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THE FEDERAL ACCOUNTI NG STANDARDS ADVI SORY BOARD

The Secretary of the Treasury, the Director of the
O fice of Managenent and Budget, and the Conptroller General
est abl i shed the Federal Accounting Standards Advi sory Board (the
FASAB or "the Board") in October 1990 to consider and recomrend
accounting principles for the United States CGovernnent.

The Board communi cates its recomendati ons by publi shing
recomended accounting concepts and standards after considering
the financial and budgetary informati on needs of Congress,
executive branch agencies, and other users of federal financial

i nformati on. The Board al so considers comments fromthe public
on its proposed reconmendati ons, which are published for conment
as "exposure drafts.” The three officials who established the
Board then deci de whether to adopt the recommendations. If they
do, the standard is published by the OMB and the GAO and becones
effective.

Addi ti onal background information is available fromthe FASAB,

i ncluding: (1) the "Menorandum of Understandi ng anong the
Ceneral Accounting Ofice, the Departnment of the Treasury, and
the Ofice of Managenment and Budget on Federal Governnent
Accounting Standards and a Federal Accounting Standards Advisory
Board" and (2) the "M ssion Statenent of the Federal Accounting
St andards Advi sory Board."

Federal Accounting Standards Advi sory Board
Wendy M Cones, Executive Director
441 G Street, NW-- Room 3B18
Washi ngt on, DC 20548
Tel ephone (202) 512-7350
Fax (202) 512-7366
www. fi nancenet . gov/ fasab. ht m




STATEMENT OF FEDERAL FI NANCI AL ACCOUNTI NG CONCEPTS
MANAGEMENT®"S DISCUSSION AND ANALYSIS

STATEMENT OF CONCEPTS . .. ... . . e

Basi C Concept . ... ... ..
Discussion and rationale . .......... ... . .. . . . . .. .. .. . . ...
Background ... ...
Rel ationship to other reports . .......... ... . .. .. .. ...
Aut horitative status of accounting concepts ............

TOPICS FOR MD&A . . .

M ssion and Organi zational Structure....................
Di scussion and Analysis of the Financial Statenents.....
Fi nancial Results, Position and Condition (12);
Budgetary Integrity (13); Use of Estimates (13);
Current Demands, Ri sks, Uncertainties, Events,

Condi tions, and Trends (14); Future Effects of
Current Demands, Ri sks, Uncertainties, Events,

Condi tions and Trends (14); Future Effects of

Antici pated Future Events, Conditions, and Trends
(14); Understandi ng Financial Reporting (16)
Di scussion and Anal ysis of Systens, Controls and Legal
Conmpliance .. ........ ... . . . . .
Di scussion and Analysis of Performance..................
Per f ormance Measurenent (18); Understanding
Per f ormance Reporting (21)

APPENDI X A: BASIS FOR CONCLUSIONS . .. ...... ... ... ... .. .. ...,

Background and Project H story ........... ... ... . .. ... ....
Concepts and Standards . ........... ... ...
Responses to Second Exposure Draft ......................
| ncorporation of Guidance in OVMB Bulletin 97-01 ........
Management's ASSErtionS .. ....... ... ...
Accountability Reports ....... ... . . . . . . . . ..
| ncorporation by Reference............ .. ... .. .. ... ......

APPENDI X B: GLOSSARY . . ..

This is the original Concepts Statement file; please check for the most recent update in the FASAB Handbook at
www.fasab.gov/pdffiles/handbook_sffac_3.pdf.



This is the original Concepts Statement file; please check for the most recent update in the FASAB Handbook at
www.fasab.gov/pdffiles/handbook_sffac_3.pdf.



This is the original Concepts Statement file; please check for the most recent update in the FASAB Handbook at
www.fasab.gov/pdffiles/handbook_sffac_3.pdf.

EXECUTI VE SUMVARY

Thi s docunent describes the concepts on which the Board relied in
recomendi ng standards for Managenent's Di scussion and Anal ysis
(MD&A) to be included in general purpose federal financial
reports (GPFFR).! Concepts Statenments are not authoritative in
the sense that they do not establish standards or principles.
Preparers may find themuseful, but these concepts are not
“prescribed guidelines" for required supplenmentary information as
di scussed in section 558 of the Codification of Statements on
Auditing Standards published by the American Institute of
Certified Public Accountants. No standards or prescribed

gui delines for MD&A are presented in this statenent of concepts.

MD&A is an inportant vehicle for (1) communi cating nmanagers'

i nsights about the reporting entity, (2) increasing the
understandability and useful ness of the GPFFR, and (3) providing
accessible informati on about the entity and its operations,
service | evels, successes, challenges, and future. Sone federa
agencies also refer to MD&A as the "overview. "

The basic concept that underlies the standards for NMD&A is:

Each general purpose federal financial report (GPFFR)
shoul d i nclude a section devoted to managenent's

di scussion and analysis (MD&A). It should address the
reporting entity's perfornmance neasures, financial
statenents, systens and controls, conpliance with | aws
and regul ations, and actions taken or planned to
address probl ens. The di scussion and anal ysis of these
subj ects may be based partly on information contained
in reports other than the GPFFR. MD&A al so shoul d
address significant events, conditions, trends and
contingencies that nmay affect future operations.

A separate docunment titled Standards for Management®s Discussion
and Analysis presents the standards for MD&A. The standards for
MD&A say that MD&A shoul d address:

-- the entity's m ssion and organi zational structure;

-- the entity's performance goals and results;

-- the entity's financial statenents;

-- the entity's systens, controls, and | egal conpliance; and

The term general purpose federal financial report, abbreviated "GPFFR " is
used as a generic term to refer to the report that contains the entity's
financial statenments that are prepared pursuant to federal accounting
princi pl es.

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
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-- the possible future effects on the entity of existing,
currently-known demands, risks, uncertainties, events,
conditions and trends.

The di scussion and anal ysis of these subjects nmay be based on
information in other discrete sections of the GPFFR or it nay be
based on reports separate fromthe GPFFR The standards require
MD&A to be included in each GPFFR as required suppl enentary
information (RSI).

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
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MANAGEMENT" S DI SCUSSI ON AND
ANALYSI S

STATEMENT OF CONCEPTS

Basic Concept

1. Each general purpose federal financial
report (CGPFFR, see figure 1 on page 4) should

i nclude a section devoted to managenent's

di scussi on and anal ysis (MD&A).? NMD&A shoul d
address the reporting entity's program and
financi al performance neasures, financial
statenents, systens and controls, conpliance
with laws and regul ati ons, and actions taken or
pl anned to address problens. The di scussion and
anal ysis of these subjects may be based partly
on information contained in reports other than
the GPFFR MD&A al so shoul d address significant
events, conditions, trends and conti ngencies
that may affect future operations.

Discussion and rationale

2. Atypical GPFFR is a highly summarized
profile of a conplex entity. It is based on
conditions that exist at the reporting date and
events that occurred in the precedi ng peri od.

It shows what has happened, but it does not
explain why it happened or what may reasonably
be expected to happen in the future.

