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Wednesday, August 20, 2008
Administrative Matters

e Attendance

The following members were present throughout the meeting: Chairman Allen, Messrs.
Dacey, Farrell, Jackson, Patton, Reid, Schumacher, and Steinberg. Ms. Carrie Hug
attended the meeting for OMB member, Danny Werfel. Mr. David Torregrosa
represented CBO. The executive director, Ms. Payne, and general counsel, Mr.
Dymond, were also present throughout the meeting.



e Approval of Minutes

The minutes were approved electronically in advance of the meeting.
¢ Robert Murphy, CBO

The Board paused for a moment of silence in remembrance of Bob Murphy, CBO
general counsel and FASAB member, who passed away earlier in the month.

e Domenic Savini, FASAB Staff member

Ms. Payne introduced new staff member, Domenic Savini. Mr. Savini indicated that it
was a privilege to serve the Board.

Agenda Topics
e Fiscal Sustainability

Assistant Direct Ms. Parlow noted that at the June 2008 meeting, the Board had
indicated its intention to issue an exposure draft (ED) by the end of August 2008, which
would allow a full 120 days of public comment before the public hearing planned for
February 2009.

‘Current Policy without Change”

The Board discussed which short/abbreviated term would be best to use to refer to the
proposed guidance for policy assumptions. Among the terms considered were: “current
levels of benefits, services and taxation,” “current policy without reform” and “current
policy without change.” A majority voted to adopt the term “current policy without
change.”

Fiscal Gap

The Board discussed proposed requirements for reporting fiscal gap.1 A majority of
members approved the flexible proposed requirements that would allow the preparer to
report fiscal gap: (a) for either a specific debt-to-GDP level or a range of debt-to-GDP
levels, and (b) either on the face of the basic financial statement or in a disclosure.

! Fiscal Gap - The fiscal gap is the change in spending and/or revenue that would be necessary
to maintain public debt at or below a target percentage of GDP. The fiscal gap is the net
present value of projected spending’ minus projected receipts, adjusted by the decrease (or
increase) in public debt required to maintain public debt at the target level for the stated
projection period. The fiscal gap may be expressed as:

(a) a summary amount in present value dollars,

(b) a share of the present value of the GDP’ for the projection period, and/or

(c) a share of the present value of projected receipts or projected spending.



Several members believe that the illustrative graphs in the ED are not adequately
reader-friendly understandable, but agreed to include them provided that a question
was included in the ED that would prompt responses regarding the understandability of
the illustrations.

Valuation Date

Ms. Parlow said that following the June 2008 meeting, staff representatives from the
Treasury Department, OMB and GAO had noted that a proposed change- to remove a
requirement that the valuation date may not be more than one year prior to the financial
statement date- could have the unintended consequence of allowing stale data to be
reported. They recommended that the requirement (“and no more than one year prior
to the end of the current year”) be restored to the text of the ED.

Subsequent Events (Legislation)

Mr. Dacey had asked the Board to consider draft language addressing situations where
the timing of legislation may not allow the preparer to prepare or the auditor to audit
revised projections. The draft language requires that such changes should be
disclosed, and, if feasible, the estimated effect on the projections. The Board approved
the draft language for inclusion in the ED.

‘Public Services”

The Board discussed whether to change the term “benefits and services” to “public
services” and to add a definition for public services: “In this standard, all goods,
benefits and services provided by the government. Federal public services include but
are not limited to the provision of goods, cash (such as Social Security benefits), or
other financial benefits (such as loan guarantees), as well as national defense, national
security, transportation safety and national parks.” Both terms are used in SFFAC 1
regarding the stewardship objective. The Board decided that the term “public services”
should be used throughout the ED.

Foreign Holding of U.S. Treasury Debt

Mr. Steinberg asked the Board to consider adding a reporting requirement for foreign
holdings of U.S. Treasury Debt. He noted that potential risks/disadvantages included
having the interest on the public debt going outside the U.S., potential limitations on
foreign policy options and that foreign holders may have less tolerance for a high level
of debt to GDP.

