




Federal Accountrng Standards AdWory Boaid 

February 19,2002 
-_. ;. 

To Users, preparers and auditors of federal flnanclal rnformatlon 

,’ 

,:-; :, 

The Fed&al Accouvtlng Standards Advisory.,Board seeks-cbinments6n thrs proposed 
Statement of Federal Financial Accountlng Standards;- RsClass#~~~t~on of StewardshIp 
ResponsibMes and E//mmnat!ng the Current SetvIces Assessment StewardshIp responslbllltles 

Include 

l risk assumed InformatIon required by SFFAS 5, Accountmg for f.,a&es of the federal 
Government 

0 the current serwces assessment (CSA) required by SFFAS 8, Supplementary 
Stewardshrp Repotting, and 

0 social insurance information requrred by SFFAS 17, Account/rig for Soc~aI Insurance 
.._ 

InformatIon-.about stewardshrp responsrbllitles IS currently designated Required Supplementary 
Stewardship lnformatron (RSSI), a category unique to federal financial reportrng 

For reasons explained rn Appendrx A, the Board IS m the process of reconsidering the 
classificatJon of Hems currently designated RSSI This document proposes that risk assumed 
information and the CSA be reclasslfred as requrred supplementary information (WI) It also 
proposes that the requirement to report the CSA be ellmrnated after FY 2003 Socral Insurance 
information would be reclassified as an Integral part of the basic frnanolal statements, essential 
for fair presentation In conformity with generally accepted accounting principles (GAAP) 
Classiflcatlon of other.ltems of information currently designated RSSI (stewardship land and 
Investments, heritage assets, and national defense property, plant and equipment) will be dealt 
with in separate exposure drafts 

Appendix B lists questions to focus comments You may address some or all questions and 
may comment on any sectlon of this document Respondents are encouraged to COnSJder the 
issues In light of Statement of Federal Ftnanaal Accounting Concepts 1, Oblect/ves of Federal 
Flnancral Reportmg To the extent possible, please provide the conceptual rationale for your 
comments rather than mere expressions of preference Appendrx C discusses some of the 
practical and conceptual Issues Involved, It may assrst those who wish to comment on the 
proposed standards Appendix D presents the alternative view of one Board member 
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Comp,e-@ should be sent by May 20, 2002 to :, 

“, ., 
,~ . ~, 

Wendy M Comes, Executtve Dtrector or by emall to comeswQfasab gov 
Federal Accounting Standards Advrsoty Board 
441 G Street NW, Mallstop 6K17 or by fax to Wendy M Comes 
Washington, DC 20548 ::,::.‘I L’:~’ . (202) 512-7368 : : ’ 

Email wmmunrca$on IS preferred If FASABholds a:pubk hearing on this proposal, the time 
and locatton will be announced In..FASAB!g newsletter and in the’.Federal’Re’gist& -z’ 
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AGA 
AICPA 
AT 
AU 
CBO 
CFR 
CSA 
FJiM 
FASAB 
GAAP 
GAAS 
GAO 
OAI 

~ OMB 
PCIE 
RSI ’ 

RSSI 

SFAC 
SFFAC 
SFAS 
SFFAS 

_. Acronyms 
. . 

Assoclatlon of Government Accountants 
American lnstltut6 of Cerlrfred Public Accountants 
Attestation Standards codrfled and pcibllshed by AICPA .’ 

Audit ‘Stindards codtfled and published by AICPA 
Congressional Budget Off Ice 
Consotldated Financial Report of the U S Government (formerly the “CFS”); 
Current Services Assessment ,.’ I 

Financral ,&$ ijan:al publisQ!d by GA6 and She @ii.,. F 1,. 
Federal Acc&r&g Stand&& A&IS& Boa@ ,: i , 
Generally Accepted Accountrng Pnnaples .. , . . 
Generally Accepted Audltlng Standards : 

General Accounting Off Ice 
,~,. , 

, 
Other Accompanying Information (also known as “other supplein@it&j 
InformatIon” - I e , supplementary rnformatlon not required by GA&) 
Office of Management and Budget ’ ” _ 
Pie$id&t’s~Counal on integrity and Efficiency (Inspector’6 General) 
Required Supplementary lnformatlon (as used rn SFAS 25 and .oiher accountrng 
standarde and In’& Section’~58) 
Required Supplementary Stewardship Information (as used In SFFAS 5, ,8 and 

17) 
Statement of Financial Accounting Concepts 
Statement of Federal 6nancral Accountrng Concepts 
Statement of Financial Accountrng Standards 
Statement of Federal Financial Accounting Standards 
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\“. 

Pr6posed Siaterknt of ‘Federal ~i&nc%il ‘A;dotii%rig, ~iandarck (. ,’ ~~~ecl~ss~f~c~~lon~of sewarikhlp R&pPri$b&tles 

; And Eltminatfrig the’&ireni Setkes Ass&ment , 
: ,:’ ‘( 

. ..‘.:. ,: - ’ ‘, : , _’ 

*-\ .-A 
1,: Federal accounting standards require the followmg Information to be reported 

regarding stewardshlp responslbrlltles 

l 

l 

l 

rrsk assumed information required by SFFAS 5, Accounting for L/ab!lrtres 
of the Federal Government, 
the current services assessment (CSA) required by SFFAS 8, 
Supplementary Stewardship Repotting, and 
social insurance mform@on requtred by SFFAS 17, Accountrng for 
Socral insurance 

2g This informatlon IS currently designated Required Supplementary Stewardship 
!: Information (RSSI) 7 RSSI IS a reporting category unrque to federal accounting 

.g Pursuant to this proposed standard, risk assumed informatron and the CSA 
would become required supplementary Information (RSI), and the CSA would not 
be required after FY 2003 ’ Social insurance mformation would become an 
tntegral part of the basic fmanclal 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 Classlflcatlon of other Items of mformation currently desrgnated 
RSSI (stewardshlp land and Investments, heritage assets, and national defense 
property, plant and equipment) ~111 be dealt with In separate exposure drafts 

3 The proposed Statement would amend SFFAS 5 and SFFAS 17 by reclassifying 
risk assumed mformatron and socral Insurance information Jhose standards 

’ RSI was added to the accounting literature by Statement of Flnancral Accountrng Standards (SFAS) 25, 
Suspension of Certain Acccynftng Requrremenfs for 011 and Gas Producmg Compantes, publrshed by the 
Financtal Accounting Standards Board (FASB) n 1979 That Statement has been amended, but theRSI 
category continues to be used rn a variety of standards publrshed by the FASB, GAS& and FASAB The 
auditor’s responslbrlrty for RSI IS discussed In section AU 558 of the codtflcatlon of professional audlttng 
standards publrshed by AICPA Relevant excerpts from auditing standards were,lncluded as appendix B 
of FASAB’s Prelmmnary Mews on Elimmafing the Category ‘Requrred Supplementary Stewardship 
Informafron,“whlch IS available at FASAB’s web site, www fasab gov For more information about RSI, 
see appenduc C on page 15 
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Reclasdflctitlon of Stewardship Responslbllltres and Ellmrnatlng the Current Servrces Assessment 

Exposure Draft 



lntroductlon 

would remain unchanged III all other respects, however, .the requjrement to _ .:i: -; “. I. 
report the CSA would be.ellbrnated t;fter FY.2003, Because-the Board may ‘2”. ;’ 
eventually res&d SFFAS 8$‘tts entirety ,rather than amend it, the relevant 
portlons that would co&&e to be ltffectlve (I k , ‘repo&hg &e Current Serwces 
Assessment) are incorporated In this proposed Statement of Standards Other 
than reclasstflcatron as RSI and elimination after FY 2003, the provtslons for CSA 
are substantially the same as those In SFFAS 8 

’ 

, ,  

j , ,  :  . :  .  , ,  

i 

, .  . ,  ‘. 
.  1 

1 
.‘L 
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‘. . 