*The term general purpose federal financial report, abbreviated "GPFFR " is
used as a generic term to refer to the report that contains the entity's
financial statenents that are prepared and audited pursuant to the CFO Act of
1990, as amended. Entities may refer to these reports using different terns,

such as "Annual Report,"” "Accountability Report,"” "Financial Managenent
Report,"” etc. Paragraphs 54-112 and Appendix 1 of Statenment of Federal
Fi nanci al Accounting Concepts 2, Entity and Display, describe and illustrate

the contents of the GPFFR For nore information on the "Accountability Report™
see paragraph 0 and the glossary. (OQther words defined in the glossary are
marked with an asterisk.) See al so Toward a Report to Citizens on the State of
Their Nation and the Performance of Their Government: proceedings of the AGA
Task Force on a Report to Citizens on the State of the Nation, Association of
Gover nnment Accountants, 1994,

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
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3. Financial reports have two key roles. One is
a feedback role to provide information used for
eval uati ng past deci sions, expectations, and
trends. Another is a predictive role to provide
informati on used for formulating expectations
and nmeki ng deci sions about the future. Both

rol es can be enhanced by insights and
interpretations froman entity's managenent.

4. The managers of an entity have detail ed
knowl edge of the transactions, events, and
conditions reflected in the entity's financi al
report and of the policies that govern the
entity's operations. The managers al so have

i nformed expectations regarding the future
based on that know edge. As a part of their
stewardship responsibility, managers should
expl ain the significance of key financial and
nonfi nancial information shown in the report,
the strategies that led to the results
reported, and the inplications for future
operations of events that have occurred or are
likely to occur. The distinction between
"financial" and "nonfinancial"™ information is
arbitrary and often tenuous, but in this
context "nonfinancial information” can include
i nformation on systens, controls, conpliance
with laws and regul ati ons, and perfornmance.

5. A Federal reporting entity's GPFFR shoul d be
under st andabl e and useful to a w de audi ence,
not just menbers of the entity's managenent and
speci al i zed anal ysts worki ng for speci al

i nterest groups, corporations, and other
entities affected by the Governnment's actions.
Therefore, the report should be acconpani ed by
a conci se narrative discussion and anal ysi s.
Even insiders and specialized anal ysts often
need such a discussion and analysis to
understand the report. Conmmunication with a

w de audi ence may require effective use of

col ors, graphs, photographs, and charts.
Reporting understandabl e, accessible
informati on on the Governnent's actions and the
effects of its actions hel ps assure
accountability and provides a nore "l evel

pl aying field" on which the public interest can
best be served.

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
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Background

6. The Securities and Exchange Comm ssion (SEC)
has for many years recogni zed the inportance of
such a narrative discussion of the financial
statenents. To serve the interests of investors
and creditors, the SEC requires such a
narrative discussion and anal ysis from
managenent of conpanies under its purview. The
SEC wants MD&A to hel p readers understand the
entity's financial position and results of
operations wth the benefit of managenent's
under st andi ng and perspective. The SEC al so
wants MD&A to go beyond the basic financial
statenments, to include rel evant forward-I| ooking
i nformati on. Research on NMD&A for conpanies
regi stered wwth the SEC shows that MD&A adds
value to the financial statenents. Forward-

| ooki ng i nformation, for exanple, can be an

i mportant contribution.?

7. Several factors suggest that NMD&A nay be
even more inportant for Federal reporting
entities than for those in the private sector
and may need to be nore extensive in scope.
These factors include the conplexity of Federal
operations, the nyriad objectives they pursue,
and the diverse nature of the groups affected
by and interested in the Governnent's
activities. Fundanentally, the Governnent's
objective is to provide for the conmmon defense
and to pronote the general welfare, not to earn
a profit. Therefore, reporting on performance
and other matters in a way that is
under st andabl e to di verse audi ences is
inportant. For these reasons, both SFFAC 1,
Objectives of Federal Financial Reporting, and
SFFAC 2, Entity and Display, refer to MD&A in
concept as part of the general purpose federal
financial report.

*Research on MDEA in private sector financial reporting suggests that forward-
| ooking information in MD&A, in particular, is a significant source of added
val ue for financial analysts. See Stephen H. Bryan, "lIncrenental Information
Content of Required Disclosures Contained in Mnagenent Discussion and
Anal ysis," The Accounting Review Vol. 72 No. 2, (April 1997), pp. 285-301.
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8. Page 4 presents a schematic diagram of a
sanple GPFFR It is schematic because the
information called for by the statenents of
federal financial accounting standards should
be located in the report in a | ogical sequence,
not necessarily in the order shown. MD&A for
the reporting entity as a whole normally wl|l
be |l ocated imedi ately after the agency head's
letter. Reporting entities that organize their
GPFFR by responsibility segnent may conbi ne
MD&A regardi ng each segnent; alternatively,

t hey may have MD&A for each responsibility
segnent | ocated separately in each of the
respective subsections of the report. Preparers

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
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page 4

FI GURE 1: SCHENMATI C DI AGRAM OF A SAVPLE GENERAL PURPCSE FEDERAL FI NANCI AL REPORT

Agency Head's

Letter

Managenent' s Di scussi on and Anal ysis (RSI)

<----- - O her

El enents of the Ceneral

Pur pose Federal Financial Report-------- >

1. Basic
financi al
st atenent s
and not es,
with
auditor's
report if
audi t ed

2. Required
Suppl ement ary
St ewar dshi p

I nformati on
(RSSI)

3. Required
Suppl erent -
ary Infor-
mati on
(RSI)

4. Performance
I nf or mati on

5. Ot her Acconpanying 6. Managenent's

I nformation (QAl) assertions and reports
on controls, conpliance,
& corrective actions
under FMFI A and FFM A
(or portions of these
assertions and reports)

The GPFFR i s represented by MD&A plus colums 1-6

of the diagram (The agency head's letter
of the GPFFR by general
requi red by federal
not a literal

| ogi cal arrangenent.
that are typically reported in nore detai
di screte sections of the GPFFR or

practice,

is part
t hough it
accounting principles.) This is

i's not

depiction of the organization of a
report. Information should be presented in a

VD&A Wi | |

i n other

address maj or issues

in the
publicly

avai l abl e reports that the GPFFR incorporates by

ref erence

ref erence does not,
separate report

Unl ess | aw or

mat eri al incorporated by reference,
expects that the auditor of the financial

statenents wll treat the materi al

I ncor porating anot her report
by itself,
is subject to audit.

by
nmean that the

manageri al action requires nore
extensi ve audit review or exam nation of the

t he FASAB

i ncor porated by

ref erence as other acconpanying i nformation

al t hough it does not

physi cal |y acconpany the

GPFFR. OVMB has authority to provide specific
gui dance on the auditor's mninmumresponsibility

regarding this materi al

OVB may,

for example,

direct auditors to treat the material incorporated
by reference as if it were other acconpanying
information in an auditor-submtted docunent.

SFFAC 2 (paragraphs 106-111 and Appendix 1-F) calls
for a "Statement of Performance Measures" as part
of the GPFFR, but FASAB has not yet reconmended
standards for it. Other titles may be used for this
section of the GPFFR Performance indicators

included in the GPFFR wi Il either be those in the
entity's annual perfornmance report under the
Governnent Performance and Results Act of 1993
(GPRA or the Results Act) or a subset of them
Alternatively, that report may be incorporated by
reference. Until further guidance is available, the
agency should select the indicators to report in
consul tation with QOVB.

