from a furancing l CoouQt to 
the Treaqtty, or vice versa, to offset the difference between the cost of modification of et loans (or loan 
guarantees) and the change in the book value of direct loans,(or loan guarantee liabilities). (See eBo OMB 
cimrlor A-11) 

MOVING AVERAGE - ‘An inventory costing method used in wnjunction with a perpetual inventory system. 
A weighted rvemge cost per unit is rewntputed after evety purkhasc. Goods sold are costed at the most reee@ 
moving perage cost. 

NET LEVEL PREMIUM RESERVE - The excess, if atty. of the present value of future guaranteed death 
endowment benefits over the present value of, future net pretnittrri ,The ‘net level premiumreserve should,be !i, 
calculated ased on the dividend fund interest rate. if &terminable, and mortality rates guaranteed in aaMating 
the cash surrender values described in the wntracts. (AlCPA Statement of Position 95-l) 

NET REALIZABLE VALUE - The estimated amount that oan be rewvered Finn selling. orzany other 
~tbd of disposing of an itah less estimated wsts of wmplction, holding and diqosal. (Ku&r’s Dietiomy 
for Aceonnrcmts) 

NOMINAL DOLLAR - The dollar value assigned to a good or service in terms of primer otttrettt at the time’ 
of the good or service is required. This contrasts with the value assigned to a good or senGce measured in 
constant dollars. 

NOMINAL (OR FACE OR PAR) VALUE OR AMOUNT - The amount of a bond, note, mortgage, or etkr 
s~tttity 8s stated in the instrument itself. exclusive of interest or dividend accunmlations. The nominal amottnt 
may or may not win&e with the price at which the Mrument was first sold, its Present market value, or its 
redeBtptiOn priw. Often refetred to as the stated value. (Adapted from AWrier’s Dictionmy /a Aeeonn&f~&) 

NONEXCHANGE REVENUE - Znfhws of tesotttees to the i3ove&ent that the oovnammt detlmdsor 
that it receives by donations. The inflows that it demands it&de taxes, duties, fraes, and penalties. 

NONEXCHANGE TRANSACTION - A transaction that a&s when one parry to a transaction receives value ’ 
WithOUt gMitg 0t promising wltt6 jn fettm or one prrry 6 l tmnsa&n gives of prdi&~VdtiCWithOUt 
receiving value in ntuta 
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. 
NONFEDERAL PHYSICAL PRGPEBTY -’ Physitrl properties frnrnced by grsnts from the Fedeml 
Gwunma& but owaid by state aad local ~ovelxaents. 

NOdMAL COST - That portion of the l ctusrial preseut value .of pension plan bet&its aad expenses &t is 
allocated to a baluatiOn year by’ the actuarial c&t method. (From Actuarial Staadard of Practice No. 4) 

OBLIGATED BALANhk - The net kouat of obligations in a given account for which payment has not 
+t b&n made. (JFMF Strndaidizatioa project) 

-T OBLIGATIONS - ~mouuts of ordm placed, coatmbts awarded, servh reecived, and 0th~ mn~cti~ai 

dbiq dtnin# a @vea period that Would require psymenta during the same or a future period. (JFMIP 

^ OFF8EeG COLLEhIONS - Colliotioas fkna the public that result fkom btkuess-type or market: ” 
or&n&d activitieiaad eollectioas from other Govennuent aceout& These oollectioris are deducted from gross . duhumnmts .h alculatirq outlays, mthcr thaa counted in govenu&uUl receipts. So&e offset&g coilectioas 
ale c&lied dip&y to l ppropriatioa or fund l ccouuts; others. called offsettiug receipts, are ,kredited to receipt 
akuats. The a&ho&y to q&d offsettiag bollectibru’ is a form of budget authority. (OMB, -The &&et $&u 
ad cancepts) 

: 

’ 

OFFSETTING RECEIPTS i Ofbtiag mceipts am a subset of offsetting cokctioas. (See~collectious.) 

OPER+TINF, LEASE - Au amem coaveyiq the right to use property for a limited time in exehauge for 
pe+dpntiprymentr. 