Ms. Dawn Simpson and Mr. Dean Carpenter, representatives from GAO, addressed the
Board about the nature of the available data on foreign holdings based upon their audit
of Treasury’s Bureau of Public Debt. They noted that the vast majority of Treasury
securities are purchased by primary dealers, brokers, or financial institutions and are
then held in a system at the Federal Reserve Bank. The GAO’s audit indicated that the
data on foreign holdings is based upon surveys directed to brokers, dealers, and
financial institutions rather than historical transaction data. Because of the survey
process, the data is unverifiable and is generally not available until many months-



generally one year- after the period being reported on and is then updated to the
reporting date based upon a model of the estimated cash flows.

Mr. Steinberg noted that the federal government is already reporting this information.?

Messrs. Farrell, Reid, and other members said that it is unclear how the information
would relate to the objectives of fiscal sustainability reporting.

Although there was not a majority in favor of this proposal, it was agreed that the
proposal would be discussed in the Basis for Conclusions of the ED and a question
would be added to prompt public comment on this proposal.

Policy Alternatives

Mr. Steinberg also asked the Board to consider a proposal that if the projections
indicate a significant fiscal gap, that there should be a requirement to include the
identification, explanation, and fiscal impact of one or more policy alternatives as
Required Supplementary Information (which would remain RSI and not be subject to the
phased implementation requirements).

A majority decided not to adopt this proposal, but that it would be discussed in the Basis
for Conclusions of the ED and a question would be added to prompt public comment on
this proposal.

Inter-period/inter-generational equity

Mr. Dacey requested that the proposed requirement for additional information “that may
be helpful to readers in assessing whether financial burdens without related benefits
were passed on by current-year taxpayers to future-year taxpayers” should be
reclassified from “other accompanying information” to an optional way of providing
context to meet the disclosure requirement of providing some kind of context for the
data. A majority of the Board agreed to make the re-classification.

Conclusions:
1. FASAB staff will make the edits to the ED as described above.
2. FASAB staff will provide a Ballot Draft to members as soon as possible after the
August 2008 meeting.

° Social Insurance

The objective for the June meeting was to obtain comments from members on a draft exposure
draft for additional social insurance reporting. To focus discussion, five specific questions were
posed: (1) whether to amend SFFAS 15 and SFFAS 17, (2) whether members approved the

’The Treasury Department posts the report, Report on Foreign Portfolio Holdings of U.S. Securities as of
June 30, 2007, issued by the Department of the Treasury, Federal Reserve Bank of New York, Board of
Governors of the Federal Reserve System, at http://www.treas.gov/tic/fpis.html.




questions for respondents and/or had additional questions to ask, (3) whether members
approved the draft statement of changes in social insurance amounts, (4) whether members
approved the approach to sensitivity analysis, and (5) whether members approved the approach
to summarizing the responses to the preliminary views document.

Mr. Fontenrose explained that the draft ED proposed the closed group measure as one of the
key measures to be discussed in the financial statements section of the MD&A, on the balance
sheet, SOSI, and statement of changes in social insurance amounts, and that that reflected the
Board’s decision in June.

Closed Group Measure

Ms. Hug said she was concerned that the Board did not clearly vote for the closed group
measure at the prior meeting and may need more information on it. She suggested having
actuaries address the Board to provide their views on the closed and open group measures.
Ms. Hug mentioned the perception that some may have that the closed group measure
indicates social insurance is going to be terminated. She asked that the members be poled for
their views.

Mr. Allen asked Mr. Fontenrose to summarize why the Board chose the closed group measure
and then Ms. Hug could make the argument why she believes the open group measure is better
and then the Board could reconsider it.

Mr. Jackson asked whether Ms. Hug was making this argument only in terms of the MD&A
highlights. Ms. Hug said, no.

Mr. Farrell referred the Board to the June minutes. Page 22 of the minutes shows what Mr.
Werfel had said and Mr. Allen’s response.

[From page 22 of the June minutes: [Mr. Werfel said] ..he personally favored the open group
over the closed group but would support a single metric even if it were the closed group.
The presentation needed to be simple in order to get a measure across.

Mr. Allen said he agrees that simplicity is a goal but so is credibility, which follows from
showing how things fit together, from articulation. He said the Board chose the closed group
measure for the statement of SOSI changes because it is more measurable and consistent
than the open group. He said he would not object strongly to dropping the open group
measure. However, the closed group measure is needed because it articulates with the
statement of SOSI changes.]

