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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

The Federal Accounting Standards Advisory Board (FASAB or “the Board") was established by the
Secretary of the Treasury, the Director of the Office of Management and Budget (OMB), and the
Comptroller General in October 1990 It is responsible for promuigating accounting standards for the
United States Government These standards are recognized as generally accepted accounting
principles (GAAP) for the federal government

An accounting standard 1s typically formuiated intially as a proposal after considerning the financial and
budgetary information needs of citizens (including the news media, state and local legislators, and
analysts from pnvate firms, academe, and elsewhere), Congress, Federal executives, Federal program
managers, and other users of Federal financial information The proposed standard i1s published in an
exposure draft for public comment In some cases, a diseussion memorandum, invitation for comment,
or preliminary views document may be published before an exposure draft is published on a specific
topic A public hearing Is sometimes held to receive oral comments in addition to wriften comments
The Board considers comments and decides whether to adopt the proposed standard, with or without
modification After review by the three officials who sponsor FASAB, the Board publishes adopted
standards in a Statement of Federal Financial Accounting Standards ‘

Additional background information is available from the FASAB or its website

. Memorandum of Understanding among the General Accounting Office, the Department of the
Treasury, and the Office of Management and Budget, on Federal Government Accounting
Standards and a Federal Accounting Standards Advisory Board,” Amended October 1, 1999

. Mission Statement Federal Accounting Standards Advisory Board

Exposure drafts, Statements of Standards and Concepts, FASAB newsletters, and other items of
interest are posted on FASAB’s websile, at www fasab gov
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Mailstop 6K17V
Washington, DC 20548
Telephone (202) 512-7350
Fax (202) 512-7366

www fasab gov




Federal Accounting Standards Advisory Board

February 19, 2002

"To Users, preparers and auditors of federal financial information

The Fed,évral Accounting Standards Advisory. Board seeks comments-on this proposed < -

¥ Statement of Federal Financial Accounting Standards; Reclassification of Stewardship g
Responsibilities and Ellmmatmg the Current Services Assessment Stewardshlp respons:blhtnes
: mclude £

e nsk assumed information requlred by SFFAS 8, Accounting for Llabllttles of the Federal

Government
. the current services assessment (CSA) required by SFFAS 8, Supplementary
| Stewardship Reporting, and
. social insurance information required by SFFAS 17, Accounting for Social Insurance

Informétlgn,Aabout stewardship responsibilities s currently designated Required Supplementary
Stewardship Information (RSSt), a category unique to federal financial reporting

For reasons explained in Appendix A, the Board is In the process of reconsidenng the
classification of items currently designated RSSI This document proposes that risk assumed
information and the CSA be reclassified as required supplementary information (RSI) It also
proposes that the requirement to report the CSA be eliminated after FY 2003 Social [nSuran'ce
information would be reclassified as an integral part of the basic financial statements, essential
for fair presentation in conformity with generally accepted accounting principles (GAAP)
Classification of other items of information currently designated RSSI (stewardship land and
Investments, heritage assets, and national defense property, plant and equipment) w1|l be dealt

- with In separate exposure drafts

Appendlx B lists questions to focus comments You may address some or all questions and
may comment on any section of this document Respondents are encouraged to consider the
Issues in ight of Statement of Federal Financial Accounting Concepts 1, Objectives of Federal

- Financial Reporting To the extent possible, please provide the conceptual rationale for your

comments rather than mere expressions of preference Appendix C discusses some of the
practical and conceptual 1ssues involved, 1t may assist those who wish to comment on the
proposed standards Appendix D presents the alternative view of one Board member
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Comments should be sent by May 20, 2002t0 . B | P

Wendy M Comes, Executive Director or by email to comesw@fasab gov :
Federal Accounting Standards Advisory Board _ ' e —
441 G Street NW, Mailstop 6K17 or by faxto Wendy M Comes

Washington, DC 20548 SeoTELOT U0 o (202)512-7366 7 ¢

Email communication 1s preferred - If FASAB:holds a public hearmg onthis proposal the tlme
and Iocatlon will be announced in. FASAB’s newsletter and in the Federal Reglster ERRETES L

David Mosso ‘

Charman | | .
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Reclassification of Stewardship Responsibilities
And Eliminating the Current Services Assessment
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AGA
AICPA
AT

AU
CBO
CFR
CSA
FAM
FASAB
GAAP
GAAS
GAO
OAI

- OMB

PCIE
RSl

RSSI

SFAC
SFFAC
SFAS
SFFAS

~Acronyms.

Association of Government Accountants
American Institute of Certrﬂed Public Accountants

- Attestation Standards codlfled and published by AICPA

Audit Standards codified and published by AlCPA
Congressional Budget Office

- Consolidated Financial Report of the U S Government (formerly the “CFS”)';:NY

Current Services Assessment .

Financial Audit Manual published by ! GAO and the PClE

Federal Accountmg Standards Advisory Board - .. . ,g
Generally Accepted Accounting Principles - -

Generally Accepted Auditing Standards

General Accounting Office S -

Other Accompanying Information (also known as “other supplementary
information” —1 e , supplementary mformatlon not requrred by GAAP)
Office of Management and Budget

* “President’s Council on Integrity and Effrcrency (lnspectors General)
Required Supplementary Information (as used In SFAS 25 and other accountlng

standards and in AU Section 558)

17)

Statement of Financial Accounting Concepts
Statement of Federal Financial Accounting Concepts
Statement of Financial Accounting Standards =
Statement of Federal Financial Accounting Standards

Reguired Supplementary Stewardship Information (as used In SFFAS 5, 8 and
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Proposed Statement of Federal FlnanCIal Accountmg Standards
Reclassnflcatlon of Stewardshlp Responsnbzhtles
And Elrmlnatmg the Current Serwces Assessment

Ini‘rdducgioh B

Federal accounting standards require the foIIowmg mformatlon to be reported
: »vregardlng stewardship responsibilities

. risk assumed information required by SFFAS 5, Accounting for Liabilities
of the Federal Government,
» . the current services assessment (CSA) required by SFFAS 8,
Supplementary Stewardship Reporting, and '
e - soctal insurance information required by SFFAS 17, Accountmg for
Socal Insurance ~ ‘

2: This information is currently designated Required Supplementary Stewardship
= Information (RSSI) RSSI is a reporting category unique to federal accounting
& Pursuantto this proposed standard, nsk assumed information and the CSA
would become required supplementary information (RSI), and the CSA would not
be required after FY 2003 ' Social insurance information would become an
_ Integral part of the basic financial statements, essential for fair presentation in
conformity with generally accepted accounting principles (GAAP) Appendix A
presents background information and the reasons for these proposed '
reclassifications Classification of other items of information currently designated
RSSI (stewardship land and investments, henitage assets, and national defense
property, plant and equipment) will be dealt with in separate exposure drafts