O~Rl’L@@Y COST - The value of the l lteruatives foregoue by adopting b particular strategy or 
amplaying resqrces in a specific mauuer. Also oalled Alternative Cost b Ecoaotuic Cost .;* 
ORIGINAL DISCOIWF MTE - The discount mte originally lyed to calculate the present value of direct 
loan or tom guamriteeliabilities, when the dir&t or gusmnteed loans were disbumed. ~pccial Terw~fiom 
smi4s 21 

OTaER PO@EMPLOYMENT BENEFITS (OPEB) - Forms of be&its provided to former or inacti~ 
@OJVU. their beaefioiahs, aad covered depemkuts outside pension or ORB plans. 

UIIIEB FINANCING SOURCES - laflows of resources that iucrease net positiou of a mportiq entity but 
tbt em’ noi nvehs or gains. Borro- is not included as other frrunciq sources, since it does not korease 
the nit resources of the reporting entities. 

Ol’HEB R$TIREMENT BENEFITS (ORB) - Forms of benefits, other than ietimaent income, provided by 
UI qlopr to retirees. Those bendits may’k defiued in terms of specified benefits, such as heilth care, 

, or legal servicer, which are provided to retirees as the seed for those benefits arisea, such aa 

OCCPRCOO~ of a epecified event, such as tie insuraau beaeflts. (Finaucial Accouutitq StWards Board, 
SUrcmwt of Fihaacid Accounting Standud No. 106, Emplgym’ Accounting fa Partntinment Bet@& 0th 
dun Pmrsatr) 

OUTCOME - (1) Defined ia broad tsrmr iu SFFAC No. 1 (Pam. 204-208) as accomplishmeats or rest& that 
oocur (rt least partial@) becaurC of the senM efforts of Government entities. Some authorities Use tmnr ‘iike 
‘impcs”effut,’ or “results” to d@a@sh the chaqe in outcomes sp~~ifidy caused by w Govmment 
e from fhe total chaage ia coaditioa~ that can be caused by maay factors. (2) Defraud in SFFAS No.,8 aa 
aa lJIcIsmcIlt of the results of a progmm compared to its intended putpose. They shall: 1) be capable of beiug 
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described in finanoial, economic, or quantitative, terms; and Z).provide a plausible basis for concluding.that the 
program has had or will have this intended effect. For measuring outcomes for research and development 
programs, resultsmay be reported by a narrative discussion of the major results achieved by the program during 
the year. (See SFFAS No. 8, Supplementary Stewardship,Reporting, para. 93 & 99. at~il SFFAC NO. 1. 
Objectivk o/Federal Financial Reportjng, pans. 204-208, for further discussion of outcome.) 

OUTLAY - The issuance of checks, disbursement of, cash, or electronic transfer of funds made to liquidate a 
Fe&ml ‘obligation. Outlays also occur when interest on the Treasury debt, held by the public accrues and when 
the Govcmmcnt issues bonds, notes; debentures, monetary credits, or other cashiquivalent~‘&umetus in order 
to liquidate obligations. Also. ,under .credit reform, the credit subsidy cost is recorded as an outlay when a dire& 
or guaraad loan is disbumed (GAO B&get @OWV) 

OUTPUT ‘- A tabulation, calculation, or recording of activity or effort that can be expressed in a quantitative 
or qualitative mamer..They shall have two key characteristics: 1) they shall he systematically or periodically, 
~ptwed through an account or management informa&on system, and 2) there shall he a logi@ connection 
betykn fhe reported measures and the program’s purpose. 

OUTPUT MEASUR@ - A tabulation, calculation, or recording of a&iv@ or effort that can he expressed tn a 
quantitative or qualitative manner. it shall have two key characteristics: 1) it shall be systematically or 
periodically captured through accounting or management information system; and ,2) there shall be a logical 
connection ktwvn the reported mea~uru.ad the prograds purpose. 

PEiWORMANCE MEASUREMENT - A means of evaluating efftciency, effectiveness. and resulta.. A 
balanced perform&e measurement scorecard includes furandial and nonftaancial measures focusing on quality. 
cycle time, and cost. Performance measurement should include program~accomplishmen~ in terms of outputs 
tqurmtity of products or services provided, e.g. how many items efficiently produced?) and outcomes (resultsof 
providing outputs, e.g., are outputs effectively meeting intended agency mission objectives?). See Statement of 
Federal ,Financial ACCOUU@ Concepts ho. 1, Objectives of Federal Financial Reporting, para. 192. 