Standards of Federal Financial Accounting 

Rrsk Assumed 
A&:: 

” 4 Information about risk assumed, required by SFFAS 5 and previously designated 
required supplementary stewardship rnformatlon (RSSI), shall be designated , ‘. ‘. !, 
requrred supplementary information (RSI) 

/  

Current Servtc& As&&ent 

5 A Current Services Assessment (CSA), as ongmally defined In SFFAS 8, 
presenting projected receipt and outlay data published In the Budget of the 
h/ted States Government (the Presldent’s Budget), shall be presented as 
required supplementary information rn the Consolidated Rnanaal Repot-t (CFR) 
of the United States Government for penods 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 detail to Identify, at least 
(1) receipts by major source (e g , mdrvldical in&me taxes, &icral Insurance 
taxes, etc ), (2) outlays for the defense, Social S&cunty, Medicare, and net 
interest functions, (3) all other receipts and outlays, and (4) the defioit or surplus 
The “base year” IS the year for which the financial statements are berng 
prepared Reporting projected dita for addItIona years IS encouraged where It 
would be useful and relevant 

I 

6 The CSA data for the 6-year projection shall be summarized but otherwise 
identical to projected data publrshed In the Preadenf’s Budget for the same 
period “Base year” data shall be actual receipt and outlay data for the last 
completed fiscal year, projected data shall be the current servic& estimates of 
recerpt and outlay data that are included in the President’s Budget publlshed after 
the close of the base year 

7 Chapter 8 and paragraphs 14-16 of SFFAS 8 are rescinded, as IS the associated 
Austratlon of the Current Services Assessment In .Appendix B of SFFAS 8 

Federal Accounting Standards Advisory Board ‘, 
Reclasslflcatlon of Stewardshrp Responsibllltles and Ellmlnatlng the Current SetilceS Assessment 
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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 conformrty with GAAP E: 

\. 

Eff ectttie ,Date : 

,,. ‘(’ 

9 Thrs statement shall be effective for reportrng penods.fhat begln.after September 
30,2002 

.) 

The provuons of this Statement need not be apphed to lmmatenal items 

‘. 

Federal Accounting Standards Adveoty Board 
Reclasslflcatlon of Stewardship Responslbllrtles and Elrmlnattng the Current Services Assessment 
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Appendix A: Basis- for Conclusion& 

te. This appendrx summarizes factors that FASAB members con&dered In their 
*-“-Ldeliberatlons :. It includes reasons for accepting cei-tain approaches and rejecting 

others lndlvidu~l Board m’embers gave greater wetght‘to some faotors than to 
_, others : 1: .. . ., ‘,. 

:. ., ? _. : >; : . .*)... 1 .,. a... , ,: 

Repot&g Stewardsh~~~Responslbllltles and the Stewardship Ob]ective 
I. ._,, .:_.., j. ::. ;,, ,, ., ., 

. 
10 In’SFFAS 8, FASAB stated ” ““” ,’ 

_ .,. .*. -, 

A key aspect of the stewardShip obj&%ve requires that Federal repot-kng 
provide rnformatron that helps users determine (1) whether the 
Governmenrs frnancral condrtron improved or deteriorated over the 
period and (2) whether future budgetary resources;wrll @ely be suffrctent 
to sustarn public servrces and .to meet obligations. as. they come due 
Information -on 

; determiriatrons 
‘stewardshrp ’ responstbllrtres’ Lir$ ‘aid In these 

.a.,*. It will provide an essential perspective” ‘on the 
,&,, Government’s commrtment to drscretronary and mandatory programs * 

,‘, ‘. : : 

- These ob&lves and the Information required to be reported have not changed 
However, for reasons &cussed below, the. Board believes that information about 
stewardehip .responsrbrlltres should be reported In the context of a’ reporting 
model that includes only basic financral statements, the,assocrated notes,3 and 
required supplementary information The Board will .consrder- rn other prolects 
the.proper claserfrcatlon ,of other Items that are,now cjassrfred as RSSf 

Concerns about the, l+ii categ,ory. 
,’ ,;, 

,- 
11 The Board originally contemplated that GAO and OMB would provtde special 

gurdance regarding the audit procedures or “fieldwork” to be performed on RSSI 
At the same time, the Board expected that the auditor would report on this 
information in much the same way as on the baSrc financial statements, rn the 
sense that the auditor would qualify or disclaim an oplnlon when the RSSI was 
omitted or materially misstated The category was seen as a response to the 
unique aspects of the federal accountrng and reportrng envlronmem, and to the 
broad objectIves of federal flnancral reporting It was Intended to pert-nit flexrbrllty 

* SFFAS 8, paragraphs 14 and 15 
3 The notes are regarded as an Integral part of the basic frnancral statements, essentral for fair 
presentation in conformrty with GAAP 

Federal Accounting Standards Advrsory Board 
Reclassrfrcatron of’Stewardship Responsrbllrtres and Eliminating the Current Services Assessment 
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6 Appenhx A 

on the part of preparers and auditors that would facllltate reportmg relevant, 
reliable rnformatlon, Including nonflnanclal,and ,nohhlstorrc&i Information 4 ’ 

12 Some members became concerned that users (1) may pay Insufficient attention 
to some important rnform&on because rt IS called “supplementary,” and (2) may 
be confused by. compllcateoreports In whrch information- IS rep,otted; !.n various 
p!aces They believed -this might lmpe@ users’ understandrng~and reduce the 
cred;brlrty of federal financial reports Some members believed that!FASAB’s use 
of the. RSSI category lnwtes suspicion of accountmg in which items that are as 
important as the basrcfrnancial statements are labeled “supplementary 7 ‘4 ! Y. ‘:: 
Accordingly, In Prelrminary Vrews on Ebmmnatmg the Categow “Requved 
SuljpIementary Stewardshrp informatlon”(December 2000), the:Board proposed 
to eliminate the RSSI category by revrewing and reconsrdenng the appropnate 
classrflcatlon of eachItem classlfled as RSSI 

13 In deciding to review the classrfrcatron of components of ‘RSSI, some members 
were rnffuenced by the’fact that exrstlng audit ‘standards do not drscuss RSSI, 
therefore, auditors do not know what to, do with respect. to information ih this : 
category without consulting federal ‘public&rcns such as,C,MD’s Audfi Bullets 
and the federal F/nancralAud/t Manual (FAM) ?These,documents provide 
additional guidance on how to conduct or engage for audits of federal financial 
statements Furthermbre, as practice evolved, rt was not ikar that auditors 
would qualify or dlsclalni their oplnton on the basic ffndnaal statements when 
RSSI was mrssrng pr misstated, because It was not cledr to everjione that the 
informatron was essentral to.falr presentation In conformity with GAAP Some 
FASAB members there concerned that, under these’crrcumstances; even 
sophisticated users might not understand fully the srgnrfIcance,of&arn 
information classrfled as RSSI Some members believe! that It would be 
desirable for FASAB to use categories that are tiideli; understood by the broader 
accounting and auditing professIons, particularly now that FASAB has been 
racognrsed by AICPA as a body that promulgates generally accepted accounting 
principles 

14 The.Board received 29 wntten comments on Its December 2000 proposal from 
the following sources 

4See the lmplementatron Gurde to Statement of Federal Financial Accounting Standards No 7 
Accounting for Revenue and Other Fwncmg Sources, June 1996, paragraphs 22-24, the diagram on 
page 15, and mrnutes of associated Board drscusslons See also SFFAS 8, Supplementary StewardshIp 
Reportmg, June 1996, paragraphs 21,34,111-l 15, and minutes of associated Board drscusslons 
’ The FAM IS published by GAO and the Presldenfs Councrl on Integrity and Efficiency (PCIE); w,hrch IS 

comprised of the lnspectqrs General of major federal agencies 

Federal Accounting Standards Advisory Board 
Reclasslficatlon of Stewardship Responslbllltles and Ellml.natlng the Current Services Assessment 
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Basis for Conclustons 7 ” 

0. 16 preparers (ail federal), 
I :. 