3 The proposed Statement would amend SFFAS 5 and SFFAS 17 by reclassifying
risk assumed information and social insurance information Those standards

! RSl.was added to the accounting literature by Statement of Financtal Accounting Standards (SFAS) 25,
Suspension of Certain Accounting Requirements for Oif and Gas Producing Companies, published by the

- Financial Accounting Standards Board (FASB) in 1979 That Statement has been amended, but the RSI

category continues to be used in a varety of standards published by the FASB, GASB, and FASAB The
auditor's responsibility for RSI 1s discussed ih section AU 558 of the codification of professional auditing
standards published by AICPA Relevant excerpts from auditing standards were Included as appendix B
of FASAB's Preliminary Views on Eliminating the Category “Required Supplementary Stewardship
information,” which is available at FASAB’s web site, www fasab gov For more information about RS,
see appendix C on page 15 '
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introduction

would remain unchanged in all other respects, however, the requirement o
report the CSA would be. ellmlnated aﬁer FY 2003 Because the Board may
eventually rescmd SFFAS 8 m rts entlrety rather than amend |t the relevant
‘portions that would continue to be effective (e, reportmg the Current Services
Assessment) are incorporated In this proposed Statement of Standards Other

than reclassification as RSI and elimination after FY 2003, the, provisions for CSA

are substantially the same as those in SFFAS 8

" Federal Accounting Standards Advisory Board
Reclass:flcatlon of Stewardship Responsibiliies and Eliminating the Current Services Assessment
Exposure Draft
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Standards of Federal Financial Accounting

Risk Assumed
“" 4 Information about risk assumed, required by SFFAS 5 and preV|oust'deS|g'n'ated
required supplementary stewardship information (RSSl), shall be designated.. - " -
required supplementary information (RSI)

Current Services Asséssment

5 A Current Services Assessment (CSA), as onginally defined in SFFAS 8,
presenting projected receipt and outlay data published in the Budget of the
United States Government (the President's Budget), shall be presented as
required supplementary information in the Consolidated Financial Report (CFR)
of the United States Government for periods ending before September 30, 2004
It shall present information for the base year and at least 6 years subsequent to

- the base year It shall be summanzed, but in sufficient detall to identify, at least
(1) receipts by major source (e g , individual income taxes, ‘social insurance
taxes, etc ), (2) outlays for the defense, Social Secunty, Medicare, and net
interest functions, (3) all other receipts and outlays, and (4) the deficit or surplus
The “base year” is the year for which the financial statements are being
prepared Reporting projected data for additional years is encouraged where it
would be useful and relevant

6 The CSA data for the 6-year projection shall be summarized but otherwise
identical to projected data published in the President's Budget for the same
-period "Base year" data shall be actual receipt and outlay data for the last

; completed fiscal year, pro;ected data shall be the current services estimates of
receipt and outlay data that are included in the President's Budget published after
the close of the base year :

7 Chapter 8 and paragraphs 14-16 of SFFAS 8 are rescinded, as is the associated
illustration of the Current Services Assessment in /Appendix B of SFFAS 8

Federal Accounting Standards Advnsory Board
Reclassification of Stewardshlp Responsibilities and Eliminating the Current Services Assessment
Exposure Draft




4 _ ' Statement of Standards

Social Insurance

8 Information about social insurance, required by SFFAS 17 and previously
designated RSSI, shall be designated an integral part of the basic financial
statements, essential for fair presentation in conformity with GAAP

Effective Date = -

9 This statement shall be effective for reporting periods that begin.after September. -
30, 2002 |

| The provisions of thus Statement need not be applied to immatersal tems

- Federal Accounting Standards Advisory Board
Reclassification of Stewardship Responsibilities and Eliminating the Current Services Assessment
‘ Exposure Draft .
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'Append‘i)'r A Basrs fori" Coholusions

" This appendrx summarnzes factors that FASAB members consrdered in their
““deliberations It includes reasons for acceptrng certamn approaches and rejecting

~ others lndrvndual Board members gave greater werght to some factors than to

Reportmg

others

Stewardshlp Responsrbrlltles and the Stewardshlp Objectrve SN

10In SFFAS 8 FASAB stated

A key aspect of the stewardshlp objectrve reqwres that Federal reportmg
provide nformation that helps users determine (1) whether the
Government's -financial condition improved-or deteriorated  over : the
period and (2) whether future budgetary resources will lIikely be-sufficient
to sustain publlc services and .to mest obligations. as_they come due
Intormatlon on stewardshlp responsrbrlrtles wrll ‘aid 1N these
: determmatnons It will provide an essential’ perspectlve ‘on the
Govemment‘s commitment to drscretlonary and mandatory programs

These objectlves and the mformatlon requwed to be reported have not changed

However, for reasons discussed below, the Board believes that information about

stewardship responsibilities should be reported in the context of a reporting
model that Includes only basic financial statements, the-associated notes,® and
required supplementary information: The Board will-consider-in other projects
,the;prop_er classification of other items that are now classified as RSSI

Concerns about the RSS! category

11 The Board onginally contemplated that GAO and OMB would provide special

guidance regarding the audit procedures or “fieldwork” to be performed on RSS!

At the same time, the Board expected that the auditor would report on this
information in much the same way as on the basic financial statements, in the
sense that the auditor would qualify or disclaim an opinion when the RSS| was
omitted or materially misstated The category was seen as a response to the
unique aspects of the federal accounting and reporting environment, and to the

broad objectlves of federal fmancral reporting It was intended to perrmt flexrblllty

2 SFFAS 8, paragraphs 14 and 15 : N
® The notes are regarded as an integral part of the basic frnanclal statements, essentral for falr -
presentation in conformity with GAAP
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6 ' | Appendix A

- on the part of preparers and auditors that would faciitate reporting relevant
reliable information, including nonfinancial and nonhistorical mformatlon

12 Some members became concerned that users (1) may pay insufficient attention
to some important m_f_p;rmétuon because It Is called “supplementary,” and (2) may
be confused by complicated reports in which information is reported in various
- places They. believed this might impede users’ understanding-and reduce the
credibility of federal financial reports Some members believed that. FASAB’s use
of the RSS! category nvites suspicion of accounting in which items that are as
important as the basic-financial statements are labeled “supplementary ” -
Accordingly, in Preliminary Views on Ellminatmg the Category “Reqwred
Supplementary Stewardship Information” (December 2000), the-Board proposed
to eliminate the RSS! category by revrevmng and reconsidering the appropnate
classification of each‘,( ttemn classified as RSS! -

13 In decldmg to review the c!assrflcatron of components of RSSI, some members
were mﬂuenced by the fact that existing audt standards do not discuss RSSI,