POST-1991 I?lREcT LOANS - Direct loans obligated after September 30. 1991. [Special Term /ran 
SFFAS 2J 

POST-1991 LOAN GUARANTEES - Loan guarantees committed after September 30,, 1991. [Special Term 
fia SF* 21 

POST-MODIFICATION LIABILITY - The present value of net cash outflows of,loan guarantees estimated 
at the time of modification under the post-mod&ation tenns, discounted at the current discount rate. [Speciqf 
Tenu jknn SFFAS 2J 

POST-MODIFICATION VALUE - The present value of net cash inflows of direct loans estimated at the 
time of modification under the post-modification terms, discounted at the current discount mte. isprcial Trnn 
jhn SIT” 2J 

. 

. 

PRE-MODIFICATION VALUE - The present value of net cash inflows of direct loans estimated tt the time 
Of modi&ation under pm-mod&ation tetms, discounted at the cutxont discount rate. Isprcior Term from 
SPE4S 2J 

PRE-1992 LOAN GUAIUNTEES - Loan guarantees committed kfore October 1.1991. [Special Term 
I.+ SW+ 2J’ 

pBE=1992 DIRECT LOANS - Direct loans obligated before October 1,199l. [Special Tern from SFMS 2J 

c 
. 
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PRE-M~DIFICATIONLUBILII -Y - Th~present~i~0fn~t~sh0~0~'0floangudra~tce~estimatcd at 
the time of modification under the pre-modification terms, discourited at the current discoat rate. flpe~iur 
Term frm sfms 2) 

PBBMMM DEPICIENCY - A condition tmder which a liability for ‘&xtttre policy benefits using cutrent 
conditions exceeds the liability for future poiiey benefits using contract conditions. 
should be recognixkd as a charge to c&ations in the mumu per&. 

in such cases, the~diffkrence 

,.&.> 
PRESENT VALUE (PV) - The value of future cash flows discounted to the present at a certain interest rate 
(such as the qorting entity’s cost of Capital), assuming compound interest. (Adapted tiom Kieso and Weygandt, 
~~diote Accounting, 7th ed., p. 264.) 

PROBABLE - That which can reasonably be expected or believed to be more iilcely than not on the basis of 
=ailableevidenee orlogic but whichisneithereertainorproven. 

: 

PROCESS - The orgenixed method of converting inputs (people, equipment, methods, materials, and 
emktment), to outputs (products or se&es). The natural aggregation of worlc activities and tasks performed 
for program delivery, ,. ,. 

PROCESS COSTING - A method of cost l eeouuting that fust collects costs by processes and then ahcites 
the total costs of each process equally to each unit of output flowing through it during au a&ounting period. ’ 

. 
PBOCBSS,.VALUE ANALYSIS - Tools and techniques for studying pkoesses through customer value 
Melysis Its objective is to identify opportunities for lasting improvement in the performanf~ of an ’ 
oqmixation. ,It provides an indepth review of work activities and tashs, through activity analysis, which 
qpepte to. form processes for agemy pr@ram delimy. In l dditioti to aokpbesed costing, quality and 
cycle time factors are studied for a complete analysis of performance measurement. Bach activity within the 
process is analyzed, including whether or not the activity adds value for the customer. 

PRODUCT - &ty discrete, tmceabie, or measurable good or service provided to a customer. Often goods are 
refersed to as tangible products, and services are referred to as intangible produets. A.good or service is the 
pmQct of a process resulting from the consumption of resotuues. 

PROGRAM ACCOUNT - The budget accoytt into which an appropriation to cover the subsidy cost of a 
direct hm or loan guamme progfam is made and from which such cost is disbursed to the fencing accoua 
Usually, a separate amount for administmtive expenses is also appropriated to the program account (OMB 
CildW A-fl) 

PBOJECTED UNIT’ CREDR’ ACTUABUL MB’S’HOD - A method under which the projected benefits of 
ach individual included in an actuariel present v&ation are allocated by a consistent formula to valuation 
pas. The awarial present value of benefits allocated to the valuation year is called the nomil cost. The 
acaruirl present value of benefits allocated to all periods before a valuation year is called actiuuial liability. 
oktbd sfdd 0f mctk) 
PBOPMBTABY ACCOUNTING - A& hn own as financial accounting. a process that supports accrual 
MCOMtiUg end fraMcia1 reporting that attempts to ahow actual financial position and results of operatioti’ by 
accounting for a-s, liabilities, net position,’ revenues, and qenses. (See ‘Tierney, Cornelius E., ?iantfbd& of 
Ffb-1 Aa-tthg Prcrctiers, Reading Massachusetts: Addison-Wesley, 1982: 122). 