0 8 audWs (three nonfederal, including AICPA), .’ 
i l 5 others (Thrs category Includes academics, retired federal employees, 

..,’ and the Assoclatron of Government Accotintants (AGA), a professlonal 
B assotiratlon of federal and nonfederal accountants and auditors ) 
;!~ 

15 The comments reflect the views of more than 29’people Comments from the 
‘I PCIE, AGA, federal agencies, and AICPA Wethe work of numerouB lndlvlduals 
if. Twenty of ihe respondents would retain the RSSI cataory; iit least ftir some 

period Some typical coWerr% expressed Includii the’followlrig ’ 
!_,‘.,,, _I. : ,I _, : 

a Ellmrnatlon of the‘category w&rid provide lessstewarW$ &formation to 
users, lead to a qualified oprnlon that Wciuld send a less-clear srgnal to 
users than IS available wrth current and potential alternatives, and raise 
audd costs The category provides a clear and unique method to 
prominently display stewardship information essential to meeting 
taxpayer accountability The category has been successful n 

‘L? communicating our financial &ndrtlon 
$ 

-2: l The separate category and section of the report IS an effective and 

T& practlca! means of reporting It IS appropriate for the unique environment 

uri and 6b&lves of federal flnancral reporting Approaches to providing 
audit assurance over RSSl are evolvmg FASAB should work with 
specialists In the relevant disciplines to define common units of reporting 
for Items not expressed In-monetary terms 

0 Unique aspects of, the federal financial reporting envrronment, and 
oblectrves led the Board to create the new category If used properly, 
the category should be a mechanism to prov!de much-needed 
information to decrsron make& lncludrng crtlzens,- when they consider 
the consequences of decisions relating to -public Ian&, heritage assets, 
and slmllar Hems 

16 In April 2001 the Board held a public hearing to discuss this proposal with 
interested pa&es Fourteen Indmduals, representing seven organizations, made 
presentatldns and discussed Issues with the Board Comments were srmllar to 
those expressed in the 29 comment letters 

? 17 After considering these comments, the Board continues to believe that federal 
accounting standards may be able to address the objectrves of federal financial 
reporting, Including accountabllrty and repotting on stewardship, wrthout a unique 
category The Board notes that, pursuant to the standard proposed here, none 
of the Information now required to be reported about stewardship responslbrlltles 
would be eliminated due to the reclassdlcation from RSSI (The CSA would be 

Federal Accounting Standards Advisory Board 
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8 Appenchx A ., 
., 

elrmrnated after FY 2003 for other reasons ) Thus, ekmmatrng the RSSI category 
need not result in a reduction of InformatIon required by existing standards 
Furthermore, preparers wrll continue to have,the option of voluntarily presenting 
supplementary mformatlon beyond what IS requrred Thrs “other accompanyrng 
rnformatron” would be unaudited, unless special arrangements were made to 
extend the audltor’s work in the context of a particular audrt 

18 Avoiding use of the. RSSI category where rt IS not essential ~111 ellmrnate some 
potential cbnfusion and ambiguity In partlcular,4 should clarify the Board’s 
expectation thatwhen maienal rnformatton that IS essential to farr presentation IS 
missing or matenally,,mrsstated, the, auditor should.conslder whether a qualrfred 
or adverse opinion IS appropnate regarding whether the basic financral 
atatement.s aye prepared rnconformrty with GAAP:, After consultation with AICPA 
staff, the Board bellevesthrs result can best be assured by designating such 
information as an Integral part of the basic flnancral statements ‘, 

. 

19 Accordingly, the Board has agreed to reconsrber the &ssifrcation of itsms that 
are currently ‘tilassrfred as RSSI ln,doing.so, the Board WIII consider the cost as 
well as the benefit of alternatrve classificatrons, and will be mrndful of the 
concerns expressed by those who commented on FASAB’s Prel/r~ary Wews 
If, upon reconsrderatron; the Board concludes that the RSSI category IS 

appropriate for certarn Items, the ‘Board will work wrth the audrtrng profession to 
address confusion and ambiguity related to rnformation presented in the new 
category If, for other Items, the Board concludes that a category other than 
RSSI would be superior, the Board will publish an exposure draft that wrll 
propose to change,the classrfrcatron from RSSI to the other category The Board 
has discussed these issues with representatives of the AICPA, and IS confident 
that the auditing professron can accommodate any rmpllcatrons of this approach 

’ The Board wtll work,with the auditing profession to that end 
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Basis for Conclusrons 9 

Reclassrfymg Stewardshrp ResponslbMes ._ ,: 
7 i I . . _. :.. “.., ‘. . ; : 

20 Because of its concerns about ,the RSSI’ category ‘the Board reconsidered how 
* .’ information about the vanous ttems’referred to as stewardshrp responsrbilities 

-‘LC’c should’ be &as&led Figure 2 on page i.9. presents a list of general factors that 
c were considered relevant for the classrfi6atron choices by one or more Board 

members Indrvldual members gave greater werght to some factors than to 
+ others Specrficdecrsrons on’ each of the three “types of stewardship 
” responsrbilrty InformatIon are drscussed in the remainder of this Appendix 
‘., ‘.,,, ).. ,i. . . . “.. .,. _ ,’ ,I ;. ,, .-‘,. 

,. .:. , ,. . . ..( ,: ;f’ $> .RISk ‘&&hrn& . . :,: :: ’ ,I’, :+, 
l..< .‘. .< ‘i ;:: s ,. ,C.’ : : .(. )“.,, :; : ,,..,.,- _-. .’ 

21 The Board’agretidthat information about risk assurfied shou!d be RSI rather than 
an ;rntegral part of the basic frnancral statements, because the amounts are not 
suffrcrently reliable and measurement methods are strll~experrmental This 
Information rs potentially valuable, ‘but It’ls not yet a,suitable basis for recognition 
or drsclosure ’ The Office of Managementand Budgot, the General Accounting 

” Office, and the Congressional Budget Office (CBO) have considered the use of 
is’, risk assumed rnformatron’:as abast’s for budgeting for rnsuranoe programs 
‘*‘: These agencies have concludedthat mdre.expenence IS no&fed before the ,~... 
;*, measurements can be regarded as sufficiently reliable for budgeting Similar 
“* consrderatrons lead the FASAB to conclude that rnformatron’about risk assumed 

should be Included in financial reports as RSI, at least until agencies and auditors 
have more experience wlth’thk Information 

22 The Board believes that analogies with Insurance offered by pnvato Insurers, 
(where, for example, an expected premium defrctency on long-duration contracts 
such as.llfe insurance IS recognized), may be misleading due’to differences In the 
length of the pokey coverage, nature of Insured risk, or other relevant variables 
The Board belreves that additional guidance from FASAB on defrnrtlon and 
measurement of “risk assumed” would be necessary before It would be feasible 
to require recognltron,or’ disolosure of this Infermatron as an Integral part of the 
basic frnancral statements Developrng’and promulgatmg such gurdance would 
require a separate projedt Before the Board undertakes such a project, It IS 

desirable to encourage continued Improvement rn agencies’ data systems and 

“FASAB uses the term “disclosure” to refer to information that IS regarded as an integral part of the basic 
frnancral 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 prohlblts formattIng or comblnlng pieces of InformatIon tn appropriate ways to direct the 
reader’s attention, provided that the results are not mlsleadlng 
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modeling capabrlltles to support reporting risk assumed The:RSl%+qulrement 
has the effect of provldrng this encouragement In an appropriate, cost-benefwlal 
manner The Board rtc@ thpt:the “state of the art” for such:prc]e@ons IS 