Federal Accounting

Concepts for

St andards Advi sory Board

Managenent's Di scussion and Anal ysis
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The assertions and report on control called for by
t he Federal Managers Financial Integrity Act (FMFIA
or Integrity Act) would not be stated in full in
MD&A. They woul d be reported in a discrete section
of the GPFFR or incorporated in the GPFFR by
reference. They are within the scope of NMD&A
because highly inportant aspects of systens,
conpliance, and internal controls should be

di scussed in MD&A. "Highly inportant™ in this
context may inply a higher threshold than
"materiality"” for the financial statenents.

If the report also includes financial statenents
for conponent entities (bureaus, responsibility
segnents, etc.), managenent should use its judgnent
i n organi zing the report. The component entities
financial statements may be di scussed in separate
sections of the report or as subsections of NMD&A of
the consolidated entity.

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Di scussion and Anal ysis
April 1999
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have flexibility to structure their report in
t he manner nost appropriate under the

ci rcunstances. This diagram the entire
statenent of concepts, and the acconpanying
standards for MD&A are intentionally witten in
general terms, in light of the evolving
practice of performance reporting and
accountability reporting in the federal
governnment. The standards for MD&A define in
general terns required supplenentary

i nformation that should acconpany fi nanci al
statenents prepared in conformance with federa
accounting principles.

9. MD&A shoul d address:
o] the entity's structure, mssion, goals,

and objectives, with indicators® of its
per f or mance;

o] actions taken or planned to inprove
per f ormance, when appropri at e;

o] the financial statenents;

0 systens, internal controls’,® and | ega

conpliance, including corrective action
taken or planned; and

o] the future effects of existing, currently-
known demands, risks, uncertainties,
events, conditions and trends. MD&A may
al so address the possible future effects
of anticipated future demands, events,
conditions, trends, etc. that managenent
beli eves woul d be inportant to the reader
of the report.

10. MD&A shoul d address these subjects even if,
as wll be true for many Federal reporting

“This document uses the ternms " performance neasure” and "performance
i ndi cator" synonynously. Sonme people use the term "performance indicator”
instead of "performance neasure" because the performance of governnent
progranms typically involves several factors or dinensions, and many of these
di mensi ons of performance cannot be neasured precisely.

“Wrds marked with ~ are defined in the gl ossary.

Federal Accounting Standards Advi s
Concepts for Managenent's Di scussion
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entities, separate docunents report nuch of the
information in nore detail. Information about

t hese subjects is essential to address the

obj ectives of federal financial reporting
regardi ng performance, stewardship, budgetary
integrity, and systens and controls.

The foll owm ng paragraphs explain the

i nplications of this.

11. Regarding the entity's m ssion and
per formance, MD&A should informthe reader how
well the reporting entity is doing. This nmeans
that it should tell the reader what the
reporting entity and its prograns have
acconpl i shed, and how well the entity is
managi ng its prograns. To do this, MD&A shoul d
answer such questions as:

o] VWhat do we need to know to gauge operating
success?

o] How do we neasure what we acconpli shed?

o] What do the nmeasurenents show?

12. To understand the information on

per f ormance, systens, controls, and | egal
conpliance, it typically is necessary to
under st and sonet hi ng about the reporting
entity' s organizational structure, mssion, and
strategic plan. Accordingly, NMD&A shoul d
concisely informthe reader about these topics.

13. Reporting information that hel ps people
assess the performance of the Governnent's
prograns and organi zations is an inportant

obj ective of Federal financial reporting. For
governnmental entities, in contrast to profit-
seeking entities, the financial result of
governnmental -type activities is rarely an
adequat e indicator of performance. (For a few
governnmental entities, mainly those that
conduct primarily business-type instead of
governnmental -type activities, the financial
results of operations may be an inportant,
albeit rarely sufficient, performance

i ndicator.) To assess performance, people need
addi tional information on the consequences of
the Governnent's activities. For a conpetitive,
profit-seeking entity, the value of its

Federal Accounting Standards Advi s
Concepts for Managenent's Di scussion
April 1999
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products or services is nmeasured by the anount
of noney custoners are willing voluntarily to
pay for them In such a situation, the
traditional inconme statenment reports on both
the efforts (nmeasured by expenses incurred) and
the acconplishnents (nmeasured by revenue
earned) of the entity. For governnent, expense
reflects efforts, as it does in the private
sector, but indicators other than revenue nust
be used to report on acconplishnents. A

di screte section of the GPFFR therefore
presents indicators of acconplishnments (such as
i ndi cators of outputs and outcones) and ot her

i ndi cators of performance. Alternatively, the
GPFFR i ncor porates performance indicators by
reference to a separate report such as the
Annual Performance Report required by the
Results Act. Either way, performance
information is an integral part of the GPFFR
and shoul d be discussed in MD&A. Managenent's
di scussion and anal ysis should therefore
address the nost inportant facets of
performance as well as the financial statenents
and suppl enentary information

14. Regarding the financial statenents, NMD&A
shoul d answer questions such as the foll ow ng,
to the extent that they are rel evant and
inportant for the entity:

o] VWhat is the entity's financial position?
Wiat is its financial condition?® How did
this conme about?

o] VWhat were the significant variations:
--fromprior years?

--fromthe budget?

--from performance plans, |ong-term pl ans,
or other relevant plans in addition to

The traditional concepts of "financial position" and "financial condition"
are typically applicable to revolving funds, Governnent corporations, and
other reporting entities that are intended to be self-financing. The concepts
may be less relevant, or may require sone qualification or nodification, for
ot her kinds of Federal reporting entities.

Federal Accounting Standards Advi s
Concepts for Managenent's Di scussion
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t he budget ?’

o] VWhat is the potential effect of these
factors, of changed circunstances, and of
expected future trends? In other words, to
the extent that it is feasible to project
the effects of these factors, will future
financial position, condition, and
results, as reflected in future financi al
statenents, probably be different from
this year's and, if yes, why? (Any such
di scussi on shoul d acknow edge that the
future is unpredictable and wll be
i nfl uenced by factors outside the
reporting entity's control, including
actions by Congress.)

15. Regardi ng systens and controls, MD&A shoul d
tell the reader whether internal accounting and
adm ni strative controls (sone authorities
prefer the term "managenent controls") are
adequate to ensure that:

o] transactions are executed in accordance
wi th budgetary and financial |aws and
ot her requirenents, consistent with the
pur poses aut horized, and are recorded in
accordance wth Federal accounting
st andar ds;

o] assets are properly acquired and used,
saf eguarded to deter theft, accidental
| oss or unaut horized disposition, and
fraud; and

0] performance neasurenent information is
adequat el y support ed.

7I\/hnagement shoul d use its judgnment to decide what variances are relevant for
MD&A. It will not always be essential or appropriate to discuss all variances.

Federal Accounting Standards Advi s
Concepts for Managenent's Di scussion
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16. Reporting information that hel ps people
assess the condition of the entity's nmanagenent
systens and of the relevant internal controls
is an inportant objective of Federal financial
reporting. The relevant internal controls for
this purpose are those that support reporting
on financial and operating performance and
reporting on conpliance wth applicable |aws.?
The great diversity of people (often with
conpeting interests) affected by governnental
action, and the fact that governnents function
wi thin and by neans of a framework of | aws,
mean that nore attention to these matters is
necessary than in financial reports for profit-
seeking entities.