; therefore, auditors do not know what to do wrth respect to mformatlon In this
category wrthout consulting federal publlcattons such as.OMB's Audit Bulletm
and the federal Financial Audit Manual (FAM)  These ‘documents provide
additional guidance on how to conduct or engage for audits of federal financial
statements - Furthermore, as practice evolved, it was not clear that auditors
would qualify or disclaim their opinion on the basic financial statements when

- RSS! was missing or misstated, because 1t was not clear to everyone that the
Information was essential to-fair presentation in conformity with GAAP Some
FASAB members were concerned that, under these circumstances; even

- sophisticated users might not understand fully the significance:of certain
information classified as RSSI Some members believed that it would be
desirable for FASAB to use categories that are widely understood by the broader
accounting and auditing professions, particularly now that FASAB has been
recognized by AICPA as a body that promulgates generally accepted accounting
prmcrples ~~ : ~

14 The.Board received 29 written comments on its December 2000 proposal from
the following sources

*See the Implementation Guide to Statement of Federal Financial Accounting Standards No 7
Accounting for Revenue and Other Financing Sources, June 1996, paragraphs 22-24, the diagram on
page 15, and minutes of associated Board discussions See also SFFAS 8, Supplementary Stewardship
Reporting, June 1996, paragraphs 21, 34, 111-115, and minutes of associated Board discussions
®The FAM 1s pubhshed by GAO and the President’s Council on Integrity and Efflcrency (PCIE), which 1s
comprised of the Inspectors General of major federal agencies

T " Federal Accounting Standards Advisory Board
Reclassification of Stewardship Responsibilities and Eliminating the Current Services Assessment
Exposure Draft -
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Basis for Conclusions ' ' 7

e 16 preparers (all federal),

e ' 8audtors (three nonfederal, including AlCPA)
. - Bothers (This category includes academics, retired federal employees,

and the Association of Government Accountants (AGA), a professional
association of federal and nonfederal accountants and auditors )

[
a3

: 1'5 The comments reflect the views of more than 29 people Comments from the
* PCIE, AGA, federal agencies, and AICPA are the work of numerous individuals
< Twenty of the respondents would retain the RSSI category, at least for some
penod Some typlcal concerns expressed lnclude the followmg ‘

. Elimination of the*oate'goryiwowd 'pro'vlde 'le55‘~stewar68hjp |r§fdrrnat‘|on to
users, lead to a qualified opinion that would send a less-clear signal to
users than 1s avallable with current-and potential alternatives, and raise
audtt costs The category provides a clear and unique method to
prominently display stewardshlp information essential - to meeting
taxpayer accountabllrty The category has been successful n
communrcatrng our fmancral condrtlon :

v e The separate category and sectlon of the report 1s an effective and |
e practrcal means of reporting . It is appropniate for the unique environment
- and objectlves of federal financial reporting Approaches to providing

e : audit assurance over RSS! are evolving FASAB should work with
T ' speclallsts in the relevant dlsclplmes to define common umts of reportlng '
- for items not expressed In’ monetaryterms -

) Umque aspects of the federal fmancral reportmg environment and
objectives led the Board to create the new category .. If used properly,
the category should be a mechan:sm to provrde much-needed
information to decision makers, including citizens, when they consider
the consequences of decisions relating to public lands, heritage assets,
and similar tems

16 In April 2001 the Board held a public heanng to discuss this proposal with
interested parties Fourteen individuals, representing seven organizations, made
presentations and discussed issues with the Board Comments were similar to
those expressed In the 29 comment letters

A 17 After considering these comments, the Board continues to believe that federal
accounting standards may be able to address the objectives of federal financial
reporting, Including accountability and reporting on stewardship, without a unique
category The Board notes that, pursuant to the standard proposed here, none
of the information now required to be reported about stewardshlp responsibilities
would be eliminated due to the reclassification from RSSI (The CSA would be

Federal Accounting Standards Advrsory Board
Reclassrflcatlon of Stewardship Responsibilities and Eliminating the Current Services Assessment
Exposure Draft




 Appendix A . -

eliminated after FY 2003 for other reasons ) Thus, eliminating the RSSI category
need not result in a reduction of information required by existing standards
Furthermore, preparers will continue to have the option of voluntarly. presenting
supplementary information beyond what Is required This “other accompanying
information” would be unaudited, unless special arrangements were made to
extend the auditor’s work Inthe oontext of a particular audit

- 18 Avoiding use of the RSSI category where It is not essential will eliminate some
potential confusmn and ambiguity In particular, it should clarify the Board’s

.expectation that when matenal information that 1s essential to fair presentation is :

missing or matenally misstated, the auditor should consider whether a qualified
or adverse opinion is appropriate regarding whether the basic financial
statements are prepared in conformlty with GAAP. After consuitation with AICPA
staff, the Board believes this result can best be assured by designating such
mformatlon asan mtegral part of the basic flnanclal statements

19 Accordmg!y, the Board has agreed to reconsnder the classmcatlon of items that
are currently classified as RSS! In doing so, the Board will consider the cost as
well as the benefit of alternative classifications, and will be mindful of the
concerns expressed by those who commented on FASAB’s Preliminary Views
If, upon reconsideration, the Board concludes that the RSSI category Is

- apptopriate for certaln tems, the Board will work with the auditing profession to
address confuswn and ambigurty related to information presented in the new
category If, for other ttems, the Board concludes that a category other than
RSS! would be superior, the Board will publish an exposure draft that will
propose to change the classification from RSS! to the other category The Board

has dlscussed these ISsues wuth representatlves of the AICPA, and is confident

. that the audltlng professnon can accommodate . any |mphcat|ons of this approach

. The Board will work with the auditing professuon tothat end .

Federal Accounting Standards Advisory Board
Reclassmcatlon of Stewardship Responsibilities and Eliminating the Current Services Assessment
Exposure Draft
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Basis for Conclusions

O Cas

Reclassnfymg.-S,teWardshnp Responsnbllltles .