‘_ constantly evolving ,.’ Sliou1d.th.e p.oard rn the fvture decide that it,.~~&d be 
+sirable to develop, mo~~,$p&lfr& cater&for report&g risk assumed, the Board’ 
wlll;be able to learn from th@&gomg experience 

i, i ;. I-,, ,‘, 

Current-le~l.~~..Assessm~,~?.(CSA) - ’ :., 

,. ‘.. ,, ” ; ‘- ! .i ; ; ‘5 .; xy ,:;; ‘: 

23 The CSA provides ‘receipt and outlay da& on the basis 6f the President’s 
projections of future activities purs.u,Fnt ,@ current law It Is relevant for assessing 
the sustarnabllrty of programs esttiblished by current law, that IS, relevant for, 
assessing the s@flaency..of future resources to sustain public s.FMces and to -. 
.meet oblig.a!jons as they .qme’c@ The, CSA fo$use’s on the@@@ of 
governme?t opeiatrq& ratherthan on Ind!vldual progr@qs It provides an 
analykc@ perspective on ihe, Government beca.qse It shows the short- and long- 
t&m direction of current programs I. 

24 The Board concluded that PSI trGatrne@ !s approprrate because the CSA IS 

Important ,bit not essential to fair. pr&entatlgn, and because the inforrnatldn 
provrdes supplemental information that supports related objectives for federal 
flna,ncia!,reporting , 

25 Furthermore, auditing the mformatron would add little value If the auditor merely 
verifies that the Information IS summarized and reprrnted properly from the 
PresldentWBudget -The proqedurqs. s,pecrfied at AU ,558 will le@the auditor to 
do that much,. rf the CSA IS classlfled,es,RSI : Qn,the other hand,.$ the auditor 
were askeg Independently to assess the methodology and assumptions that 
underlie the CSA and to provide posltlve aseurance on the resulting projections, 
the auditor could become Involved In 9 contentious, and subjective arena, and 
would probably not add,value beyond th+provlded by alternatlve,projectlons 
av&able from other sources such as the,Congressional Budget Off Ice The 
benef+ost ratio of such an endeavor appears low The Board notes that, as 
RSI, the CSA could be presented In management’? discussion and analysis of 
the financial report, If the preparer want@ to do so 
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26 iscause the ,Bqard F$p&ts,$? wrthtt-p few years.the CFR WIII I?e.pubjsh& 

I. before the Pre@f&!s Budg~~~,!s,a~~~lablp, the cequlrement.to!!nc!u~;e the CSA In 
the CFR mll%xp~~ in e 2004 (1‘6 ! the CSA ~111. not be requirsd n the CFR after 
FY 2003) SFFASY 8 dsfines the CSA by reference .to what is pubfished In the 

..” Prey$y’k$.$gei The Board. @d not @resee the poss!brkty that.the CFR would 
Y I 1- be pubfIshed before th,e Budget In order to continue, to require somethrng up.::-: .. i /’ :; 

compr$able to the CSA as p&t 6f the..CFR when theCFR isspubfished before the ‘i, ,.,. i ‘,. : , .I, 
Budgyt fed?-::1 a~countlng,,~t~n~~~~swouId p~yp &f&e $e (2% In some way 8 
other than by ref$‘rence.to .the,Budget ;, &ve~oping, the. criteria for such a 
projection IS beyondthe scope df t&s p&~&t” The Board notes’& CMB, CBC, 

and others regularly. publish similar projec$ons,. therefore,. srmrl,artnformatron wtll 

i . . -cdntinue to be a~~!lag~,~~eg~~d’l,s of .&hethsr.rt IS ,&rred tq,,Qe p&-t of the 
“CFR 

: 
; The Boaid a&o.:t$&that th6 “state of the art” for such proje&ns IS 

_ “k$a~~iy evolving I. .Should the..Board In the future )decrde that It, would be 

. dssirable to develop $%&I$ for such a proJectI& as a part of federallfrnancral 
reportng, the Board will be able to learn from this ongoing experrence . . ..( 

Social lnsuratitie 

. I  
. :  “Q ,~  

e ..j_ 27 The Board believes that social Insurance rnformatlon should.be treated as an 
integral part of the b&sic frnancral statements because It IS rmporfant to achieve 

-the object’ives of federal frnanclal reportrng and IS essential to fair presentation 
The related stewardship obJectives Include helping users to assess the impact on 
the country of the,Government’s actlvlt!es, determine whether the Government’s 

. financial p$on improved or detenorated’over the period, and pred& whether 
future bu,dgetat$ r,esources will likely be sufficientto sustain public semces and 
mist obllgatlbns as th.&y.come due In that regard, the mu@-tnlkon’dollar 
obkgatrons assocratsdv$h social, insurance over the next 75 years could dwarf 
the largest Iiab!kties .recogn&d in the U S Government Balance Sheet .,.“.. 

28 The Board acknowledges that there IS great uncertainty inherent In long term . 
proJet$rons; but belleves that If the uncertarntyrs +urtably &closed--as IS 

required by SFFAS 17--H need not preclude deslgnatrng~the rnformatron as an 
mtegral part of the basic fmancraf statements, essentral.for fair presen,tatron In ,. 
conformity with GAAP The Board rejects the Idea that information based on 
prolectrons cannot be an Integral part of the basic frnancral statements that are 
presented tn conformrty with GAAP FASAB has not llmlted federal frnanclal 
statements to historrcaf informatron :.. 

i ,, 

I- 
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2$ ‘&en within the context of hrstoncal fr&in&i‘repo&~; th.e Board notee’that 
’ : ‘&$:‘ru&,i;das;& “,,,stor,ca,” f,n&~,af st~~~~~e;;t~.,~c,ude.,~any me&urements that 

.’ i$kh&&sumptrons about ‘the’ future The drstrnctron between reporting on the 
~financial effects of events that &ve~oc&rred and the effect@ of future events 
depends’, obviously, upon the definition of the event The,.!nfcrFation required by 
SFFAS ‘i-7 reports on the financial effects cf exrstrng !$W’and’demographtc 
condrtrons, lust as the pens&obibil$attron at’a,‘polnt’In time IS b&d on exrstrng .; 
condltlons. In that sense;soctal \nsurance lnformatron chn’be viewed as 
iefle&,i;rj :&&ts thaf ,&/.. &&$;d: &g-;h&&fbre; .& “&.tor,ca, n 

. . . : ;\. * ; : :’ ,,,.‘.‘” . _ ,: “.: . .._ ‘.j ., ‘x : 
‘., :’ 30 Measuring the future effects of’exlstrng l~w’an’d’condrtrons for s&ral insurance 

i:‘. f ” :, 
involves pro]ectio,ns of ‘economic and demographic trends, j&t as measuring the 
‘pens&‘benefrt oblrgatron at a point iti tirr;e.Ih~~fv~~,‘~ssumpt,ons abijut future 
.&l’aty progression: It 1s true that SFFAS ‘~‘sp~zctfte6 a drfferent me&urement 1 i 
method for ‘bens,o& and retiree healthcare than the’ ‘method SPPAS 17 specifies . . 
for s&al &ranoe It IS also true that social tn&rrance measurements are 
based on projections for longer periods than are customarily needed for 
measuring obkgatlons for pensions and retiree healthcare, and are far more 
sensrttve to aseumptronsabout the “out years” of the projection period 
Nev&thele&, the Board believes that It IS appropn&e to report social insurance 
information as an integral -part of the basic flnancral statements, essential for fair 
presentation in conformity with G’AAP 