17. An entity's ability to prepare auditable
financial statenments and other reliable reports
for managenent fromthe entity's books and
records is a positive signal about the finance-
rel ated systens and controls of that entity. By
t hensel ves, however, the financial statenents
of a governnental entity do not provide
adequate information about the status of the
entity' s managenent systens and interna
controls that support reporting on financial
and operating performance and reporting on
conpliance with applicable | aws. For these
reasons, the GPFFR of a Federal reporting
entity should include information about
systens, internal controls, and | egal
conpliance, in addition to the basic financial
statenents. This information--1ike the
information on performance--is presented in a
di screte section of the GPFFR; alternatively it
may be incorporated in the GPFFR by reference
to separate reports such as those required by
the Integrity Act. MD&A should therefore
address the nost inportant facets of this
informati on on systens, controls and |egal
conpliance, as well as the financial
statenents, supplenentary information, and
performance i nformation.

% nternal controls are also relevant to other obj ectives. For exanple,
controls hel p managenent assure efficient and effective use of resources for
the purpose intended. They also support preparation of performance reports
pursuant to GPRA. See, for exanple, paragraph O.

Federal Accounting Standards Advi s
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Relationship to other reports

18. The information in the GPFFR about systens,
internal controls, and |l egal conpliance (colum
6 in figure 1) may include the assertions and a
summary of the reports on controls, |egal
conpliance, and corrective actions pursuant to
the Integrity Act and the Federal Financi al
Managenent | nprovenent Act (FFM A), or those
reports may be incorporated by reference. This
i nformati on should be presented in conformance
wi th guidelines published by OvB. MD&A, in
turn, should discuss the nost inportant aspects
of the information on these topics. Referring
to separatel y-issued reports on systens and
controls does not elimnate the need to discuss
t hese topics in MDA °

19. The performance information (colum 4 in
figure 1) may include the indicators in an
entity's performance report pursuant to the
Results Act or a selection of the nost

i nportant performance indicators.

Al ternatively, a separate performance report
may be incorporated by reference. This

i nformati on shoul d be presented in conformance
wi th guidelines published by OvB. MD&A, in
turn, will discuss the nost inportant aspects
of the performance information. Reference to a
separatel y-i ssued performance report does not
elimnate the need to discuss performance in
VD&A.

Note that the pur pose of the pilot Accountability Reports is to elimnate the
need for numerous separate reports and to include the information required by
those reports in a single report. For exanple, the Integrity Act requires an
assertion on controls by the agency head. Pilot agencies are including this
assertion in the Accountability Report.

Federal Accounting Standards Advi s
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20. The performance reports required by the
Results Act nay be vol um nous for sone
agencies. In such cases, it may not be
desirable to include all this information in
the GPFFR It is necessary to include at | east
sonme information about performance with the
financial statenments, however, so that people
who use the GPFFR can understand why the costs
reported in the financial statenents were

i ncurred and the consequences of doing so.

21. In the sane way, the GPFFR by itself may
not provide a conprehensive report on systens,
controls and | egal conpliance. There nay be
vol um nous reports from managenent and auditors
on these topics. It is necessary to include at

| east sone information about these topics,
however, so that users of the GPFFR can
under st and whet her the resources on which it
reports were properly safeguarded and used for
t he purposes intended, whether reliable reports
can be prepared, and whether the other

obj ectives of internal controls are being net.
This information is inportant both to provide a
basi s for understanding the financial
statenments thensel ves and to address the

obj ectives of federal financial reporting.

22. Conbining informati on on these topics adds
val ue by putting the information about
performance, internal controls, and systens in
the context of audited financial statenents.
For exanple, the quality of infornmation on the
cost of outputs and outcones of prograns is
enhanced by linking these indicators to the
audited Statenent of Net Cost. This is true
even though the Statenent of Net Cost nmay be
too highly aggregated to identify separately
all the prograns reported on for the Results
Act. Simlarly, the auditor's tests of
transactions and controls in connection with
the audit of the financial statenents provide
i nformati on about the condition of the systens
and controls used to safeguard resources and to
assure that they are used for the intended

pur poses, in conformance with | aw. (Paragraphs
0 and 0-0 say nore about the discussion and
anal ysis of systenms, controls, and

per f or mance.)
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Authoritative status of accounting concepts

23. This Statenent of Federal Financi al
Accounting Concepts describes ideas and goal s
to guide the Board in its work. Concepts are
not authoritative in the sense that they do not
constitute accounting standards or principles
for federal reporting entities. In particular,
they are not "prescribed guidelines" for

requi red supplenentary information as di scussed
in section 558 of the Codification of
Statements on Auditing Standards published by
the Amrerican Institute of Certified Public
Account ant s.

TOPI CS FOR MD&A

24. This section provides specific suggestions
for the content of MD&A. Like the other
sections of this docunent, this material does
not constitute accounting standards or
principles for federal reporting entities.
Except to the extent that OVB nay issue
suppl enment ary mandat ory gui dance regardi ng the
content of NMD&A, the followi ng itens should be
read as suggestions to be considered, not as
prescriptive rules that nmust be foll owed.
Mission and Organizational Structure

25. MD&A should contain a brief description of
the mssion(s) of the entity and describe its
rel ated organi zati onal structure.
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Discussion and Analysis of the Financial Statements'

26. Financial Results, Position and Condition--
MD&A shoul d hel p those who read it to
understand the entity's financial results and
financial position and the entity's effect on
the financial position and condition of the
Government . ' It shoul d give readers the benefit
of managenent's understandi ng of the
significance and potential effect fromboth a
short- and a | ong-term perspective of:

o the variations discussed in paragraph O in
terms of major changes in types or anounts
of assets, liabilities, costs, revenues,
obligations and outl ays;

o particul ar bal ances and anpbunts shown in the
basic financial statenents, including the
notes, such as those dealing with
dedi cated collections or trust funds, if
rel evant to inportant financial managenent
i ssues and concerns; and

o the entity's required suppl enentary
stewardship i nformati on (because RSSI
descri bes econom c conditions that cannot
be expressed in the basic financial
statenents).

27. Only those variations, balances and
anounts, and stewardship matters of potenti al
interest to readers who are not part of agency
managenent shoul d be di scussed. Not all changes
that are material to the GPFFR are sufficiently
inportant to be included in MD&A. A |i ne-by-
line analysis of the financial statenents is
not generally appropriate. Instead, MD&A should
summari ze the nost inportant itens, explain the
rel evant causes and effects, and place themin
cont ext .

Pror many readers program performance information is nore inportant than the
financial statements. The order in which topics are discussed in this docunent
does not inply that performance information is of secondary inportance. See
par agr aphs 43 and fol | owi ng.

Unvat eriality of effects to be discussed should be evaluated in the context of
the specific reporting entity, not the Governnent as a whol e.
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28. Budgetary Integrity--NMD&A shoul d conci sely
expl ai n how budgetary resources have been
obt ai ned and used, instances in which their
acquisition and use were not in accordance with
| egal authorization, the status of budgetary
resources, and how i nformati on on the use of
budgetary resources relates to information on
the cost of program operations. NMD&A shoul d
expl ai n when maj or support for cost of a
programor activity is provided outside the
reporting entity's budget and when the entity's
budget supports a programprimarily reported by
anot her entity. The discussion should describe
maj or financing arrangenents, guarantees, and
lines of credit, including those not recogni zed
in the basic financial statenents.

