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FASAB Update

The Federal Accounting Standards Advisory Board met in December and an update of some of the projects are highlighted.

Earmarked Funds (or Dedicated Collections) 

The primary objective of this project is to clarify the meaning of the term “trust fund.”  By statutorily dedicating these funds for specific purposes, Congress creates the expectation that the funds actually will be used for specific purposes. Many of these funds have investment authority that permits the accumulation of large interest earning balances. The total of these balances has grown approximately tenfold over the past two decades.  The Exposure Draft, Identifying and Reporting Earmarked Funds, was issued on October 16, 2003, with responses due by December 17, 2003.  It is available on the FASAB website www.fasab.gov under Exposure Drafts.  The proposed standard defines earmarked funds as being financed by statutorily dedicated revenues, often supplemented by other financing sources, which remain available over time. These dedicated revenues and other financing sources are required by statute to be used for designated activities, benefits or purposes, and must be accounted for separately from the Government’s general revenues.   The proposed standard would require that the financial statements of component federal entities show separately the portion of cumulative results of operations attributable to earmarked funds.  At the government-wide reporting level the financial statements would show separately the net position attributable to earmarked funds.  This would assist the users of financial statements in understanding the Government’s commitments regarding earmarked funds.  The Board is anticipating holding a public hearing at the March 2004 Board Meeting.  For more information, contact Wendy Comes, 202-512-7350, comesw@fasab.gov
Heritage Assets and Stewardship Land

The Exposure Draft Heritage Assets and Stewardship Land: Reclassification from Required Supplementary Stewardship Information was issued on August 20, 2003 with comments requested by November 10, 2003.  The ED proposes that heritage assets and stewardship land information be reported as basic information, except for condition reporting, which would be reported as Required Supplementary Information.  The ED provides for a line item to be shown on the balance sheet for significant heritage assets and stewardship land, but no financial amount should be shown.  Instead, the line item would reference a note disclosure that would provide minimum reporting requirements.  The ED introduces minor changes to the current disclosure requirements for heritage assets and stewardship land by requiring additional reporting disclosures about entity stewardship policies and an explanation of how heritage assets and stewardship land are pertinent to the entity’s mission.  The Board discussed the comments received at the December Board meeting and decided to hold a public hearing at the March 2004 Board meeting.  Contact Melissa Loughan, 202-512-5976, loughanm@fasab.gov 
Natural Resources

The objective of the Natural Resources project is to develop an accounting standard for the oil & gas natural resources owned by or under the stewardship of the Federal Government.  During the December 2003 meeting, staff presented overview information on the “expected present value” concept in FASB Concepts Statement 7 and the SEC’s “full cost” method of accounting that is used in the extractive industries, followed by staff proposed disclosure requirements.   Based on discussions at the meeting, staff will continue research on the concept of capitalizing an asset based on the net present value of anticipated royalty collections for produced oil and gas; and, make revisions to the proposed disclosures.  Contact Rick Wascak, 202 512-7363, wascakr@fasab.gov
Fiduciary Activity

The exposure draft Accounting for Fiduciary Activities was exposed earlier this year.  The proposed standard defines fiduciary activities and provides accounting procedures for instances (1) where the Federal entity is managing non-Federal assets and the assets are “held in the name of” the Federal entity and (2) where the Federal entity is merely providing a supervisory or administrative service and the assets are “held in the name of” the non-Federal entity.  The Board conducted a public hearing on fiduciary activities on October 8. The Interior Department, the Library of Congress, the Defense Department, and the Treasury Department testified.  The testimony reiterated the issues raised in the respondents’ comment letters and/or sought guidance on specific issues of concern to the agencies.   The Board is considering whether non-federal assets should be reported on federal balance sheets and, if so, what types, e.g., escrow balances, seized assets, federally managed assets, privately managed assets in federal custody; and, how to distinguish between federal assets, federally-managed non-federal assets, and privately-managed assets in federal custody.  The Board approved certain staff recommendations including the following:

Cash held outside the Treasury in the name of a non-federal party that can only be withdrawn by a federal entity is in substance a fiduciary asset held in the name of the federal entity.  Language will be added to the standard emphasizing the need to consider the substance of the activity. 

Assets seized by a federal entity for which it is the executive agent and responsible for all financial management, internal controls, and accounting and reporting are to be accounted for under the provisions of SFFAS 3, Accounting for Inventory and Related Property, “Seized and Forfeited Property,” pars. 57-78.  

The required note disclosure is not excessive and will be retained as the minimum necessary to understand the fiduciary activity.