-, k 

31 Classffying social Insurance information as an tntegral part’ of the basic frnancral / 
statements will mean that auditors will consrder a modifrcatlbn of their opinion if 
this rnformation IS matenally misstated A mb~k,cat,on.‘woul~send’a clear and 
appropnate stgnai to users in such a circumstance ThelBoard understands that 
some added audit expense wtll be incurred as a r&ult of this change In status for 
social insurance InformatIon, and added deman’ds?&$ be’ made on the 
accountrng and actuarial staff of agencies that report social insurance 
information The Board believes that the benefits in this case outweigh the . *. -. 
expense The social insurance rnformatron ,b useful, important to thoie who 
would understand‘the Government’s’frnancral condition and”& impact on the 
financial oondltron of fndmdusl citlzens, interesting to the put&c, and essential to 
fair presentatron 

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

Federal Accounting Standards Adv~soiy Board 
Reclasslficatlon of Stewardshrp,Responslbtllties and EIiri?lnating the Current Services Assessinent 

Exposure Draft 



Basis for Conclusrons 13 

All prolsctrons and estrm#es rcqurred In these standards -should. be 
made as of a date (the vifuatlon dat&) 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 

s be consistently followed from year to year 
-p 

Eff ectrv$Date 
L i 

33 The proposed standard would not change the definltron, presentatron gurdelrnes, 
or audit status for the CSA and for ask assumed information (RSSI IS currently 
treated as RSI for audit purposes, pursuant to rnstructrons In OMB,$ kirdrt. : 

I ” &WI ) No delay IS needed as a result of the change in ststus forthe&&,vo 
items Audit status for social Insurance Information would change, however, as 
noted above, the InformatIon 19 net new Most of the. relevant agencies have 
produced srmllar information for several years, and analysts’and publrc offrcrals 
have routinely used this rnformatron Also, Impact of the audit requirement on the 
audttor and preparer should be reduced’by the flexibtlrty SFFAS 17 provides In 
selectrng a measurement date for social Insurance Accordingly, the Board 
agreed that this statement should be effectrve for reportrng peno& that begin 

x_ after September 30,2002 ,, 
r., y1: 

i’ 
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A@pendix &I: Q&$&ions for Respondents ‘, . 

1 

2 

3 

4 

5 

: .- 
This exposure draft-proposes that Information about risk assumed, requrred by SFFAS 5 
and currently designated required supplementary stewardshlp Information (RSSI), shall 
be designated required supplementary Information (RSI) Do you agree with this : 
decision’ If not, please explain your reasons, and the alternative youwould prefer 

Thrti &bosur’i draft ~idljbs&that infojmatlop about the’durrent S&vices Assessment 
(CSA); required by tiFFA& 8 arid currently desfgnated ;RSSI, shalibe’d&l&ated RSI 
Do’j& agr& whh this de&oriq If not, pIei& explalri ydtir reasons, iid‘%hb alternative 

~$.&u”g& Kef&. ,. ,. . . : :_. ~ 

_: .: 

Thus exposure draft priposes that the”i.e&tretient to present the CSA shall be 
ehmtntited fdr FY- 2004 and following iears Do you agree with this decision’ If not, 
please.expl& ydtir reasons, and the altern@ties you would prefer ‘- 

F 
- 
; - 

This exposure draft proposes that Infor~atldri about social Wiurance; required by 
! 

SFFAS 17’&d currently designated RSSI, shill be’ deslgn&ed‘ Ein int&jial part of the 
basic financial statements, essential to fair presentat&’ In conforma&% tiith GAAP Do 1 

you agree with this decision‘7 If not, please explain your reasons,’ and the alternatIve 
I 
- 

you would prefer Agencies that prepare thrs information and their auditors are 
zzzzzzz 
- 

encouraged to provide InformatIon on the expected cost of compliance with the 
proposed standard 

Thrs exposure draft proposes an effective date for periods begrnnrng after September 
30, 2002 Do you agree with this effective date’ If not, what date would be preferable, 
and why’ 
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Appendix C: Distingvishing RSl f(om foe, Basic Finar@al, $t@emenfs 
and Associated Notes 

_ , . 34 This appendix drscusses some practical and conceptual factors that affected the 
Q i ‘.Board’s declslon wtiether to,designate an Item as RSI or &an Integral part of the 
__ basic fmancl& stat&n&& The basic fminclal statements Include the pnnclpal 

f!nayal st@mehts and associated notes on which the gudltor expresses-an 
oplnlon as to whether the lnformatldti IS p’r&nied in cotifo&r$ i$ith’&&~ 7’ ’ 
This appendix does not present any proposed ,accountJng -&&$!a&‘~ ‘It is 3 
Included to help respondents undhstand the Bbardfs di$i&atidr&&r$ $&$it 
on this proposal 

i, 
). ,.; -? 

: 
Operational Dtfferences Bdween the Basic Financial Statemenis,and~R& ,’ , 

35 Figure 1 (on page 16) identtfles some ‘operational dtierences LiQd&r current 
auditing standards (AICPA IS consldenng certarn IimWd-scbpe proposils to 

’ 7 revise Its guidance regarding RSI ) Given these operational differences between 
basic financial statements and RSI, the Board must determine whether It &i&l’ ’ 

;c T -be more appropriate f&r a given piece of required mformatron to be deemed an 
“&T integral part of the basic financial statements or RSI The appropriateness 

depends on the particular benefits (based on various federal fmancral reporting 
objectives) and thecosts (preparing, auditing, user processing, other) of making 
It subject to audit (vs more lrmrted procedures) and varying the. potential audit 
opinion treatment (quallflcatron 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 certamly related, constderatlons For example, 
some lnformatlon may be valuable to some users, yet auditing It might add little 
value On the’other hand, some Information (e’ g , aggregated financial 
information foi a federal agency as a whole) may not be used directly by decisron 
makbri’as input to a particular “decision model,” but auditing It might provrde 
some degree of valuable assurance about other information (e g I detailed 
program cost or budgetary,expendlture infcqrmatIon).or objectives of interest (e g , 
internal accounting control and fmance-related legal compliance) Auditing 
financial statements may also deter fraud and errors of various so+, Including 
lnaccurat& reporting in other, more timely reports ‘In other words, rn some cases, 
“accountmg may not be useful for Its expediency rn provldmg timely vafuailon 

’ The terms :basrc financial statements” and “prrnclpal financial statements” have b&n used 
synonymously in federal accounting 
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,, Comparison Drmensron 

_ ._ ,. . . : I. ).. :’ I. 
., ., i .,d,, .- ,., I ,r ,__ , ., (I Y:” ‘-“‘-, ,, i. _./ .;,, 

Is the informs~ion .re.qurreci,to;be IIT the frnancral repoyt$ : 
That IS, It IS either. &n rntegral,kn ot the b&$cfrnancra! 

j ,;<s ‘,‘T, !, ,’ .’ 

statements & it must’accompany them (In some cases, 
-Yes “yes -. : 

.,.,(.,, ,i%\:‘s :~-yp~,br, ,. ..( ,_, RSI ne.@d hot ph~ldally accom~any.t~e ljas.,&,$&&r ’ 
‘. ,, 

‘.Y ., ‘%’ ” .. : 

statements in the same document, certain GAS6 standards 
:, ;,. <: ,(. :x, g i”,,” : 3. 

have specrfred reference to another publdy-available report 

as an option for specified l%f’)‘& ‘. 
,. ‘“. _’ .: . :,’ 

Is the rnformatton deemed essential if the financial Yes No 
statements are to “present fairly” in conformity with GAAPP 

What audit ,f@d,work IS- required9 Audtt Lrmrted procedures 
._,, ; 

Auditor:; report 
_’ pursuant to AU 558 

Positive Siient, no explicit 
dssurance I_ j assurance urr!ess engaged 

regarding to audit the RSI However, 
“fair :/ r a propose@ &CPA 
present&ion” Interpret&on of GAAS 

,‘. .j i 
would clarify that, If the 

, 
PSI is financial. tnformatron 

_ th’at has been subjected to 
audrt procedures in 

;: /,:.;. connectron with audrtrng 

the basic financial 

statements, the auditor 

(. may express assurance “in 

t 1. relation to, the financial 

statements taken as a 
whole R 

What audit report mention 1s requtred’if the information IS Qualrfred or Mention In report, no 
missing or ‘not prepared In conformity with gutdelrnes? adverse 

oprnron 
qualification of opinron on 
the basic financial 

,’ statements 

. 