29. MD&A shoul d expl ai n maj or changes during
the period to the budget originally approved,
major failures to conply with finance-rel ated
| aws, and other matters managenent believes
necessary. These coul d incl ude:

o unfunded liabilities that may require
appropri ations;

o assets that could be sold to augnment future
budget ary resources;

o anounts of paynents that have not been
mat ched w th obligations;

o anticipated increases in the cost to conplete
| ong-term projects in progress that may
require additional obligations or
appropri ations.
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30. Use of Estimates--M&A should concisely
explain the use of estimates where that is

i nportant to understand issues discussed in
MD&A, such as the nmajor risks and uncertaintie
menti oned in paragraph O or the key forward-

| ooki ng information di scussed in paragraph O.
For exanple, the future expenses and the |ong
term obl i gati ons'? associated with nmajor soci al
i nsurance prograns such as Social Security and
Medi care shoul d be di scussed in MD&A of the
financial report of the relevant reporting
entities. These estimates are inherently

S

i npreci se and sensitive to several assunptions.

Such factors would, therefore, be worthy of
di scussion i n NMD&A.

31. Current Demands, Risks, Uncertainties,
Events, Conditions, and Trends--MD&A shoul d
describe inportant existing, currently-known
demands, risks, uncertainties, events,
conditions and trends--both favorable and
unfavorabl e--that affect the anmounts reported
in the financial statenents and suppl enentary
information. The information called for by thi
par agraph and paragraph 0 is closely rel ated.
Preparers shoul d conmbi ne the presentation of
this information in whatever fashion is
appropriate under the circunstances that apply
to the reporting entity.

32. Future Effects of Current Denmands, Ri sks,
Uncertainties, Events, Conditions and Trends- -
The di scussion of these current factors shoul d
go beyond a nere description of existing
condi ti ons, such as denographic
characteristics, clains, deferred naintenance,
commi t ment s** undert aken, and maj or unfunded
liabilities, to include a discussion of the
possi ble future effect of those factors. (This
di scussi on of possible future effects of

exi sting, currently-known factors is required
pursuant to the standards in Standards for
Management®s Discussion and Analysis.)

“The term "obligations" is used here in the customary sense, not as it
used in budgetary accounti ng.

BThe term "commitments" is used here in its customary sense, not as it
used in budgetary accounti ng.
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33. Future Effects of Anticipated Future
Events, Conditions, and Trends--To the extent
feasi bl e and appropriate, the di scussion should
al so enconpass the possible future effects of
anticipated future events, conditions, and
trends, although this additional information is
not required by the standards for MD&A. '* For
exanpl e, MD&A m ght discuss the possible future
effect of anticipated trends in the cost of
inputs that may significantly affect future

out put costs. Other exanples include the future
ef fect of anticipated denographic trends, such
as declining nortality rates, and the future
effects of potential changes in behavior that
may be caused by changes in Governnent

prograns. Such behavioral changes can greatly
affect the future cost of sonme Governnent al
prograns. For exanple, such effects can arise

i f subsidized i nsurance encourages the people
or entities nost at risk to participate in

i nsurance prograns ("adverse sel ection") or
encour ages risky behavior ("noral hazard").

34. An anticipated condition such as a
prospective denographic trend or potenti al
behavi oral change may not, in itself,
constitute a contingency or assuned risk that
must be recogni zed, disclosed, or reported
pursuant to SFFAS 5. Likew se, it may not be
sonet hi ng that nust be discussed in MD&A
pursuant to the Standards for Management®"s
Discussion and Analysis. Even so, if there is a
reasonabl e prospect of a najor effect on the
reporting entity due to the antici pated
condition, then MD&A should include this
information to the extent feasible.

“sone projections that could involve consideration of anticipated factors
woul d be presented as required supplenmentary stewardship information pursuant
to the standards exposed for comment in FASAB' s exposure draft Accounting for

Social Insurance,

February, 1998.
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35. Wiere appropriate, the description of

possi ble future effects of both existing and
anticipated factors should include quantitative
forecasts or projections . Such forecasts or
projections can show the inplications of
existing policies and conditions in |light of
antici pated or reasonably possible future
conditions. For exanple, for MD&A of the
Governnment -w de financial statements, |ong-term
projections of the deficit or surplus may be

i nportant indicators of financial condition and
sustainability. For insurance prograns, this

ki nd of projection--which actuaries sonetines
call "dynam c anal ysi s"--woul d consi der
possi bl e interactions anong current assets,
reserves, policies in force, expected future
busi ness or popul ati ons covered by the

i nsurance, and potential behavioral changes
such as adverse selection and noral hazard, if
appropriate. Sonme prograns are inter-related
anong t hensel ves and/or with conditions in the
private sector. For exanple, flood insurance
prograns and di saster assistance prograns nay
be related to such an extent that analysis of
prograns individually would not provide a good
idea of their potential inpact on the
Governnent. To the extent feasible, projections
shoul d consi der the potential inplications of
such rel ati onshi ps.

36. The future inplications of current or
anticipated factors often can better be
expressed as a range of possible outcones and
associ ated probabilities than as a single point
estimate. Sonetines the inplications nay best
be di scussed in nonfinancial as well as
financial ternms. Forward-I|ooking information
can be highly useful, but managenent shoul d
avoid turning this part of MD&A into nere

"l obbyi ng" for nore budgetary authority.

37. Under standi ng Financi al Reporting-- MD&A
shoul d make federal financial statenents
under st andable to a wi de audi ence, not just to
users who are specialized anal ysts or nenbers
of the entity's managenent. There may be many
potential sources of m sunderstandi ng.
Managenment should try to identify those sources
of m sunderstanding that may be inportant and
deal with themin MD&A. Sone of these are
general and pervasive, such as those that my

Federal Accounting Standards Advi sory Board
Concepts for Managenent's Discussion and Anal ysis

April 1999



This is the original Concepts Statement file; please check for the most recent update in the FASAB Handbook at
www.fasab.gov/pdffiles/handbook_sffac_3.pdf.

20

MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

arise in the mnds of new users of federa
financial statenments. New users nmay have been
budget - oriented rather than accrual -accounting
oriented, or may be accustoned to seeing
financial statenments prepared on the basis of
private sector accounting standards. A general
di scussion and reference to the Statenent of

Fi nanci ng and the basis of accounting footnote
may be sufficient for such users, although nore
specific treatnent may be appropriate where the
resulting differences in the reported anmounts
may be inportant to the understandi ng of users.

38. Enphasis that may be given in the financial
statenents to the costs of suborgani zations and
prograns may require cautionary discussion of
the rel evance and utility of cost information.
VWhen MD&A itself discusses the cost of program
out cones, the problens of associating costs
with outconmes may need to be discussed. In

addi tion, the possible inprecision of cost

i nformati on should be nmentioned when it could
be relevant to users' understanding. Simlarly,
any account -1l evel discussion in MD&A of

vari ations, bal ances, and amounts in the basic
and stewardship informati on made in response to
paragraphs 0 and O nay require nention of the

i npreci sion of anpbunts cited.