. 
: 

PURCHASES METHOD 6 A t&hod of accounting for goods, such as materials and supplies, in which the 
ac@itioa cost is reqnixed as an expense upon pmhau of the goods rather than upon tbeir.use. 
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REAPPROPRIATION - Enacted lcgidation that cont&es the availability of unexpended f&is that exphd 
or would othenviae expire. (JFh4Ip standardization project) 

RECOGNITION (OR RECOGNIZE) - The term recognition, as used in this Statement, bears the same 
meaning as used ti the Financial Accounting Standards Board in its conceptual statements. Recognition is the 
prOWaS of formally recording or incorporating an item into the fuUrnCia1 StatemelS.Cof alI elltiq as 111 aSSet. 
liability, rqvenue, expense, or the like. A recognized item is depicted in both words and numbets, with the 
amount included in the statement tot&. Recognition comprehends both initial recognition of an item and 
recognition of subsequent changes in or removal, of ,a previously .reoognized item @uWl. Ac.counting 
Standar&B&rd., Statement of Financial Accohiag Concepts No. 5, A Replacement of FASB Concepts 
Statemfit No: 3, pua. 6.) 

RECOGNIZE ‘- To detemine the amoun~,ti@ng, classification, and other cor@ons precedent to the 
a&Wttce and uttty of a transaction. Hence, to give expression on the books of account; said of transactiotts. 

, (Koirlrr’s Dictionary /a Aceonntonu) I 

RECORD - To g+e q&ion to 8 kans&t on (or in) the books of account; to enter. (Kohler’r DiCtiOJtOty 
for Accountants) 

RECOURSE 0 The rights of a holder in due cow of a furancial instnunent (such as a loan) to force the 
wdor~~ on the instrument to meet his or her legal obligations for making good the payment of the in&ument if 
dishonored by the maker or acceptor. The holder in due course must have met the ‘legal requirements of 
pmentatioa and delivbty of .*. ins&Went to,the maker of a note or acceptor of a d&t and must have ,found 
that this legal a&y hr refused to pay for Or defaulted in paymetit of the insmnwnt (Rosanhg’s Dietitmuq) 

REEsTIMATE - Refers to estimates of the subsidy costs @mned subsequeat to their initial estimates made 
at ‘the time of a loads dirbunwrent 

RIDIWRSEMENTS - Sums received as payment or adwirce payment for goods or services furnished tithei 
to the pblic or to another federal go vermimt account. If authorized by law, these sums ate credited directly to 
spcc*c appropirtioo md f’und accounts. Theaa amounts are deducted.from the total obligationa incurred (and 
outlays) ‘in ‘deutminin g net dbligations (and outlays) for such accou+s. (Budget Gloasary) Reimbursements are 
otrscning collections. (gee offsetting collections.) 

REPAIRABLE - Aninvmtoyitcmthtirexpcctedtoberrpairrdwhcnbro~orwornout. 

REPLACEMENT COST - The cost to reproduce an inventory item by purchase or mantiacture. ln lower of 
coat or market computations, & tetm “market’ means replacement cost, subject to ceilii and floor limitations. 

REQUIRED SUPPLEMENWR~ STEWARDSHIP INFORMATION (RSSI) - The category defmed by the 
Board for reporting infotxnati& required by the stcwd&ip standad. Stewardship information may be 
pr#ented 8s WSI, in the ftaeacial *tements, or in the notes to them. Steward&p information will be 
ne-ti for a fair presentation of frnrncial position and results of operations. e 

REStiCIi AND DEVELOP-NT - Federal investmen t in reaearch and development refers to those 
eXw inamed in support of the search for new or refd knowledge and ideas and for the application or use 
ofrUGhknowtedge~~forthc&~io;wmtofncwor,improvcd~u~~withthe . 
l xPecUtion of maintaining or increasing national economic productive cap&y or yielding other funm benefita. 
Rereurly and dehlopment iy composed of basic research, applied research, and development. 