< 

* Pierre Jtnghong Lrang, .“Recognrtron An lnforrnatron Content Perspective,” Accounting Horm~s, 
September 2001, page 237 .( ,,,~ 
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Drstlngulshlng RSI from Basrc Fmanclal Statements 17 

. . . . 

Footnote vs RSI SectIon 
.. ., .: ,’ : 

37 Although not required by audltmg standards,’ RSI has customarily been located 
In a separate sectron of the frnanclal report, to’ ald,!n $~Jngulshmg,.lt from audrted 
Information lo This practice has continued w!th l&l, .evld&tly IQ p&t because 
federal preparers thought It was necessary, or at le&&rable, to report 

,’ .>_.. . .i’ 
“stew~t@$lp” Items together It IS posslb[e that p@cement of information In ; ,, ‘..’ 
d!MJer+t$ s,ec@ons of th~,f~?a,ncial rep@ leads qorne Gpes of re@ers,to pay more . *. 
($r i+attentlonto the lnform$lon Althou@ $e: magnitude of t@e 
@f&e~c@$,,,an open quesilon, rese?Fcb .has .shown that fo!+mGgmg,:can matter * :. ,:/ .,’ : 
to mdlvldua! ‘sets. Some research, us w& as I&tlo?, suggests-@ the effects 
oi ‘dmer&nt, p&eme& are, [es? for sk+~,and’ persistent u& @an.for less 
tiophistl6ajed dr ‘&&al us&s of financial reports ” . : .:, :..‘,;, ,.-. ;‘.i, ., 

‘AU 558 i‘0 s&&s “Ordrnartly, the requ;red’supplem&tary information sh&ld~be’dl& &m the audited 
frnancral statements and distinguished from other InformatIon outside the flnanc& s&&&~ that IS not 
requrred by the FASB, GASB, or FASAB However, manage‘inent may choose not to place,the required 
supplementary rnformatlon outside the basic financial statements In such arcumsianc&the inforrtiatron 
should be clearly marked as unaudited If the rnformatlon IS not clearly marked as unaudited, the 
auditor’s report on the audited flnancl@statements shoulcj be expanded to.lnclude a dtsclalmer on the 
supplementary informat!on “’ 
lo In practice, notes arid RSI’generaily have’& been commlhgled Indeed, In discussing the location of 
RSI it requ,!res, FASB said, “Reporting specialized Irtformattron on 011 andgas producltig actlvltles In a 
single location wrthn’a financial reporV~s a desired objectwe of thus Statement so as to make. the 
relatlonshlp among the different types of InformatIon easler,to analyze ‘, (FAS69, par 117) 

In theory, RS;I mlghi be Integrated with related audlted, information, provided, tpe upaudited 
rnformatlon was &ably labeled ‘Whether this w&tld be fea&bl$and desirable iti pra&rce may be 
debatable Cdricern &the part of iridepehdent CPAs’about litigation is& h&s been among fhe factors 
that encouraged physical separation of. audrted infdrmatlbn from unaudited fnforrnatidn ‘. 

Another practical consideratiqn may:be-.mtroduced by proposed guIdan;ce from AICPA regarding 
the auditor’s ability to offer some limited assurance “in relation to the flnancral statement&on certain RSI 
This could imply a need to distinguish the RSI that was unaudited but subject to limited procedures, and 
for which such assurance IS offered, from other types of supplementary information, both required and 
voluntary 

Some comments regarding FASAB’s Prel/mmaty Mews on ElrmKlatin~ the Category ‘Requtred 
Supplementary Stewardshp Informafron”suggested that there are conceptual as well as practical 
reasons to report different kinds of information separately 
“For example, see Laureen A Mames and Linda S McDaniel, “Effects of Comprehensive-Income 
Characteristics on Nonprofessional Investors’ Judgments The Role of Financial-Statement Presentation 
Format,” Accountrng Revrew, April 2000 Their research suggests that the format or location rn a report 
may affect how nonprofessionals weigh information more than whether they acquire rt 

One recent study suggests that people are more likely to confuse or “blend” audited wtth 
unaudited data when they are presented with this InformatIon by means of hyperllnks m a web-based 
environment than when they are given separate paper documents to study The same study found that 
the tendency to “blend” informatron In a web-based environment can be reduced by labeling information 
as audited and ucaudited This study did not attempt to compare’the degree of blending that might be 
associated wrth alternative ways of presenting the information within a single printed document See : 

, 
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Audrt Aspects of Basic vs RSI 
,S;’ 

.  I  
1 

:. i. 
38 Both footncite drsclosures and requrred supplementary rnformatron are vrewed as 

being sufficiently relevant to be required to accompany the basic financial :i 
statements Infinancral reports, though only the notes &ire regarded as required 

i: 

for farrpres’6ntati6nrn’conform~ty with GAAP As noted above,‘&omajor 
difference between the tv& typesof information IS the extent ahd n&ure of the 
auditor’s scrutiny and .responslbrlrty for ihe’/nformatron; anoth&~s the nature of 

s. the -audrtdr’s report and the kind of “‘sIgnal” It sends’ Thus; the %ost and value 
a’d&dby.audit are factors to &nsrder The main questidri’is~’ fortihat’types of 

.’ z rnf&rmatrot$ ‘users, and objecttves would the benefits of making an item an E 

Integral part of the’ba&fin&&al statements Instead ef RSI &x&e6 the 
1; b 
i 

incremental costs of audtt, compared wrth revrewmg pursuant to Au 558% lrmrted 
i, prociedures~ 

. 
. . 

Factok’io Corkher 
,’ : 

j . 

39 In deciding whether a given Item should be cl&srfied as RSI ,or as an Integral 
part of the basic frnancral statements, one .mrght .consrder, a variety of factors, . 
,such as those lrsted in figure 2on the.next,p,age They are not listed In any b2 
partrcular order,.and. some “overlap” or convey slmrlar Ideas Different people 

F 
r; 

assign different weight to each factor; some people may not consider some of the 
:: .~ 

factors at all, and.some’ people may consider factors that are not listed 
L,rkewise, different people may evaluate each Item to be. reported drfferently on 
e&h ‘dimension Therefore, figure 2 IS not a.deasron tree, hierarchy, or precise 
algonthm,for classrfymg Items, but a general!framework for each rndrvrdual’s 
judgment 

.’ 

. . .’ 