39. Exceptions and disclainmers in the auditor's
report should be nentioned in MD&A, and
managenent shoul d respect the auditor's

prof essi onal judgnent if managenent expresses
di sagreenent with auditor's findings. (This
does not nean that managenent nust refrain from
stating views that differ fromthe auditor's;
e.g., different views as to whether a weakness
in control is material.) There may be ot her
sources of m sunderstandi ng. Managenent shoul d
be sensitive to them and guide the user to a
bett er understandi ng when the problem could
significantly affect the conclusions and

j udgnment s of substantial nunbers of users.
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Discussion and Analysis of Systems, Controls and Legal
Compliance

40. The schematic di agram of a sanpl e GPFFR on
page 4 includes a discrete section that reports
on the status of the entity's managenent
systens and internal controls that support (1)

preparation of financial statenments and
performance information in accordance with
Federal Accounting Standards and managenent's
criteria, respectively, and (2) the entity's
conpliance with applicable |aws.' That section
al so describes material problens reveal ed by
audits or otherw se known to managenent, and
the corrective actions taken or planned
regardi ng material problens.

41. \VWere rel evant, nmanagenent shoul d di scuss
the results of audits of non-Federal entities
such as those pursuant to the Single Audit Act
as anmended and OVMB G rcul ar A-133. MD&A shoul d
al so di scuss actions taken, in progress, or

pl anned to address system c problens in program
design that contributed to the audit findings.
Where rel evant, managenent shoul d descri be the
met hods used to limt, detect, and recover

i nproper paynents; to assure that grantees and
ot her nonfederal recipients of Federal funds
use the funds as intended; and to assure that
Federal and nonfederal entities conply with
finance-related | aws and regul ati ons. NMND&A
shoul d i nclude a conci se description of any
maj or problens in these areas and of the
corrective action taken or planned.

Discussion and Analysis of Performance

BThese responsibilities are defined in numerous laws and admnistrative
requi renents, including the Federal Financial Mnagenent |nprovenment Act, OVB
Crculars A-123 and A-127, and OVB Bulletin 98-08. A |law of special inportance
in this connection is the Federal Managers' Financial Integrity Act of 1982
(FMFIA or the Integrity Act). The Integrity Act requires, in part, that

"internal accounting and administrative controls of each executive agency
shal |l be established . . . and shall provide reasonabl e assurances that--

i) obligations and costs are in conpl iance with applicable | aw,

i1) fundS roperty, and other assets are safeguarded against waste, |o0ss,

~ .~ unaut horpl zed usSe, or m sappropriation; and ]

(iii) revenues and expenditures appl icable to agency operations are properly
recorded and accounted for o permt the” préparation of accounts and

reliable financial and statistical reports and to mai ntai n

accountability over the assets.”
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42. Performance Measurenent--The objectives and
needs of the Federal Governnent are markedly
different fromthe objectives and needs of non-
governnment al organi zations. This difference
extends to the needs of those who use financi al
statenents of governnmental organizations. Their
needs are different in many ways fromthe needs
of investors, which the SEC s requirenents
address. In particular, reporting on the

per f ormance of governnental prograns,

organi zations, and activities requires
informati on that goes beyond the change in net
assets and, indeed, beyond financi al

i nformati on.

43. The actual outcones, acconplishnents, or
degree to which predeterm ned objectives are
met provide indicators or measures of sone
aspects of effectiveness.'® MD&A shoul d
objectively discuss the entity's program
results and indicate the extent to which its
prograns are achieving their intended

obj ectives.' Efficiency and effectiveness are
i nportant el enents of performance neasurenent,
and nmeasuring cost is an integral part of
assessing the efficiency and effectiveness of
prograns. Relating outputs (the quantity of
services provided) to inputs (the cost incurred
to provide the services) provides an indicator
or neasure of one aspect of efficiency.

| nformati on about effectiveness is often
conbined with cost information to hel p assess
"cost effectiveness."

BsFrAC 1, paragraph 206 notes that, to the extent feasible and practical,
ef fectiveness evaluation should focus on program results or effects in the
sense of "inpacts ," i.e., the difference between what actually occurred and
what woul d have occurred in the absence of the program Assessing imnpacts of
Governnmental action in this sense typically requires program evaluations or
ot her techniques that transcend annual performance reporting, although these
techniques often will avail of information in the annual performance reports.
Valid and reliable evaluations of program inpacts are not feasible for sone
progranms. Wen they are conducted, they often require several years of data,
are expensive, and typically are not perforned on an annual basis for a given
pr ogr am

Ypar agraphs 106-111 and Appendix 1-F of Statenent of Federal Financial
Accounting Concepts 2, Entity and Display, discuss and illustrate reporting on
performance in the GPFFR
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44. The entity's financial performance shoul d
be summarized to provide significant indicators
of its financial operations for the reporting
period. Indicators of financial performance are
presented in notes and suppl enentary
information as well as on the face of the
princi pal financial statenents, e.g.,

i nformati on about managenent of | oans and
accounts receivable. Financial performance is
only one aspect of perfornmance for governnental
entities. Financial performance shoul d be

di scussed to the extent relevant for the
entity, in a way that appropriately bal ances

t he di scussion of financial and nonfinanci al
performance rel evant to the program or ot her
reporting entity.

45. The di scussion of performance should rel ate
to maj or goal s and objectives fromthe agency's
strategic plan and to the indicators reported
pursuant to the Results Act. It should explain
what key performance indicators say about
program performance. The summary di scussi on of
per formance in MD&A shoul d:

0 discuss the strategi es and resources the
agency uses to achieve its performance
goal s;

o provide a clear picture of actual and pl anned
performance across the agency; and

o explain the procedures that managenent has
desi gned and followed to provide
reasonabl e assurance that the reported
performance information is relevant and
reliable.

46. The di scussion of performance shoul d:
o include both positive and negative results;

o present historical and future trends, if
rel evant (see paragraphs 0-0 regarding
projections of the financial effects of
known and anti ci pat ed denmands,
comm tnents, events, risks, uncertainties
or trends for which a material financial
effect is reasonably possible);

o be illustrated with charts and graphs,
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whenever hel pful, for easy identification
of trends;

o explain the significance of the trends;

o provide conparison of actual results to goals
or benchmarks;

o explain variations fromgoals and plans; and

o provide other explanatory information that
managenent believes readers will need to
understand the significance of the
indicators, the results, and any
variations fromgoals or plans.

47. To further enhance the useful ness of the

i nformati on, agencies should include an

expl anati on of what needs to be done and what
they plan to do to inprove program perfornmance.

48. Under st andi ng Performance Reporting--
Important Timtations and difficulties
associ ated with perfornmance neasurenent and
reporting should be noted to the extent
relevant to the vital performance indicators
di scussed in MD&A. The relevant |limtations
will vary fromprogramto program but sone
comon factors that may need to be di scussed
i ncl ude the foll ow ng:

o performance usually cannot be fully described
by a single indicator;

o indicators of performance do not, by
t hensel ves, say why perfornance is at the
| evel reported; and

o focusing exclusively on quantifiable
i ndi cators can someti nes have uni nt ended
consequences.
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49. For these and ot her reasons, performance

i ndi cators generally need to be acconpani ed by
sui tabl e expl anatory information. Explanatory
i nformation hel ps report users understand
reported indicators, assess the reporting
entity's performance, and eval uate the
significance of underlying factors that may
have affected the reported perfornance.