20 Because of its concerns about the RSSI category, ‘the Board reconsudered how
~* Information about the various Items referred to as stewardshlp responsxbllmes

By N

“ should be classified Flgure 2 on page 19. presents a hst of general factors that

were considered relevant for the classification choices by one or more Board
members Individual members gave greater welght to some factors than to

' * others Specific decisions on each of the three types of stewardship -
responS|b|l|ty mformatlon are dlscussed n the remalnder of this Appendlx

21

FEIAR TR

Rlsk Assumed

The Board agreed that information about risk assumed should be RS rather than

““ahntegral part of the basic financial statements, because the amounts are not
-~ sufficiently reliable and measurement methods are still expenmental This

Information 1s potentially valuable, but it is not yet a suitable basis for recognition
or disclosure ® The Office of Managemernit and Budget, the General Accounting

- Office, and the Congressional Budget Office (CBO) have considered the use of
~-ngk assumed information‘as a basis for budgetmg for insurance programs

-

These agencies have concluded that more experience Is needed before the

' measurements can be regarded as sufficiently reliable for budgetlng Similar

considerations lead the FASAB to conclude that information about nsk assumed

- should be included In financial reports as RSI, at Ieast untll agenmes and auditors
" “~have more expenence w1th thls mformatlon : ' :

22

The Board belleves that analogles with insurance offered by pnvate msurers

 * (where, for example, an expected premium deflctency on Iong-duratlon contracts

such as fife insurance 1s recognized), may be mxsleadlng_ due to differences In the
length of the policy coverage, nature of insured risk, or other relevant variables
The Board believes that additional guidance from FASAB on definition and
measurement of “risk assumed” would be necessary before it would be feasible
to require recognition or disclosure of this information as an integral part of the

 basic financial statements Developing and promulgating such guidance would
require a separate project - Before the Board undertakes such a project, it is

desirable to encourage continued improvement in agencies’ data systems and

*FASAB uses the term “disclosure” to refer to information that is regarded as an integral part of the basic
financial statements, essential for fair presentation in conformity with generally accepted accounting
principles (GAAP) Normally such disclosures are presented in footnotes, but federal accounting
standards published by FASAB do not currently prescribe the format for presentation of such disclosures
Nothing in GAAP prohibits formatting or combining pieces of information in appropriate ways to dlrect the
reader’s attention, provided that the results are not misleading
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- Appendix A

: modeling capabilities to support reporting risk assumed  The RSI requirement - |

has the effect of providing this encouragement in an appropnate, cost-beneficial

manner The Board notes that the “state of the art” for such projections i
constantly evo!vmg Should the Board in the future decrde that it would be

. 1desurable to develop more specrflc crltena for reporting nsk assumed, the Board

willbe able to learn from thls ongoung experience

Current Servrces Assessment (CSA)

23 The CSA provrdes recelpt and outlay data on the basus of the Presudent’

projections of future activities pursuant to current law "It Is relevant for assessing
the sustainability of programs established by current law, that is, relevant for
assessing the sufficiency of future resources to sustatn public services and to

| .meet obllgatlons as they come due ‘The CSA focuses on the totality of

24

government operat[ons rather than on individual programs - It provides an
analytical perspectlve on the Government because it shows the short- and long-
term direction of current. programs

The Board concluded that HSI treatment IS appropnate because the CSAs

_ rmportant but not essential to fair presentation, and because the information

- provides supplemental mformatlon that. supports related objectlves for federal
- financial reportlng : : :

25

Furthermore, 'audltmg the information would add little value if the auditor merely
verifies that the information 1s summarized and reprinted properly from the

. President’s Budget The procedures specified at AU 558 will lead the auditor to

do that much, if the CSA Is classified-as RSl On the other hand,.if the auditor

were asked mdependently to assess the methodology and assumptions that
underlle the CSA and to provide posttive assurance on the: resulting projections,

the auditor could become involved In a contentious - and subjective arena, and

‘would probably not add value beyond that provided by alternative projections

available from other sources such as the Congressional Budget Office The
beneflt/oost ratio of such an endeavor appears low The Board notes that, as
RS, the CSA could be presented In management’s discussion and analysis of
the financial report, If the preparer wanted to doso.

Federal Accounting Standards Adwvisory. Board ,

Reclassuflcatlon of Stewardship Responsibilities and Eliminating the Current Services Assessment -

Exposure Draft
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Basts for Conclusions 11 .

26
before the Presrdent’s Bud et,ils avallable the requrrement to mclude the CSA in

Because the Board expects that wrthrn a few years the CFR wrll be publrshed

" the CFRwIIl expiré in FY 2004 (e , the CSA will not be required in the CFR after

FY 2003) SFFAS 8 defrnes the. CSA by reference to what [ publrshed in the

}Pre5|dent’s Budget The Board dld not foresee the possrbrllty that.the CFR would |
‘be publis

comp rable to the CSA as part of the CFFI when the CFFt IS, publrshed before the

| V, ,‘ Budget federal accountlng standards: would need to defme the CSA in some way
~ other than by reference 1) the Budg

..Developing 1 the cntena for such a
projection is beyond the scope of this prolect The Board notes that OMB, CBO,
and others regularly publrsh similar prOjectrons therefore similar information will

:_contrnue to be avarlable regardless of whether |t IS requrred to be part of the

R TR

.27

28

\s;that the “state of the art” for such. pro;ectrons IS

o ':p_'_vconstantly evolvrng' Should the. Board In the future declde that it would be
‘desrrable to develop cnterra for such a prolectlon as a part of federal ‘financial
o reportrng, the Board wrll be able to Iearn from this ongoing experience

" Socal lnsurarice

The Board belreves that social rnsurance mformatron should be treated as an

‘rntegral part of the bastc flnanclal statements because itis |mportant to achieve
‘the objectives of federal financial reportlng and 18 essentral to fair presentation

The related stewardship objectives include helplng users to assess the iImpact on
the country. of the Government's activities, determine whether the Government's
flnanclal posmon rmproved or deterrorated over the perrod and predict whether
future budgetary resources will ikely be suffrcrent to sustain publrc services and

B meet obllgatlons as they come due In that regard the multr-trrllron dollar
| obllgatrons assocrated wrth socral Insurance over the next 75 years could dwarf

the Iargest Irabrlmes recogmzed rn theU S Government Balance Sheet

The Board acknowledges that there IS great uncertalnty lnherent in long term-
pro;ectlons but behieves that if the uncertamty 18 surtably drsclosed--as IS

requrred by SFFAS 17--|t need not preclude desrgnatrng the mformatron as an
rntegral part of the basic frnancral statements, essential. for fair presentatron in

* conformity with GAAP  The Board rejects the 1dea that |nformat|on based on

projections cannot be an integral part of the basic financial statements that are
presented In conformity with GAAP  FASAB has not Iimited federal financial

~ statements to historical rnformatron

Federal Accounting Standards Advisory Board - -

Reclassification of Stewardship Responsibilities and Eliminating the Current Services Assessment -

Exposure Draft - -

S N

S IR

TR T




12 4 _ | - ‘Appendix A

5accrual basis “historical” frnanclat statements rnclude many measurements that
) rnvolve assumptlons about the future The drstrnctron between reporting on the
‘ financial effects of events that have’ occurred and the effects of future events
o fdepends, obvrously, upon the defrnrtron of the event The lnformatlon required by

- conditions, ]USt asthe pensron obhgatron at a pornt In trme Is based on existing ;
' 'condltrons ln that sense. socral rnsuranoe mformatron can be vrewed as _ v |