,: 
,: 

,’ 

Frank D Hodge, “Hyperllnkrng Unaudited lnformatron to Audited FtnancraIStatements Effects on 
Investor Judgments,” The Accountrng Revrew, October 2001 ” ‘- 
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Figure 2 .: 
.- 

-Low(rmpllesRSI)‘cc,ccccc cc<ccc>>>>>>z>z,>>z>+Hlgh(Impllesbaslc) 

. . <Relevance to fair presentatron> 
c Connection with elemenjF:of financial reporting > 

.i 

.pi ..c Use of histon&! fina&& d&a or flnanc!al transaction data > 
<Preparers 2. d&;eiion.in preparing and p,resentrng the, mfo[n+!on?. -., ‘.,._ 
c Strength 6f signai’ Board wishes to be’kent I; the f&&&~eporf, : . 

c Significance, relevance or importance of the rtem in light of O&~ecWes > 
c Strenghl$the signal the Board wishes. to be sent m the auditor’s report > .., r . . 

c: Relevand$ to m&unng f~&~aal’p~$~on or change+ I,? fmanc!al .po.sWop > 
<Extent to’&h$‘&e Ink?rrn$lon mte&ts a wide audieke (rather thai specialists)> ).,, ;: 

cExte$ to which there are ,not alternklve sources oi reliable mformatlon> 
c,Air&m&t 00 &tena,that permit &o&parable an,d consistent reporting > T 
5, Experience amo?g users, preparers, and auditors vvlth the ipform#ron > 

cEken’c t6 which the informatron IS aggregated (lacking in detail)> 
c Benefit/cost ratio of using resqurces to &sure accuracy > 

c Connegion with basrc financial statements > 
c RelrabMy and/or.pre&ion possible Z= 
< fielrablllty and/or precision needed > 

-Low (implIes RSI) c 2 c c c c c c c c c c > > > > > z > ?, > > P > +Hlgh (ImplIes basic) 

40 As noted, dlff erent people will askgn different importance to each factor 
However, a consensus did emerge dunng the Board’s delrberations on the proper 
classrfication of socral Insurance Information that three related factors are 
parti,cularly important for that decrsion (1) The Board agreed that thrs 
lhformatlon IS “essential to fair presentation ” A set of financial statements could 
not be said to “present fairly” when this mformation 1s missing or Taterially 
misstated For this reason, It IS important (2) that this signal clearly be 
communicated to the reader of the financial report and (3) to the reader of the 
auditor’s report Other factors listed also were deemed relevant, and were 
deemed consistent with “basic” status, for example, a wide audience IS interested 
In ,this mformatlon 

41 The amount of drscretron available to the preparer was deemed especially 
important to the decision about how to classify the CSA If there IS very little 

., d!Fcretron In preparing the Information, the value of auditing may be modest An 
example IS SFFAS 8’s requirement to reprint mformatfon as it was presented in 
the President’s Budget, without independent crlterra for evaluating it On the 
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-. 

A$pendrx C’ ’ 

other hand, If there IS great dtscretidn,“questlons may arise about whether the 

1’ 
resulting mformatlon would be sufflclently reliable, comparable,, and consistent 
without audltlng An&her fadtor, relevant b&h to the decrs6n Iriltra!ly to classify 
the mformatron as RSI and to the declslon &&tu~lly to terminate the 
requirement, IS that there ape othei;cr’~lbje-dources’of sIrnil& mformatlon As 
noted m the&& for Conclu~lor!s~‘OMB’~~~~ &.ro&neiy $blrsh Intermediate 
and’I&ngti;ferti projections thdt are scrutmlzed by C&g&$ a&i t$ Analysts In the 
prichfe %--aoi ,: ‘,,/ : ,.y I, ,: ,’ ,‘./ :,, -,jf’“;;.i? j,,‘. -::,,;. 1’. . 

@ &iuse:$FFAS. 6 .$& not j.&~c”&detall~d criteHa’~~~definln$~hd. &easunng 

rlik &diin&J +lpat&;s .have; &oii‘s;derjzle ~~{~c~~~~Yn ig.~[+&..~ I ’ t :  ,T+ ,ilght 

. $ ;  : - < “ ,  : . ,  $l:t j . ,  :  
Seem’fij:fmp,y ihat - a I t  wdhls bh d&;Pble-; ~oi;lelier~,“~udito~~‘~,ay ha\;i;g 

, (. ; .: _ 
tioritieihs about expressing p&ifve &stirance ‘oh ‘&&n%ion f&%&h specrfrc 
dtififirtions and measurement criteria have.not been de&&d’ %i%jth&;&jrds, 
there may not be &flclent agreement on criteria sat ~~&~i.$t$~rirbl~ and 
con&tent reportmg to,permit .ckissif~ing risk assi.i~dd’&~ &“l&&$ part of the 
basic frnai-tcial statements An&her example wh&r&thi& &n&n ‘has affected 
classification IS informtitibn &out cdndition of ‘as&&&d deferred maintenance 
Even when auditors dd $r&de a&ura&e; in*$o&e Gages they may wish to 
express special qualAc&lons; expl’anatro&, or ‘caveats n their repot-t An 
example might be an audltor’s report on an exammatron of prosp@lve ffnancial 
information where ihere IS great Inherent uncertainty, or an exainlnatlon of othei 
assertions by management about matters where managemegt has great 
dfscretlon ” 

” : : 

43 Cotid&ng the “slg’ndlcance” factor ‘The basrc fin&ndlal stat&%i%‘(mcludrng 
riotes that are regarded as an rnt&graI part of tr-ie,ilrian~lal’sta~~~eitts) and RSI 

-are both important enough’to be required items rn fman&al r&&t&’ With respect 
tdtliie audft’titaiui of the mformatron, It would seem that, by itself, the importance 
of an Itemneed n&atitomatfcally Imply that the Information should be audrted ;: 
Rather, one tiould also con&d& the etient ofthe informatiofi$reparer’s 
discretion as well as the cost ‘of ‘&tidrtlrQ the mfo;m&on Item Hobgv&, it does 
seem that the more fmportant the Item, the more lrkely It should be audlted, If the 
Information preparer had a significant degree of drscretlon One would be willfng 
to Incur more audit costs to avoid misstatement of very important lnformqtion 
Items that could affect users’ declslons Furthermore, the more Important the 
Item, the more lrkely It would be deemed essential to fair presentatfon, thus 
lmplyrnlj a n&d td qualify the auditor’s dpmlon d the rnformatlbn wei& ‘mlssmg or 
mrsstated : .; .~ 

,’ 1m 
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44 Concerning the “rellabMy and/or preasron” factors These factors are 
IntertwIned, and all affect the extent to which one would prefer audited 
Information to RSI “RellabMy and/or preasl,on needed” asks one to evaluate 
the.. users’ jo!erance for .impieclse measures of. a relevant Item ,, Since auditing IS 

likely to Increase precision (either through inducing more pr&cise measures by 

.& i?? the preparer or by reducing the variance In the (measures by audit procedures), 

.+ the less tolerance, for Impreaslo? that users have concerning an InformatIon Item, 

. . 1,” the more, Ilkeli that@ Board would want to ,make the Item a,requlred note 
disclosure lnst,ead :ofP.RSI . . ,. 

:+ / ; ‘: ,. 
45 “Rellabll& an,&!ot-~p~~~ls~~~ possrble”,deals wi$the,very nqture of the 

inform&on ‘Item being reported Preclsron about measures of past events seems 
!r$elentyy more p,osslble than precis!on abqut estimates of future+vents To the 
extent that there IS a fundamental minimum amqpnt of .Impreclslon in certain 
lnformat& !tems, the cost of Increaslng,audlt @fort might- riot be justlfled For 
some ,Board members, this conslderatlon was among. the factors (along with 
others! such as cost/benefit) that Imply %sk assumed” informatton should properly 

.A. be classlfled as RSI at thrs time 

‘I : 
.,i 46 Some other listed factors also’ relate to the “nature” of the Information For 
ci 
II .a. example, some people may define the domain of.accountlng and/or financial 
2 ,. reporting (or categories within that domatn) In terms of.,the nature of Informat!on 

involved (e g , as limited to “historical: flnanaal InformatIon or to certiln defined 
“elements” of financial reporting, or to certarn concepts such as ‘Ylnanclal 
pbsitton”) FASB has emphasrzed the role of “elements of flnancral reporting” In 
defining the flnanclal statements and notes FASB and GASB also emphasize 
the concept of net assets or frnanclal posrtron In definrng financial statements and 
notes 