Expl anatory informati on may include, for
exanpl e, information about factors
substantially outside the entity's control, as
wel | as information about factors over which
the entity has significant control.

This Statement of Recommended Concepts was
adopted
unanimo
usly by
the
eight
members
of the
Federal
Account
ing
Standar
ds
Advisor
y Board
serving
on the
Board
in
April
1999.
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APPENDI X A: BASI S FOR CONCLUSI ONS

Background and Project History

50. The Board identified MD&A as a topic for
its agenda shortly after the Board' s inception.
The Board deferred work on this topic, however,
until it conpleted recomrendations for an
initial set of basic accounting standards.
FASAB published an initial exposure draft on
MD&A in January, 1997. The Board received
comment letters on the initial exposure draft
fromthe foll ow ng sources:

FEDERAL NONFEDERAL
TOTAL

(internal) (external)
USERS, ACADEM CS AND OTHERS!® 4 4
AUDI TORS 7 3 10
PREPARERS AND FI NANCI AL 16 16
MANAGERS
TOTALS 23 7 30

BThis cat egory

enpl oyees,
contractors,

f eder al
as well

51. The basic rationale for MD&A has not
changed since the initial exposure draft. As a
result of its deliberations after receiving
comments on the 1997 exposure draft, however,

t he Board nade certain changes. The nore
significant changes are discussed bel ow.

includes representational organizations, retired federal

enpl oyees responding as individuals, and federal
as academ cs and ot her GPFFR users.
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Concepts and Standards

52. The initial exposure draft was presented as
a statement of recomrended concepts. The Board
proposed that it would deal wth NMD&A
conceptually, with the understanding that OVB
woul d provide authoritative gui dance on MD&A to
i npl enment the concepts. This approach woul d
have been simlar to the one used to deal with
the topics of entity and di splay. The Board
dealt with those topics conceptually in SFFAC
2. OVB then provided authoritative guidance in
its Bulletin on Formand Content. The 1997
exposure draft asked respondents whether all or
part of its provisions should be issued as
recommended standards rather than reconmended
concepts. Responses were m xed; nost of those
who commented on this question favored
concepts, but a significant nunber expressed
the view that standards woul d be appropriate.

53. The Board concluded that, given the

i nportance of MD&A as an integral part of the
GPFFR, it would be appropriate to reconmend
standards for MD&A. At the sane tine, however,
t he Board concluded that for now this

i nformati on should be treated as required
suppl enmentary information. The Board al so
agreed that no detailed requirenents or
gui del ines for MD&A shoul d be incorporated in
federal accounting standards at this tinme
beyond t hose proposed in the subsequent
exposure draft (discussed below titled
Standards for Management®s Discussion and
Analysis. In other words, the Board agreed, a
di scussion and anal ysis that addresses the
topics listed in the proposed standards shoul d
be an essential part of a conplete GPFFR At
the sane tinme, managenent shoul d have great

di scretion about what to say regardi ng those
topics, subject only to the criteria proposed
in the exposure draft Standards for
Management®s Discussion and Analysis and the
pervasive requirenment that MD&A not be

m sl eadi ng. Because of this change, the Board
deci ded to expose separately for further
coment the proposed new standards and
concepts. The exposure drafts were issued in
Cct ober 1998; responses were requested by
January 1999.
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Responses to Second Exposure Draft

54. The Board received comment letters on the
second exposure draft fromthe foll ow ng

sour ces:
FEDERAL NONFEDERAL
TOTAL
(internal) (external)
Cl TI ZENS, USERS, ACADEM CS 3 3
AND OTHERS
AUDI TORS" 3 3 6
PREPARERS AND FI NANCI AL 11 11
MANAGERS
TOTALS 14 6 20

55. Most comments were generally favorable, but
comments were m xed regarding sone points. A
few auditors and preparers expressed sonme
concern about requiring forward-| ooking
information as RSI. O hers expressed support
for doing so. After considering these
responses, the Board agreed to defer the
recommended i npl enentati on date of the standard
by one year and to nake m nor editorial changes
to the standards and concepts that were exposed
for coment.

B ncludes the Al CPA's Federal Accounting and Auditing. Subcommittee and the
Conptroller General's Advisory Council on”Governnent Audit Standards.
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Incorporation of Guidance in OMB Bulletin 97-01

56. This docunent, |ike both exposure drafts,

i ntegrates sone of the guidance in OMB Bulletin
97-01 for preparing the "Overview' of the
financial report with sone of the guidance
proposed in FASAB's initial exposure draft for
MD&A. Sonme portions of the guidance regarding
performance neasurenent in 97-01's discussion
of the "Overview' have been omtted. As an
interimstep prior to inplenentation of the
Results Act, OMB and nany agenci es used the
Overview as a major vehicle for reporting on
performance, not just as a summary and
analysis. Wth the full inplementation of the
Results Act in FY 1999, however, it wll be
appropriate to i nplenent the financial
reporting nodel contenplated in SFFAC 2. This
contenpl ates a discrete section of the GPFFR
focused on performance. Alternatively,
performance informati on may be incorporated in
the GPFFR by reference to another report or
reports.

Management"s Assertions

57. Senior managenent of the reporting unit is
responsi ble for the content of the GPFFR

i ncl udi ng MD&A. Consistent with that, the
initial exposure draft included the follow ng
par agr aph:

MD&A shoul d include a discrete section with
managenent's explicit assertions that it is
responsi bl e for maintaining internal accounting and
adm ni strative controls that are adequate to ensure

t hat

o} transactions are executed in accordance with
budgetary and financial |aws and ot her
requi renents, consistent with the purposes
aut hori zed, and are recorded in accordance
wi th Federal accounting standards;

0 assets are properly safeguarded to deter
fraud, waste, and abuse; and

0 performance neasurenent information is

adequately supported. [footnote om tted]

58. Thi s paragraph, which was based on the
| anguage of objective four in SFFAC 1, was
nodi fied after the first exposure. The Board
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concl uded that such assertions should be
presented in a separate section of the GPFFR
not in MD&A. Alternatively, nanagenent's
assertions about internal control and rel ated
i nformati on about systens, controls, and
conpliance may be incorporated in the GPFFR by
reference to another report or reports. (As
noted previously, pilot agencies are including
t hese assertions in their accountability
reports.) FASAB expects to consider whether a
new st atenent of standards is needed to assure
t hat Federal financial reports adequately
address objective four of Federal financial
reporting, "Systens and Controls."” As noted in
paragraph 0, MD&A shoul d include a description
of any mmj or deficiencies in the managenent
systens and internal controls designed to
provi de reasonabl e assurance that managenent
responsibilities are satisfactorily carried
out. It also should describe the corrective
action pl anned.