,,,,,,

30 Measurrng the future effects of exrstrng Iaw and condltlons for. socrat Insurance

mvolves prolectrons of eoonomrc and demographrc trends just as measurrng the

~‘pension benefrt obllgatron at a pomt in trme involves. assumptrons about future

' 1sa|ary progressron It 1s true that SFFAS 5 T‘Ifles a dlfferent measurement
‘method for pensrons and retrree healthcare than the’ method SFFAS 17 specifies
for social Insurance It 1s also true that soclal Insurance measurements are
based on projections for longer periods than are customarily needed for
measuring obligations for p'en"srohs and retiree healthcare, and are far more

- sensitive to assumpttons about the “out years” of the projection period
Nevertheless the Board believes that it 1s appropnate to report social insurance
Information as an integral part of the basw frnancral statements essentral for falr
'-presentatron In conformrty wrth GAAP ‘ ‘

b

N v

TR T

R O it i

31 Classrfymg socral msurance mformatron as an mtegral part of the basw financial ‘
~statements will mean that auditors will consider a modrfrcatron of thelr opinion If ‘
this information is materially misstated A modlflcatlon would send a clear and
‘ 'appropnate signal to users in'such a cucumstance The Board understands that
some added audit expense will be Incurred as a resuit of this change In status for
social Insurance information, and added demands’ may ‘be made on the
accounting and actuanal staff of agencies that report social Insurance
Information’ The Board believes that the benefrts n thls case outwelgh the
expense - The social insurance rnformatron IS useful, |mportant to. those who

~would- understand the Government’s financial condition and its Impact on the

~financial condrtron of rndrvrdual citizens, rnterestrng to the publrc and essentral to
faur presentatron

32 The impact of this change n audt status should be mitigated by the fact that
preparers and users have experience with similar information Also, much of the
actuarial and audit work can be done before the end of the fiscal year, if the
preparer and auditor prefer SFFAS 17 provides for considerable flexibility in
selecting the measurement date Paragraph 26 of SFFAS 17 states

, Federal Accountlng Standards Advrsory Board
Reclassification of Stewardship. Responsibilities and E[rmrnatmg the Current Services Assessment
Exposure Draft -



Basis for Conclusions

13

All projections and estimates requnred in these standards-should be

made as of a date (the valuation date) as close to the end of the fiscal

‘year being reported upon (“current year”) as possible and no more than

- . one year prior to the end of the current year This valuation date should
_be consmtently followed from year fo year

Effectrvé-;\f'w Date

' 'treated as RSI for audit purposes pursuant to mstructnons In OMB’s Auditt.

noted above, the information 1s not new Most of the relevant agencies have

selecting a measurement date for social Insurance Accordlngly, the Board
agreed that this statement should be effectlve for reportmg periods that begln
after September 30 2002

. Bulletin } No de!ay 1s needed as a result of the change in status for these two
items Audit status for social insurance information would change however, as

produced similar mformatnon for several years and analysts and publlc officials
have routinely used this information Also, lmpact of the audit requrrement on the
~audtitor and preparer should be reduced by the flexibility SFFAS 17 provides in

33 The proposed standard would not change the definition, presentation guidelines,
“or audit status for the CSA and for nsk assumed lnformatton (RSSlis currently

Federal Accountlng Standards Advisory Board
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Ap'pendix’ B: ’ Qﬁe_stiOns for RespOndents

Th|s exposure draft proposes that mformatlon about rsk assumed reqwred by SFFAS §
and currently designated required supplementary stewardshrp |nformat|on (RSSI), shall

‘be designated requrred supplementary information (RSI) Do you agree with this

decision? If not, please explain your reasons, and the alternative you-would prefer |

 This exposure draft proposes ‘that rnformatlon about the Current Serwces Assessment

(CSA) reqwred by SFFAS 8 and currently deS|gnated RSSI shall be deS|gnated RSI

Do you agree with th|s decrsron‘7 If not please explarn your reasons, and the alternative |
‘:you would prefer o

This exposure draﬁ proposes that the requrrement to present the CSA shall be
elrmtnated for FY 2004 and followmg years Do you agree with thls decrsron° If not,
please explaln your reasons, and the alternatrves you wouId prefer

This exposure draft proposes that mformatlon about socral msurance requrred by
SFFAS 17 and currently designated RSS, shall be desrgnated an mtegral part of the
basic financial statements, essential to fair presentation in conformance with GAAP Do

you agree with this decision? If not, please explain your reasons, and the alternative

you would prefer Agencies that prepare this information and their auditors are
encouraged to provide information on the expected cost of compliance with the
proposed standard

This exposure draft proposes an effective date for periods beginning after September
30,2002 Do you agree with this effective date? If not, what date would be preferable,
and why?

Federal Accounting Standards Adwvisory Board
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Appendix C: Distinguishing RSI from the Basic Fmanclal Statements
and Associated Notes SRR L

34 This appendix drscusses some practical and conceptual factors that affected the
~Board's decision whether to designate an item as RS or as an integral part of the
basic financial statements The basic financial statements include the principal
financial statements and associated notes on which the audttor expressesan
opinton as to whether the information 1s presented in oonformlty wrth GAAP v
This appendlx does not present any proposed accountmg standards It rs

b

included to help respondents understand the Board’s delrberatrons and comment f

on thls proposal

Operational Differences Between the Basic Frnancral Statements.and RSI

35 Figure 1 (on page 16) identifies some operational differences under current
audrtrngstandards (AICPA 1s considering certain hmited-scope proposals to

* “revise its guidance regarding RSI ) Given these operational differences between .

% basic financial statements and RSI, the Board must determine whether it would =
2 “be more appropnate for a grven piece of required information to be deemed an

- 'lntegral part of the basic financial statements or RSl The appropriateness

.. depends on the partlcular benefits (based on various federal financial reporting

. objectives) and the costs (preparing, auditing, user processing, other) of making
It subject to-audit (vs more limited procedures) and varying the potential audit

opinion treatment (qualification vs mere mention in the auditor’s report)

36 It should be noted that the value of information to users and the value added by
auditing It are separate, though certainly related, considerations For example,
some information may be valuable to some users, yet auditing it might add little
value - On the other hand, some information (€ g, aggregated financial
rnformatron for a federal agency as a whole) may not be used directly by decision
makers as Input to a particular “decision model,” but auditing it might provrde
some degree of valuable assurance about other information (e g, detailed -
program cost or budgetary expenditure mformatron) or objectives of interest (e g ,

“Internal accounting control and finance-related legal compliance) Auditing
financial statements may also deter fraud and errors of various sorts, including
Inaccurate reporting in other, more timely reports  In other words In some cases, .