RESPONSIBILITY SEGMENT - A algnificutt organizational, operational, frmctional, or process component 
which has the folldwing chmaoteristics: (a) its .iuanager reports to the ent&s top management; (b) it is 
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reapousibie for eat@ing out a mission, @onsting a hue of activities or services, or producing OnC Or i grOpP Uf 
pmduetsjand ( ) f f c or manciai reporting and cost management Purposes, its rcsoutccs and results of OmthS 

an be &ariy dWt@ahed, physically and oper$ioually, from those of other segments of the entity. o... 

RESPONSIRILR’Y CENTER - An iwpnixatiohal &it ,hea&d by a managei or s group of managers who ui 
mposuible for its activities. Responsibility centets can be tueasured as tevenue centi (accountable for 
seveme/sales only), coat centets (accouutable for costs/expenses only), profit centers (accountable for r&uea 
ti ooats), or iuvesttueut centers (accountable for investments, revenues, and costa). .:* 

a 
~ATEMENT (OF DIRECT LOANSOR LOAN GUARANTEES) - Refers to establishing a new book ; 
vab of’$dimt loan or &a liabiiity of a loan guamme: 

- 

:.REVENUE ADJUSi’MENT - A c&ttm mvenue acchtit that is’used tonport reduction in rev&e wh& 
kdix&i k not probable (less likely than not). It in&es, tenmu, allowances, attd price nd&miuatious but 
not credit josses (due to the inability of the debtor to pay tha established or oegotiated price). 

REVOLVING FTJND - A fund comisthg of permaneut apptopriatioa aud expeuditures of collectious~ trOm 
both the public and other Govetumental agencies and accounts, that are eattuatked to finance a tontinuitq cycle 
of krriness-typc opcmtions. (C&B C&&A-34) 

-. 

RISK CATEGORY - SuMivisioaa of a cohort of d&t loans or loan guarantees into groups of loans that M 
ddVCfy homo@ncous in cost, given the facts kstown at the tune of obligation or comxnittuent. ‘Risk categories 
will gm$ &I ‘loans obligclted or aommitted for a program d&q the fiscal year that ahare chara&atics 
pmdicti*:bf defaults aud other eoata. (OMR Ciieulor A-22) ,, n 

SEIZING AGENCY - The a&& that seizes prop&y as a part of its law enforcement activities. 
.Y&. 

SEUING'EXPENSE (COST) - Expses incumd in selling or’tnarketiug, e.g., salarias, couunisaious, and 
pomotioa qpenaes. (KoMer% Dictionmy /a Accountants) +ty! 

SERVICE - An itttmgible product or task rendemd dire@y to a customer. 

SOCIAL MSURANCE PROGRAMS ‘- &me ttansfer programs financed by compulsoty ea&arked taxes 
d hv b -iIt CaSW, geoCra1 rcvmuCS Of the federal ~OVClBtxl~t. 

imuratwe and guarautees). 
(b&o See Sejj8t’atC &ftitiOn Of 

SPACE EXPLORATION EQUIPMENT - beins that UC intended to operate above the attuosphera to exploae 
W and Uly ttpecially deaigaed equipment to aid, s&ice or operate other equiRtneut engaged in exploring 
ma. 

SPECIAL FUND - Federal fuud ateouuts for receipts eamarked for qaciftc purposes and the associated 
cxperdinrrr of those receipts. (OMB. 77ta Budget Sysrem and Concepts) . 

GPECXFIC IDENTtiCATION - Au ’ mventory syatcm in which the seller identifies which specific items axe 
sold and which remain in ending iwenrory. 

STANDARD COSTING - A costing method that attacha costs to cost objects based on reasonable estimatea 
or toa atdies and by mans of, budgeted rates rather than acc.ording to actual costs incurred. 
coat Of pduciag a unit of output A pte&tem&d coat to beassi~ned toproductsproduced. 

The anticipated 
Standard oost 

istipiiea a uotxn, or what costs should he. Standard costiug may ba based on e&r absorption or ditect costittg 
WWM and may apply either to all or aoma cost elements. 

. 

. 