47 Other people may define financial reporting, and its component categories, m 
terms of the comparative advantage unique to reporting based on the Information 
system for processing financial transactrons SFAC 5, Recognltron and 
Measurement NJ Financral Statements of Bwness Enterprises, says that the 
“hnancial statements articulate with each other and der!ve from the same 
underlyrng data (par 5) Some belreve this Idea IS rooted in the basic 
“bookkeeping” paradigm of accounting (see SFFAC 1, Oblectwes of federal 
Flnanc/aI Report!ng, paragraphs 166-l 68) Such a definition might be expected 
to lead to accounting standards that would define the basic frnanaal statements 
In a narrow or tradltlonal way, with other kinds of informatron (e g , performance 
indicators or management’s assertrons about Internal control) being reported as 
RSI 
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48 Others may define the domain of frnancral repomng, and categdrres wrthrn that 
domain, more broadly A broader defrnrtron might, for example, be expressed in 
terms of the objectIves of federal financial repoitmg, or thecomparatrve 
advantage of the annual reportrng+audrt cycle, whrch &sups theproductron and 
examlnatrorr of Information, deemed essentral to fair presentation by’ GAAP where 
GAAP reporbng r’s mandated by law, contract, .or Market forces This kind of 
broader defrnrtron might be expected to lead ti?ih-&i~d~ that-would define more 
types of information (e g , performance indicators or management’s assetirons 
abocit Internal controls) as a part of the, basic fltiai-&*‘&&em&nts . 

.:. ,- i.!. ,‘. _, . . _’ P.! .“, 2: .).: 

49 More $enerally, the “benefrt/cost,ratro’of usrng resources to assure’accuracy 
asks.oneto assessthe cdsts of producing audiable rnfbimatron~knd auditing rt 
versus’ the benefits that oould be achieved by merely preparing the tnformatron 

‘as RSI and applying the proceduresspeclfred at AU558 Other things being 
equal, one would avord aaudItIng where the cost’ of auditing ‘IS qu& high 
Srmilarly, to the extent that alternative; credrbie sources of’rnfcrmafron exist, the 
cost of auditing the information may exceed Its benefits Those who advocated 
RSI -status for social insurance ,rnformatron c/ted their belief-that costs of audit 
would exceed,benefits Although the 8oard was not persuadhd’by this argument, 
It dld,agree to solicit more informatron‘about the potential added cost of audrtrng 
the social tnsuranco rnformatron ,, 

: 
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Appendix D: Alternative View 

50 One member believes that the Board has not yet resolved the issues raised In 
the Alternative Views ~h. Prelrmmaty veys on,,Ellmmating the Categoty “Requrred 

yp Supplementary Stewardshrp Inforflat!on .!’ Federal accountrng standards require 
* 1%’ reporting non-trad$onal .informatron, and progress !fl devejppng an appropriate 
-/ app.roach to assurance has &?~~evc&ng in the t&e? yeare slnce,RSSl became 

: a required category, This mernbey,bellev.~s,~~at ell.m]n@lng the RSSI category _ 
now may.cause un.necessary audit-reJated.problems, and therefore It IS , 
premature to proceed a&g ihe path of ,cfassflylng all Information either as an 
integral pan of the basic f&$;alstatements or as R$l’ : 

-. 
51 HIS conclustons rn that Alternative VI& were. reinforced by nearly all of the 36 

responses (In letters and at the public hearing) to Prelfmmary Wews The 
respondents expressed a variety of views, a number made constructive 
suggestions, an.cj progress was reported In developing appropriate assurance for 

;; 3:. non-tradrtlonal rnformation Their concerns about ieclasslflcatlon were cogently 

i;. -” expressed by the AICPA response, signed by the chairs of AcSEC, the Non- 
. . . . . . _. Fmanctal Information Task Force of the. ASB, and the FASAB Ltatson Task Force 
.g (March 27,200l) 

7. 
.  .  

We are concerned that the ellmtnatlon of the RSSl category may lead to 
much of this InformatIon becoming part of the basic frnanclal statements 
‘and notes, wrthout suffltireritly, defined ,cntena to prow&’ reasonably 
consistent estlmatlon and measurement of the Information We therefore 
recommend that If FASAB, decides to -eltmlnate the RSSI category, the 
Board should reclassify the information as Required S,upplemental 
Information (RSI), pending further study of the InformatIon and 
development of. criteria for estimation and measurement Altematlvely, rf 
the Board decides to keep, RSSl’as a separate category of InformatIon, 
the Board should rename the category to avoid confuslon and issue 
speaflti’guldance stating that the RSSI category of information should be 
treated as a subset of RSI untrl such time as the FASAB, working with 
practttloners, the AICPA, the Office of Management and Budget (OMB) 
and ,the General AcFountlng Office (GAO), has more time to experiment 
with the crttena and auditablkty of this information 

52 Hrs concerns are Illustrated by ihe proposal In this ED that the required 
Information about social insurance should be designated an Integral part of the 
basic financial statements This member believes that the nature, timing, 
volatility, and imprecision of the Information, the crucial role of asiumptlons In 
maktng the projections, the as-yet undeflned,audrilng standards applicable to the 
information, and the cost to audit It, all Indicate that social insurance information 
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should not be designated as an Integral part of the basrc.frnancral statements ‘at 
this trme 

‘. 

53 First, as the Basis for Concfusions acknowledges, “social Insurance 
measurements are based on proJectIons for-longer penodsthan are customarily 
needed for measunng.oblrgattons-for pensions and retiree healthcare, and are far 
more serWtlve ‘to assumptrons about ‘the ‘out years’ of the proJectIon period n 
One reation fWa&&ti\nty;fsthat many soaal lnsurtintie projections for an ‘open 
group! generally grow‘ra~h~~i~~n’~ii3iiidle, with time Small changes in -- 

‘assumptroniabout the.later years of the pro@ztion thereforehave greater Impact 
on open group p‘ro@tlons’ Until ‘appropriate au& procedure&are ‘developed,. 
this makes the lnformatron better classrfred as RSI than as an integral part of the 
basic frnancral statements 

64 Second, many social Insurance projectIons include beneftts for future participants 
not yetboin This IS untlke the firo@ctlonsrequrred for pension and other retiree 
benefit,plans Therefore, the.key soC12tl insurance projections are drfferent in kind 
from hlstorrcaf frnanctal statetierits&nd are better clas&fled as &I‘, &t feast until 
appropriate audit procedures are developed 

‘ 

55 Third, while the,audltlng requirements are as yet undefined; the cost could be 
significant Testrmony at FASAB’s public hearing described the extensrve 
measures n,ow tn place to firovrde independent oversight -and .venficatlon of social 
insurance projections to then degree venflcatron IS feasible The extent and multr- 
dlscrpllndry nature of socral Insurance dssumptlons demands that a team of 
experts conduct the revrew over,& cons&&able period of time This type of 
review’is now conducted by Independent experts periodically It IS supplemented 
by the extensive InformatIon about assumptions publrshed every year In the 
Trustees’ Reports for Social Secuntjl and ‘Medicare, tihrch are widely distributed 
to the public and available to,expe& and interested c&ens.alike Appropriate 
audit procedures may In the future make rt cost-beneflaal to classify social 
insurance information ati an.Integral part .of the batiro flnancral statements, but 
those procedures have not been developed’yet 

56 For these reasons, this member would not take further steps at this time to 
reclassify Required Supplementary Stewardship.lnformatlon - neither the social 

, Insurance and other Information addressed in this ED, nor the other categories of 
RSSI If other members stall wish to elim!nateJhe RSSI category, thrs.member 
suggests classrfylng all Information as RSI for the time. being 
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