“accounting may not be useful for its expediency in providing timely valuation

7 The terms “pasic financial statements” and “principal fmancral statements have: been used
synonymously in federal accounting SR

Federal Accounting Standards Advisory Board
Reclassification of Stewardship Responsibilities and Ehmmatmg the Current Services Assessment
Exposure Draft- .
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Appendix C

mformatron
sources of Information ™®
Figure 1

“but for ts abllrty to provrde a verac:ty check on other unaudlted

. Comparison Dimension

ST TR
s ! “,",,

.. Basic.. [ . .

Financial-

Statements | .. ...

Is the mtormatron requrred to be n the flnanclal report'?
That s, it 1S ¢ erther an mtegral part of the basrc fmancral
statements cr it ‘accompany
RS need riot physncally accompany the basic fmanclal

_ statements in the same document, certain GASB standards.
have specified reference to another pubtlcly-avallabte report
as an option for specified RS Y ‘

‘ ‘iYes e
y them (ln some cases, Nk

Is the information deemed essential if the ﬂnancml

Yes

No

statements.are to “present fairly” in conformity with GAAP? - |

What audit freldwork Is- requwed‘?

Audit

-Limited procedures

pursuant to-AU 558

Audrtor s report z

' 1. Posrtlve

assurance
regardmg

| “air

presentation”

k .Silent, no explicit
| assurance unless engaged
to.audit the, RS! However,

a proposed AICPA
Interpretat:on of GAAS

| would clarify that, if the
| RSl is financial information

- | that has been subjected to

audit procedures in

-| connection with auditing
| the basic financial

statements, the auditor

| may express assurance “in

relatlon to the financial

statéments taken as a

whole”

What audit report mention is required if the information is
missing or not prepared in conformity with guidelines?

Qualified or

.adverse
| opinion

Mentton in report, no
qualification of opinion on

‘the basic financial

| ’statements

& Prerre Jinghong Liang, “Recognition. An lnformatlon Content Perspectlve, Accountmg Horrzons, C

September 2001, page 237

Federal Accounting Standards Adwsory Board
Reclassification of Stewardship Responsibiliies and Elminating the Current Services Assessment

Exposure Draft

RN '« Nl e

TITIET T

i

T




Drstr'ngurshlng RS! from Basic Financial Statements v 17

Footnote vs RSI Section

37 Although not required by auditing standards, ® RSI has customarily been located
in a separate section of the financial report, to aidn distinguishing 1t from audrted
mformatron 0 This practice has contmued wrth F{SSI evidently in part because

federal preparers thought it was necessary, or at Ieast desrrable to report

. tewardshrp” items together It 1s possible that placement of information in

L .'dlfferent sections of the financial report leads some types of readers to pay more

. N (or less) attentron lo the mformatron AIthough the magnltude of these
. 'dlfferences rs an open questron research has. shown that formattmg can matter

S to mdrvndual users Some research as well as mturtron suggests that the effects

of drfferent placement are [ess for skllled and persrstent users than for less"
| 'sophrstrcated or casual users of flnancral reports o

*AU 558 10 states “Ordrnanly, the reqwred supplementary |nfon'nat|on should be drstmct from the audited .

financial statements and distinguished from other information outside the financial statements that I1s not
required by the FASB, GASB, or FASAB However, management may choose not to place the required
“supplementary information outside the basic financial statements In such circumstances, ‘the information
should be clearly marked as unaudited If the information is not clearly marked as unaudited, the
auditor's réport on the audlted financial, statements should be expanded to nclude a disclaimer on the
supplementary information ”
®In practrce, notes and RSI generally have not been commrngled Indeed In drscussrng the location of
RSI it requires, FASB said, “Reporting specialized information on oil and gas producing activities in a
single location within a financial report is a désired objective of this Statement so as to make the
relationship among the different types of information easier to analyze ” (FAS.69, par 117) -

In theory, RSI might be mtegrated with related audrted information, provided the unaudited

_information was surtably labeled Whether this would be teasrbte ‘and desirable In practrce may be
debatable 'Concern on'the part of andependent CPAs about Iltlgatron nsk has been among the factors
that encouraged phystcal separation of audited information from unaudited information =~ -

- Another practical consideration-may be-introduced by proposed guidance from AICPA regarding
the auditor’s ability to offer some imited assurance “n relation to the financial statements” on.certain RS|
This could imply a need to distinguish the RSI that was unaudited but subject to imited procedures, and
for which such assurance is offered, from other types of supplementary information, both required and
voluntary

Some comments regarding FASAB'’s Preliminary Views on Eliminating the Category “Required
Supplementary Stewardship information” suggested that there are conceptual as well as practical
reasons to report different kinds of information separately
"For example, see Laureen A Marnes and Linda S8 McDaniel, “Effects of Comprehensrve -Income
Characteristics on Nonprofessional Investors’ Judgments The Role of Financial-Statement Presentation .
Format,” Accounting Review, April 2000 Therr research suggests that the format or location in a report
may affect how nonprofassionals weigh information more than whether they acquire it

One recent study suggests that people are more likely to confuse or “blend” audited with
unaudited data when they are presented with this information by means of hyperfinks tn a web-based
environment than when they are given separate paper documents to study - The same study found that

the tendency to “blend” information in a web-based environment can be reduced by labeling information

as audited and unaudited This study did not attempt to compare the degree of blending that might be -
associated with alternative ways of presenting the information'within a single printed document - See

" Federal Accounting Standards Advusory Board
Reclass:frcatron of Stewardship Responsibilities and Eiminating the Current Services Assessment -
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o | , 0 Appendix C

Audit Aspects of Basrc Vs RSI

38 Both footnote disclosures and requrred supplementary lnformatlon are viewed as '

being suffrcrentiy relevant to be requrred to accompany the basuc fmancral
statements in‘financial reports though only the notes are regarded as required
for fair presentatron in conformlty with GAAP As noted above one major
difference’ between the two types of information 1s the extent and nature of the
auditor’s scrutmy and responsrblllty for the’ rnformatlon another IS the nature of

" the-auditor's report and the kind of “srgnal” it sends Thus the cost and value

* “added by audit are factors to consider “The maln questron |s for what types of

" “Iinformation; users, and objectives would the benefits of makrng an item an

mtegral part of the basic fihancial statements instead of RSI exceed the

Incremental oosts of audrt, compared with reviewing pursuant to AU 558’s limited

'procedures" L

Factor's‘ to Consider

39 In deciding whether a given item should be classified as RSI or as anvrntegral
, part of the basic financial statements, one might consrder a variety of factors, -
..such as those listed 1n figure 2.0n the next page They are not iisted in any
- particular order, and some “overlap” or convey similar ideas  Different people o
assrgn different werght to each factor, some people may not conS|der some of the
" factors at all, and some people may consrder factors that are not hsted
' erewrse dlfferent people may evaluate each rtem to be reported drfferently on
each dimension Therefore figure 21 nota. decrsron tree, hlerarchy, or precise
~algorithm for classifying |tems but a general framework for each mdrvrdual s
judgment