Accountability Reports

59. The Board notes that the concept and
practice of the "Accountability Report”
continue to evolve through the pilot project
voluntarily undertaken by several agencies. The
Board supports this evolution and encourages
agencies to participate in the pilot project.
The concepts and standards FASAB recommends are
intended to be applicable to the GPFFR of
Federal entities, whether those reports are
prepared pursuant to the Chief Financial

O ficers Act, the Governnment Managenent Reform
Act, or some future law that m ght establish a
statutory basis for Accountability Reports. In
the event of such future legislation, OB w ||
need to resolve any questions about how to
apply existing Federal accounting standards in
the context of new | egislative requirenents.

Incorporation by Reference

60. Sonme respondents were di sturbed by the
notion of providing program performance

i nformation through reference. Sone were
concerned that, if readers are nerely directed
to other reports for this information, the
GPFFR wi | | becone irrelevant. They believe that
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the GPFFR shoul d contain information about
program performance, systens, and controls, not
only in MD&A but also in discrete sections,
such as the Statenent of Program Performance

di scussed and illustrated in SFFAC 2,

par agraphs 106- 111 and Appendi x 1-F.

61. The Board agrees that, as is stated in

paragraph 0, "it is necessary to include at
| east sone information about performance with
the financial statenments . . . so that people

who use the GPFFR can understand why the costs
reported in the financial statenents were
i ncurred and the consequences of doing so."

62. The Board acknow edges that SFFAC 2 calls
for and illustrates a Statenent of Program

Per f ormance Measures. (Footnote 13 in SFFAC 2
explains that this statenent is not "basic"
information as that termis used in audit
standards: "The Statenent of program
performance neasures is not a basic financial
statenment. Nevertheless, it is an inportant
conponent of the financial reports.") The Board
continues to believe that performance
information is a vital, integral part of

general purpose financial reporting. It should
be noted, however, that SFFAC 1 and SFFAC 2
were issued before the performance pl anning and
reporting requirenments of GPRA becane
effective. The Results Act creates an el aborate
new pl anni ng and reporting environnment that is
still evolving. Sone details of the reporting
nodel that were envisioned conceptually in
SFFAC 2 may accordingly need to be revised
slightly.

63. This statenment of concepts is intended to
be consistent with the previously stated goals
and concepts of the Board, while recognizing
that sonme details of how best to achieve those
goals in the new context still need to be
defined. OMB wll play a key role in this
process; FASAB may al so provide further

gui dance in future projects. FASAB agrees that
t he GPFFR shoul d not address perfornmance,
systens, and controls only by neans of
reference to other reports. The standards for
VMD&A require that MD&A do nore than refer to
ot her docunents.
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64. Ot hers expressed concern that, if MD&A is
to be regarded as RSI, audit problenms m ght
arise from"incorporation by reference" in NMD&A
of information drawn from ot her sources that

m ght not be subject to audit or review as
basic or required supplenentary information,
and for which authoritative gui dance had not
been provided by a standard setter. The Board
noted that nost of those who conment ed,

i ncluding nost auditors, did not appear to be
greatly concerned about this potential problem
The Board concluded, therefore, that any such
probl ens were not |likely to be insurnountable.
The Board did, however, agree to defer by one
year the inplenentation date of the standard to
allow OMB and GAOtinme to resolve any audit

i ssues that nmay ari se.
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APPENDI X B: GLOSSARY

Accountability Reports--These reports are
broader in scope than traditional general
purpose financial reports. As explained by QOVB:
"Six pilot agencies volunteered to produce an
"Accountability Report' for FY 1995 to provide
nore useful information to decision nmakers by
i nki ng together information required by
several managenent stat utes.

Accountability Reports |ntegrate t he foll ow ng
information: the FVFI A report, the CFGs Act
Annual Report (including audi ted financi al
statenents); managenent's Report on Final
Action as required by the 1G Act; CGuvil
Monetary Penalty and Pronpt Paynent Act
reports; and avail able information on agency
per formance conpared with its stated goal s and
obj ectives, in preparation for inplenentation
of GPRA." Federal Financial Management Status
Report and Five Year Plan, June 1996, pages 33-
34. Twel ve agenci es produced accountability
reports for FY 1997; eighteen plan to do so for
FY 1998; the nunber will increase to 23 for FY
2000. (The requirenent to include Cvil
Monetary Penalty and Pronpt Paynent Act reports
has been del eted.)

Anticipated--The word "antici pated” is used in
a broad, generic sense in this docunent. In
this context the term may enconpass both
"probabl e" | osses arising fromevents that have
occurred, which should be recogni zed on the
face of the basic or "principal™ financial
statenents, as well as "reasonably possible"

| osses arising fromevents that have occurred,
whi ch shoul d be disclosed in notes to those
statenents. "Anticipated”™ may include the
effects of future events that are deened
probabl e, for which a financial forecast would
be appropriate. The term may al so enconpass
hypot hetical future trends or events that are
not necessarily deened probable, for which
financial projections may be appropriate. (See
bel ow for definitions of "forecast" and
"projection.")
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Forecast--The term "forecast"” in this docunent
refers to prospective financial information,
including but not limted to prospective
financial statenents, based on managenent's
assunptions about future conditions and actions
that are deened probable during the period
covered. Forecasts are distinguished from
"projections,” which provide prospective
financial information based on one or nore
hypot heti cal assunptions or sets of
assunptions. The hypothetical assunptions used
in projections relate to future conditions and
actions that may occur, but which are not
necessarily deenmed probable to occur. Both
forecasts and projections may contain a range.

Impacts--1n the context of discussing

per f ormance neasurenent, SFFAC 1 defines
"inpacts" as the difference between what
actually occurred and what woul d have occurred
in the absence of a Governnment program SFFAC
1, paragraph 206 notes that, to the extent
feasi ble and practical, effectiveness

eval uation should focus on programresults or
effects in the sense of "inpacts." Assessing

i npacts of Governnmental action in this sense
typically requires program eval uati ons or ot her
techni ques that transcend annual perfornmance
reporting, though these techniques often wll
avail of information in the annual performance
reports. These eval uations often require
several years of data, are expensive to
conduct, and typically are not perfornmed on an
annual basis for a given program

Internal control--"Internal control is defined
as a process, effected by an agency's
managenent and ot her personnel, designed to
provi de reasonabl e assurance that the

obj ectives of the agency are being achieved in
the foll owi ng categories:

o] Ef fecti veness and efficiency of operations
including the use of the entity's
resour ces.

o] Reliability of financial reporting,

i ncluding reports on budget execution,
financial statenments, and other reports
for internal and external use.
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o] Conpl i ance with applicable | aws and
regul ati ons.

A necessary inplication or subset of these

obj ectives is the safeguardi ng of agency assets
agai nst unaut hori zed acquisition, use, or

di sposition. Consequently, the definition of
internal control, as it relates to safeguarding
assets can be extended to include processes,

ef fected by an agency's managenent and ot her
personnel, designed to provide reasonabl e
assurance regardi ng prevention of or pronpt
detection of unauthorized acquisition, use, or
di sposition of the agency's assets." (From
Standards for Internal Control in the Federal
Government, Exposure Draft, U S. GAO Decenber
1997.)

Projection--The term "projection" refers to
prospective financial information, including
but not limted to prospective financial
statenents, based on one or nore hypothetical
assunptions or sets of assunptions. The

hypot heti cal assunptions relate to future
conditions and actions that nmay occur, but

whi ch are not necessarily deened probabl e
(unli ke the case with forecasts). Both
forecasts and projections may contain a range.
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