-. 
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STANDARD COSTS - Predetermined expected unit costs, which are acceptable for fuLancia1 reporting 
pmposes if adjusted periodically to reflect actual results. 

STATE AND LOCAL GOVERNMRNTS - State ad local ~ovemments generally include: the 50 States and 
the District of Columbti, cities, counties, townships, school districts, special districts, public authorities, and 
other looal governmental units as defwd by the Bureau of the Census; and Puerto Rico, the .Virgin Islands, end 
0th us temitotiis. 

sTEWARDSIixP - The, Federal Government’s responsibility ,for the general welfare of the nation in perpetuity. 

STEWARDSHJP INVESTMENTS - Items recognized as expense in calculating net cost, but meriting special 
treatmeat to hi&Iight the ,g&tstanUal investlqcnt md,lottg-term benefit of the expenses. This would include 
nonfednalphysical property, human capital, and research and development. 

STRWARDSIWLAND - Land and ‘land ‘rights owned by the Federal Govemknt that are not acquired for 
or in cormaction with items of general PP&E. 

STEWARDSHIP RESPONSIBILITIES - The projected financial impact on the Government of sustaining the 
current services that it provides pursuant to la& already enacted. The commitments and constraints reflected in 
“cutrant aervi~s” are inherent in the tax a& apen+ng policies coatained in cmrent law. 

SUBSIDY COST - The wat of a grant of fmcial aid. usually by a governmental body, to some person or 
institution for.paiculer purposes. (K&f&~‘s Dictiona@ ‘Credit subsidy cost is the estimated long-term cost to 
the government of direct loans or loen guarantees calculated on a net p&eat value basis, excluding 
administrative &sts. (Adapted from OMB Circular A-11) Direct loan subsidy cost is the estimated long-term 
coat to the government of direct loans calculated on a present value basis, excluding administrative costs. The 
Cod L t&~pfWertt value of estimeted mt cub outflows et the time the direct loans are disbur+Tlte discount 
mte used for the calculation is the ‘average interest rate (yield) on marketable Treasury securities of similar ,, 
nWtt& to the loan, applicable to the time when the loans are disbursed. (Adapted from OMB Circuiur A-l I) 
Loan guarcmntee subsidy cost is the estimated iong-term cost to the government of loan guarantees calculated on 
a pnsettt value basis. excluding administmtive costs. The cost is the present value of estimated net cash 
outflows at the time the guaranteed loans are &bursed by the lender. The disoount rate used for the calculation 
is the average interest rate (yield) on marketable Treasury securities of similar maturity to the loan guarantees. 
applicable to the time when the guaranteed loans ti disbursed (Adapted from OMB Circuhr A-f I) 

SUPPORT COSTS - Coats of activities not directly associated with produotion. Typical examples are the 
COsts Of l tomation suppin& c0mmu13ioltioas, postage, process eagiaeeria.g, and purchasing. 

TAX EXPENDITURE - A rweaue forgone attributable to a provision of the federal tax laws that allows a 
‘special cxchtsio4 exemption. or deduction from gross income or provides a special credit, preferential tax rate, 
or deferral of tax liability. (GAO Budger Gm) 

TAX GAP - An estimate of taxes (including duties) that are urqaid because of noncompliance with existing 
laws and regulations. 

T~ALDWIDENDS - Dividends to policyholders &lculated and Paid upon tetmination of a eontract, 
such as on death, sutrender, or maturi~. If the payment of mnninal dividends is probable and the emotit can 
k reasonably .estimated, the,liabiity should he r&o@+ A&PA ‘Statement of Position 95-l. 

TITLE - The right to prom; the means by which such right is established (K~Mer’s DiefioMly for 
ACcounMru) 
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APPENDIX E 

TdT'AL COST METHOD - AO remturing method that includes the actual acquisition cost of each item held 
Pb the costs of any additions, improvements, alterations, rehabilitations, or replacements that extend the u~efui 
iifeofanaaset . 

TRACEABILITY - The ability to assign a cost directly to a ‘spccfic activity ,or host object by identifying or 
obsuviq specific resources consumed by the activity or cqst object. 

TRANSACTION - A particular kind of extcmal’event involving the transfer of sOlXU2hiIl~ of value concerning 
two or more entities. 
resources. 