Frank D Hodge “Hyperlmkmg Unaudited Information to Audlted Financial Statements Effects on - ’
Investor Judgments,” The Accounting Review, October 2001 - : o

Federal Accounting Standards Advisory Board
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Drstlngurshrng RSI from Basic Financial Statements 19

Figure 2

-Low(tmpllesRSl)<<<<<<< <<<<<<>>>>>>>>>>>>>+ngh(lmpltesba3|c)
, <Relevance to farr presentation>
< Connectron wrth elements of financial reportmg > v
< Use of hrstorlcal frnancral data or frnanoral transaction data > .
<Preparers drscretlon In preparing and presenting the |nformat|on>
< Strength of srgnal Board wishes to be sent in the frnancral report >
< Significance, relevance or importance of the item in light of Ob/ectrves >
N < Strength o_f the srgnal the Board wishes to be sent in the auditor’s report >
< Relevanc 1o measuring frnancral posrtron or changes n fmancral posttion > -
<Extent to whrch 'the mformatron mterests a wide audience (rather than spectalists)>
<Extent to whrch there are not alternatrve sources of reliable rnformatron>
< Agreement on crrtena that permrt comparable and consistent reporting >
< Expenence among users, preparers, and auditors with the information >
_ <Extent to which the. information is aggregated (lacking in detail)>
o< Benefrt/cost ratio of using resources to ensure accuracy >
< Connectron with basic fmancral statements >
< Rellabrlrty and/or precision possible >.
< Reliability and/or precision needed >

A

-Low (rmplres RSl <<<<<<<<<<<< > >>>> >>>>>>> +Hrg'h (implies basic)

40 As noted, different people will assign different importance to each factor
However, a consensus did emerge during the Board's deliberations on the proper
classification of social insurance information that three related factors are

.partlcularly rmportant for that decrsron (1) The Board agreed that this
information IS “essentral to fair presentatron ” A set of financial statements could
not be said to presentfalrly’ when this rnformatron 1s missing or. matenally
misstated For this reason, It 1s important (2) that this signal clearly be
communlcated to the reader of the financial report and (3) to the reader of the
auditor’s report Other factors Iisted also were deemed relevant, and were
deemed consistent with “basic” status for example, a wide audience Is interested
In this information

41 The amount of discretion available to the preparer was deemed especially
|mportant to the decision about how to classify the CSA - [f there 1s very little
. discretion in preparing the information, the value of auditing may be modest An .
example 1s SFFAS 8's requirement to reprint information as it was presented In
the President’s Budget, without independent cniteria for evaluating it On the

' Federal Accounting Standards Advisory Board
Reclassification of Stewardship Responsibiities and Eiminating the Current Services Assessment
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- Appendix C*

* without auditing - Another factor, relevant both to the decision mltlally 1o clas3|fy

42

~-seem to'imply that audit wolild ba deslrable However

prlvate sector o

other hand, if there is great discretion, questions may anise about whether the
resuiting information would be sufficiently reliable, comparable, and consistent

the information as RSI and to the decision eventually to terminate the
requirement, is that there are other, credible sources of similar information  As
noted in the Basts for Conclusions; OMB ‘and CBO' routmely pubhsh intermediate
and'long-term pro]ectlons that are scrutmlzed by Congress and by analysts in the

Because SFFAS 5 does not mcltide’ detatled crltena for;deflmng and n measunng
risk sstmed, preparers have considerable discr

concerns about expressmg posmve assurance on lnformatlon __fo whtch specmc
defintons and measurement criteria have not been detmed ln'other words,

'there may not be sufficient agreement on criteria that permlt c mparable and

consistent reporting to-permit classifying risk asslimed as an mtegral part of the
basic financal statements Another example where thls concern has affected
classification is information about condttlon of assets and deferred maintenance
Even when auditors'do prov:de assuranoe, |n some cases they may wish to
express special quatlflcatlons ‘explanations, or caveats in their report  An
exampie might be an auditor’s report on an examination of ‘prospective financial

* information where there i1s great inherent uncertainty, or an examination of other
~ assertions by management about matters where management has great
E drscretlon ' R ‘

43

Concemlng the “significance” factor The basic financial statements (mcludrng
notes that are regarded as an mtegraI part of the’ fmancnal statements) and RSI

~are both important enough to'be requsred items in’ fmanclal reports ‘With respect
- to the audit status of the information; It would seem that, by itself, the importance

of an item need not automatlcalty |mp|y that the 1nformat|on should be audited

~ “Rather, one would also consider the extent of the mformatuon-preparer’s
* discretion as well as the cost of audltlng the mformatton item However It does

seem that the more important the item, the more likely 1t should be audited, if the
information preparer had a significant degree of discretion One would be willing
to incur more audit costs to avoid misstatement of very important information

items that could affect users’ decisions  Furthermore, the more |mportant the

item, the more Irkely it would be deemed essential to fair presentatlon thus

implying a need to quallfy the audrtor s opmlon if the mformatlon were missing or

mtsstated
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w

44

Concerning the “reliability and/or precision” factors These factors are
Intertwined, and all affect the extent to which one would prefer audited

_ Information to RSI. “Reliability and/or precision needed” asks one 1o evaluate

the users’ tolerance for.1mprecise measures of a. relevant item.. Since auditing 1s
. ‘Irkely to increase precision (either through inducing more precise measures by -

. the preparer or by reducing the vanance in the measures by audit procedures),
 the. less tolerance for imprecision that users have concerning an information item,
- the more llke!y that the Board would want to make the item a required note
. disclosure instead of RSI : o

45

f_,_mherently more possible than precision about estimates of future-events Tothe

“Relrebrllty end]or preciswh poesrble’t deals with the very nature of the
information rtem being reported Precision about measures of past events seems

extent that there i1s.a fundamental minimum amount of Impregision in certain
mformatron items, the cost of Increasing-audit effort might not be justified For

~ some Board members, this consideration was among the factors (along with
: others such as cost/benefit) that |mply “risk assumed” information should properly
“be classrfled as RSl at this time S

46

§obt 3

47

Some other Irsted factors also relate to the “nature” of the information For
example, some pe0ple may deflne the domain of-accounting and/or financial

 reporting (or categories within that domain) in terms of the nature of information

involved (e g , as imited to “histoncal” financial Information or to certain defined
“elements” of financial reporting, or to certain concepts such as “financial
position”) FASB has emphasized the role of “elements of financial reporting” in
defining the financial statements and notes FASB and GASB also emphasize
the concept of net assets or financial position In defining financial statements and
notes :