The governmentwide consolidated financial statements should not “double count” assets and liabilities.  The Board tentatively decided that Treasury securities in fiduciary accounts should be eliminated against debt held by the public.  A liability for fiduciary activity and any related asset would be presented on the balance sheet. 

The prohibition against characterizing assets of non-fiduciary “trust funds” and associated activity as “fiduciary” or “trust” activity in general purpose financial reports should be retained.  A primary issue with respect to the fiduciary activities and earmarked funds projects has been the confusion over the usage of the term “trust fund” in the Government. The proposal requires that the preparer not characterize the activity as “trust fund.” There would be flexibility for the preparer to craft explanatory language.

For more information, contact: Richard Fontenrose, 202-512-7360, fontenroser@fasab.gov
Concepts Project

In December the Board continued its discussion of the “budgetary integrity” objective, reviewed legislative antecedents of federal financial reporting, and the notion of a dual “internal/external” user perspective, which is discussed in SFFAC 1.  The Board also discussed how ideas about comparative advantage and about elements of financial reporting could be used to define and delimit the range of the Board’s activities and link concepts to standards of financial reporting.  The Board expressed general satisfaction with the budgetary integrity and operating performance objectives, but asked for additional analysis of the implications of changes in the federal environment since SFFAC 1 was published.  At future meetings the Board will continue its discussion of the objectives dealing with stewardship and with systems and controls.  The Board began deliberation on “elements of financial reporting,” which is phase II of the concepts project.  Penny Wardlow presented information on FASB’s approach to defining elements of financial reporting and led a discussion about the essential characteristics of assets.  Please contact Robert Bramlett, 202 512-7355, 
" 

bramlettr@fasab.gov



Social Insurance Liabilities

The objective of this project is, to reconsider the FASAB liability definition and specifically its application to social insurance programs.  Subsequently the Board will consider recognition, measurement and display of social insurance obligations.  The Board decided to develop asset and liability definitions in parallel and equal tracks.  

The project will:

(1) Describe the current FASAB liability definition and its application in SFFAS 17;

(2) Describe liability established by other standard-setters;

(3) Develop possible alternative concepts, definitions, recognition points, etc., for liabilities and assets;

(4) Develop alternative potential social insurance liability measures;

(5) Develop alternative displays for the balance sheet, statement of net cost, and/or other financial statements; and

(6) Explore and analyze issues.  

Contact Richard Fontenrose, 202-512-7360, fontenroser@fasab.gov
Inter-entity Project

Statement of Federal Financial Accounting Standard (SFFAS) 4, Managerial Cost Accounting Standards and Concepts, issued in July 1995 and effective in fiscal year 1998, provides that each entity’s full cost should incorporate the full cost of goods and services that it receives from other entities.  SFFAS 4 provided for gradual implementation of this requirement.   A government-wide group has been working to provide guidance on implementing this requirement. The government-wide group recently recommended that guidance be deferred due to higher priority demands on resources. Staff initiated a proposal to establish a date certain for implementation. The proposed date is FY 2008.

Members supporting the proposal requested that more information be included in the exposure draft and that respondents be asked specific questions about the impact of the change.   At the October Board meeting, the Board reviewed a revised exposure draft.  The revised draft included a stronger rationale for the action in the document and more extensive questions for respondents.  After further Board discussion, it was agreed that staff would work with the task force on several issues and present an updated version to the Board.  Contact Wendy Comes, 202-512-7350, comesw@fasab.gov
Accounting and Auditing Policy Committee (AAPC)

The AAPC issued two exposure drafts of Federal Financial Accounting and Auditing Technical Releases (TR) entitled Auditing Estimates for Direct Loan and Loan Guarantee Subsidies under the Federal Credit Reform Act (Amendments to Technical Release 3: Preparing and Auditing Direct Loan and Loan Guarantee Subsidies under the Federal Credit Reform Act) and Preparing Estimates for Direct Loan and Loan Guarantee Subsidies under the Federal Credit Reform Act (Amendments to Technical Release 3: Preparing and Auditing Direct Loan and Loan Guarantee Subsidies under the Federal Credit Reform Act).    

The purpose of proposed Technical Release 3 and proposed Technical Release 6, are to amend the implementation guidance for agencies to prepare and report credit subsidy estimates provided in the original technical release (July 1999).  At its October 27, 2003 meeting the Committee reviewed the comments letters received on the two EDs.  After a discussion of the changes to the two proposed Technical Releases, the Committee voted to recommend the guidance to the FASAB for final approval and release.  For additional information,  contact Monica Valentine, 202-512-7362, valentinem@fasab.gov
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