The rransfer may ba a two way or one way fiow of resources or of promises to provide 
(Adapted from Financial Accounti Standards Board, Statement of Financial Accouat+~ Concepts 

No. 6. Ehenta of Financial St&menu) 
$?;” 

~FEBS BETWEEN APPROPRIATION/FUND ACCOUNTS - Occur when all or part ofthe.budset 
aplborily iri one account is transferred to another account when such transfers arc specifically authorized by 
The Mturr of the transfer de&mines whether tha tmasacaioa is treated as an expen&ture transfer or a 

law, 

DolMIpeoditltrt tmasfkr. (JFMIP Strndudiution Project) 

TREASURYWARRANT - &l offkal *ument that the secretuy of the Treasury issues puI&lnt to. law 
and that establishes the amount df monies l uthorixed to ba withdrawn from the central accounra that Treasury 
mintaim. Warrants for currently unavailable special and trust fund ieceipts are issued whe$ requirements for 
their availability have been met (GAO B&get Glauory) 

TRUSTFUNDS - Acco\mts that are designated by law as trust fundsi for receipts ,mked for specific 
pIipo*S e the associated cxpeadi~ of those receipts (OMB, Budget System end Concepu). 

‘a 
mUm FVOLWNG FUNDS - Accounts that record pemanent appropriation and expenditure of collections 
used @ W Out a gcle of buineas Qq3s opemtiom in accordance with a stahrte that designates the fund aa a 
tnut firrd $MB Cimdar A-34) _j 

UNCONTROLLABLE COST - ‘The cost over which a rcsponsib#manager has no influence. 

UNIT COST - The coat of a &elected tir of a good or senricc. Examples include dollar cost per ton, 
machine hour, labor hour, or @aztmant hour. 

UNOBLIGATED BALANCES - Balances of budgetary resources that have not yet been obligated. (JFMIP 
sWtion Proje@ %oblWed balances expire (cease to ba available for ibli@on) for:- ]-year accounu 
at tbc end of the fucrl year+ multiple-year l ocounts at the end of the period specified+ no-year accounta Only 
when they M 1) rescinded by law, 2) purpose is accompliabed, or 3) when disbursements against the 
appNp&ion have no1 been made for 2 full consecutive years. (GAO Budget Glosor@. 

USEFUL LIFE - Tha normal opcmtiag life in terms of utility to the owner. 

VALUATIOk ACCOUNT (ALLOWANCE OR RESERVE) - An account that partly or wholly offsets one 
or more other accotita; for example, accumulated depraciation is a valuation account related to specific 
depreciable assets and allowance for bad debts is a valuation account related to accounts receivable. 3f a 
M’l~rtion accouot is deducted from the related asset or liability it is sometimes referred to as a contraasaet, or 
contra-liability acoount. (Kohl&s Dictionary for Accountants) 
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VALUATION (OR ACCOUNTINi; VALUATION) - Valuation methods and bases ue numerous and tiedi 
and may be acpmsed quantitatively and in mouetry mm. Applimtioa may be d to a Single mt, 0 -up 
of assets, or an entire entexprise, as determined by various bases and methods. (K&h’s Dictim /a 
Aecomtants) 9 

~ALiJE-ADDED ACTIVITY - Aa 8&ity &gt is judged tc~contribute to customer value or satisfy an 
or@zatkal need. The rebate %lue&led~ reflects a belief that the activity cannot be eliminated without 
red&i the quwitity, responsiveness, or quality df output required by a customer or organhation. Vahwadded 
‘r&viti~ &odd PhyGdy ChaDge &e poduot or ,&se ‘in’ a ~~~that;meeU~~~~t~lKiW expecution8.’ 

. .’ 
VARIABLE COST - A cost thmt vuies with ehmges in the level of an activity. when other factors ate held 
constu& The cost of.amerial h8ndling to an activity, for example, vuies mcording to the number ofmNeri8l 
dehrie8endpickupsto8nd&omtbatactivity. ” ,-. 

:.. 
VARIARLE VALUE sEcuRlTIEs - ~Seeuiities thatluwe amknowndemption~qr nuturityvhea 8tAhe * 
of inme. V&es of the sewrihs can my on .tht basis of regulation or specific lmguaSe in the offering. 