Other people may define financial reportrng, and ts component categories, in
terms of the comparative advantage unique to reporting based on the information
system for processing financial transactions SFAC 5, Recognition and
Measurement in Financial Statements of Business Enterprises, says that the
“financial statements articulate with each other and derive from the same
underlying data (par 5) Some believe this idea is rooted in the basic
“bookkeeping” paradigm of accounting (see SFFAC 1, Objectives of Federal
Financial Reporting, paragraphs 166-168) Such a definition might be expected
to lead to accounting standards that would define the basic financial statements
In a narrow or traditional way, with other kinds of information (e g, performance
indicators or management’s assertions about internal control) being reported as
RSI

Federal Accounting Standards Advisory Board
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48 Others may define the domain of financial reportlng, and categones W|thrn that
domain, more broadly" A broader definition might, for example be expressed in
terms of the objectives of federal financial reporting, or the comparative

advantage of the annual reporting+audit cycle, which assures the production and

examination of information deemed essential to fair presentation by GAAP where
" GAAP reporting is mandated by law, contract, or market forces This kind of
broader defintion might be expected to lead to standards that would define more
types of information (e g, performance indicators or management’s assertions
: about mternal controls) asa part of the bas:c frnanctal statements -

49 More generalty, the “beneﬂt/cost ratio of using resources to assure accuracy” '
asks ohe to assess'the costs of producing auditable mformatlon and auditing it
versus the benefits that could be achieved by merely preparmg the nformation

-'as RSI and applying the procedures specified at AU 558 - Other thtngs being

* equal, one would avoid auditing where the cost of audltmg 1s qurte high
Similarly, to the extent that alternative, credible sources of information exist, the
cost of auditing the information may exceed its benefits Those who advocated
RSI status for social insurance: mformatlon cited their belief that costs of audt
would exceed beriefits ‘Although the Board was not persuaded by this argument,
it did agree o solicit more information about the potential added cost of auditing

‘ the social insurance mformatlon :

Federal Accounting Standards Advisory Board -
-Reclassification of Stewardship Responsibilities and Elimmnating the Current Services Assessment
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.Appen,dix D: Atternative View

50 One member believes that the Board has not yet resolved the Issues rarsed n

the Alternative Views in. Prefiminary Vlews on Eliminating the Category “Required

Supplementary Stewardship Information ” Federal accounting standards require
reporting non-traditional information, and progress in developing an appropriate
- approach to assurance has been evolving in the three years since RSSI became
.a reqwred category Thls member believes that ellmmatlng the RSSI category
- now may cause unnecessary audrt related problems and therefore it I1s
premature to proceed along the path of classifying all mformatlon either as an
. _Integral pa_rt_ of the baslc_flnanclal,etatements oras RSI . -

e 8

A

51 His conclusions in that Alternative View were reinforeed by nearly all of the 36
responses (In letters and at the public hearing) to Preliminary Views The
respondents expressed a variety of views, a number made constructive

- suggestions, and progress was reported in developing appropriate assurance for

. .hon-traditional information Their concerns about reclassification were cogently
expressed by the AICPA response, signed by the chairs of AcSEC, the Non-
Financial Information Task Force of the ASB, and the FASAB Liaison Task Force
(March 27, 2001) '

o

We are concerned that the ellmnnatron of the RSSI category may: Iead to
much of this information becommg part of the basic financial statements
-and -notes, ‘without sufficiently. défined ‘criteria to provide  reasonably
consistent estimation and measurement of the information- We therefore
- -recommend that if FASAB dacides to eliminate the RSSI category, the
»Board should reclassify the information as Required Supplemental
Information (RS!) pending further study of the nformation and
development of criteria for estimation and measurement - Alternatively, if
the Board decides to keep, RSS! as a separate category of information,
the Board should rename the category to avoid confusion and .issue
speclflc guidance stating that the RSS! category of information should be
treated as a subset of RSI until such time as the FASAB, working with
. Practitioners, the AICPA, the Office of Management and Budget (OMB)
and the General Accountmg Office (GAO), has more time to experiment
with the criteria and audltabllrty of this Information

52 His concerns are illustrated by the prOposal In this ED that the required
information about social insurance should be designated an integra! part of the
basic financial statements This member believes that the nature, timing,

-volatility, and imprecision of the information, the crucial role of assumptions in
making the projections, the as-yet undefined-audrting standards applicable to the
information, and the cost to audit it, all ndicate that social insurance information

Federal Aocountmg Standards Advisory Board
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24 | Appendix D

should not be designated as an integral part of the basic financial statements at
this time

53 Furst, as the Basis for Conclusions acknowledges, “social Insurance
© - measurements are based on’ pro;ectlons for: Ionger periods:than are customanly
needed for measuring obligations for ) pensnons and retiree healthcare, and are far vl
‘more sensxtrve to assumptlons about the out years of the prolectlon perrod ” j

group” generally grow rather than dwindle, with trme Small changes in

‘assumptions about the later years of the prolectlon therefore’ have greater impact

on open group projections ™ Until approprrate audit procedures are developed, -

this makes the information better classrfled as RSl than as an mtegral part of the
- basrc fmancnal statements

i

I

54 Second, many social insurance projections include benefits for future participants
not yet born - This 1s unlike the projéctions required for pension and other retiree
benefit plans - Therefore, the key social Insurance projections are different in kind
“from historical financial statements ‘and are better classrfled as RSI, at least until
appropriate audit procedures are developed

b ik £l 4 B

e

55 Third, while the auditing requrrements are as yet undefined; the cost could be
-significant Testimony at FASAB's publrc hearlng described the extensive
'measures now in place 10. provrde mdependent oversrght and verification of social
insurance projections to the degree verffication Is feasible The extent and multi-

: dascrplrnary nature of social insurance assumptrons demands that a team of
experts conduct the review over a consrderable perrod oftime. This type of

. review I1s now conducted by mdependent experts penodically It 1s supplemented
by the extensive information about assumptrons published every year in the
Trustees’ Reports for Social Securlty and. Medloare, which are widely distributed
to the public and available to experts and interested citizens alike Appropriate
audit procedures may in the future make 1t cost-beneficial to classify social
Insurance information as an integral part. of the basic financial statements, but
those procedures have not been developed yet ‘

Rt

56 For these reasons, this member .would not take further steps at thistime to -

- reclassify Required Supplementary Stewardship. Information — neither the social
- insurance and other information addressed in this ED, nor the other categories of
RSSI If other members still wish to eliminatethe RSSI category, this member

suggests classrfymg all information as RSI for the time being

Federal Accounting Standards Advrsory Board
Reclassification of Stewardship Responsibilities and Eiminating the Current Services Assessment
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