VARIANCE -’ (1) The unounk ‘imte.~exten& or de$rce of tlmnge, or the diver@ce +m 8 desired 
Char8cteristic or st8te. (2) Tkc diffkmm for l year or lee beken the &aents (direct meteri& &met l&or. 
factory over&ad) of sthx&rd cost and rchul cost. The term applies to (a) a money differeve or (bj changes in 
the C&rider or purpose of uuouuts expended. (K&&r’s Dict@tmy fi A~countunU) 

WEAPONS - ’ Inatnmmts of combat u&to d&oy, injure, defut or ,-ten an enemy. (adapted from 
Dictiammy of Weapons and Millrcay Tern) ” _’ 

WEAPONS SYSTEMS - A combination of one Or more weapons with all related equipmek mate& 
‘ienice&primnne hnd means of delivety and deployment requimd for self-sufficiency. (JoiNChiefs of St&f, 
&pmanmt of Defhse Dictionmy o/Militaty and Associated TemG, Joint Pubhtion .102, Mul, 23, 1994.) 

WEIGIITE~A~RAGE - A ph0dk hfe~tory-~~stiag met& where tiding iiiveqtoy d ~0s 0f goodi 
.&I UC priocd at the @ghted~vtnge cost of 811 itemi avail&It for ule. [Special ‘ferm fhxn SFFAS 31 

WQLE LXFE POLICIES - Policies t& provide in&8nceoverthe~&~entirelifeandthe~ 
(face amount) arz paid only upon death of the insumL 

-8’F - An action to remove an amount from aa eati@ assets. A write-off of a 16811 occurs when an 
ageney official determines, after all appropriate co&ctioa tools heve been used, that a debt is uncollectible. 
Active collection on an account ceases, and the l count is removed ftom an entity’s reckivables. (7’tiuqv 
FiMnciol h&d Suppknient) 

WFF - An rctiqn to remove an mouat from ma entity’s riscta or financial resources. A write-off of l 

. lorn occurs when an agency OfflCial detemilles. after all qprophate oollectioa tools have been us& that a *bt 
is uncqllectible. Active collection on an wcount & end the account is removed hm ao entity’s receivables. 
(Tmaawy Financial ManualSa~pp&ment~ 

. 

Volume I, Vemion 1.0 
Febmuy 28, 1997 



703 
CONTRIBUTIONS 

FASAB BOARD MEMBERS 
CURRENT 

David MONO, Chairman 
JamesL Blum 
&da Blessing 
Phi@ Calder 

Donaid AZ Chapin 
Norwood Jackson 
Gerald Murphy 
Jiunes E. R&d 
Al& Tucket 

; 

‘a..., 
- ;  ; , ,  

: 
$ 
.: 2 

l 

l 

- I 
. 

FASAB STAFF 
Ciwenr a?# Wendy Comes, Executive Director, Robert W. Bramlew Richard L Fontenrose- M. 
LUCY ‘pmax; Richard C. M&o; Monica R Valentine; & Richard Was&: Adminikdve St&,- 
Richard Ti@y B Maria Nicholson Fmmcr Stan Ronald Young Executive Director- Jimmie . 

Brown, Deputy Executive Director; and Frank Rexford Former AdkWtwive Stan hlison 
Powell & Alice Keels . 

. 

In addition to FASAB staff, Board members were supported by the taients and expertise of their 
hiividual staffnmhers Moreover, in the formulation and discussion of the concepts and standards, 
the Board regularly relied on task forces composed of representatives of federal agency chiif and 
deputy &ief financial officers, inspeaors general, budgq officers, and program managers and on detaiiees, consultauts, and those commenting on the exposure drafts and participating in public 
hearings. . 

. 

v01lmIc I. version 1.0 
Feimuy 28, 1997 4 u. s 40-PRINTING OFFKE: w974-91 



. 



.  .  .  

.  

. 

Thk document, FASAB Volume 1, Original Statements* 
Statements of Federal Accounting Concepts and Stan&ds 
(GAOMMD-9%6X), is for sale by the Superintendent of 
Documents, U.S. Government Printing Office, Washington, DG 



,’ 
unitedstates 
Generd Accounting OfIke 
Washingmn, D.C.20548-0001 PRIORITY 
O!&ialBusiness 
Penalty for Private Use $300 

. . ..j 

I 
Address correction Bequested 