Mr. Allen said he could not remember a formal vote but did recall a lengthy discussion at the
June meeting. [See pages 28-29 of June minutes for the Board’s conclusions on staff Questions
2-5 of the June staff briefing memorandum.] He asked the Mr. Fontenrose to summarize what
had occurred in June.

Mr. Fontenrose explained that the Board’s decision had been based on the notion that the
closed group measure was a firmer number because it involved only the current participants
and that it was less volatile than the open group measure. In addition, the closed group
measure addressed the compromise nature of the proposal, because it is limited to current
participants and therefore was more like a liability measure than an open group measure.



Mr. Jackson noted that arguably it would be harder to change the commitment to the current
participants than to future participants.

Mr. Fontenrose noted that the Trustees’ Report and the SSA Actuarial Note discusses all these
measures, the open group, the closed group, the unfunded obligation, that these were familiar
concepts. Mr. Fontenrose noted that the SSA actuaries may argue that the closed group
measure should not be a line item on the balance sheet but that the Board could conclude that it
was a legitimate disclosure.

Ms. Hug said she said did not think the Board disputed that the open group measure was more
volatile or that the closed group measure was more a number you could provide, as much as
the approach of the closed vs. the open group measure. She said she did not think that was
clearly stated or voted on.

Mr. Allen asked Ms. Hug whether she would argue that the one measure to disclose should be
the open group measure.

Ms. Hug answered affirmatively, although she did not favor putting any measure on the balance
sheet.

Mr. Allen asked Mr. Dacey whether he thought the measure in the MD&A highlights ought to be
different than the numbers on the basic statements.

Mr. Dacey answered in the negative. He said the Board had discussed having one number in
the MD&A highlights and noted that GAQO’s position historically has been more supportive of the
open group measure. He did not recall Board discussions and deliberations on promoting open
or closed group. He thought the Board should have a clear deliberation regarding which of the
measures to use. He said, absent the fact that he was not in favor of having it on the balance
sheet, he accepted that, if you are going to put a measure on the balance sheet, then the Board
needs to decide which one to put there.

Mr. Allen asked him whether he would argue that whatever measure is chosen, there ought to
be consistency throughout the presentation, that is, for the MD&A highlights to the balance
sheet to the SOSI and statement of changes.

Mr. Dacey said there ought to be some consistency, because the MD&A is drawn from the basic
statements, although he was not as concerned with having two measures as some of the other
members. He said that, if the Board was going to take the two measures that are on the current
SOSI and decide to elevate one over the other in these other statements, that the Board ought
to be clear that it is making that decision and why it was making it.

Mr. Allen said he thought he, Ms. Hug and Mr. Dacey had spoken and preferred one consistent
number be applied, and that Ms. Hug and Mr. Dacey had preferred the open group measure
and he preferred the closed measure. He proposed going around the table to hear the other
members.

Mr. Dacey interjected that he preferred the open group measure at this point but again he did
not think he had had enough information and study and deliberation to make a fully informed
decision. He was basing his view upon GAQ’s historic position in favor of the open group
measure.



Mr. Allen said, again, that may be a legitimate candidate for a question for respondents. He
noted that usually the Board’s default position is to have a question.

Mr. Dacey agreed. He said that at a minimum, there ought to be a question on it in the ED no
matter what the Board decides.

Mr. Schumacher said that no matter which measure the Board chose it should be consistent
throughout the presentation. He noted that both the closed and open group measures would be
displayed on the SOSI. He thought the Board had selected the closed group measure because
of the reasons stated earlier regarding that measure being a compromise and the most widely
used measure and it would articulate with all of the statements. He said he would favor the
closed group measure, knowing that the open group measure is disclosed in SOSI, which is a
basic statement. He added that he would not be opposed to having a question asking the
readers what they prefer.

Mr. Allen added that the question should focus on why they prefer a measure and which
measure yields the best information.

Mr. Schumacher agreed. He said he preferred the closed group measure because it involves
the current participants in the plan. It eliminates some of the estimation difficulties.

Mr. Patton noted that he preferred a liability on the balance sheet but, absent that, he agreed
with Mr. Schumacher. However, he would be interested to hear the other side of the argument.
He noted that Mr. Dacey had said the Board had not had enough deliberation. He invited Mr.
Dacey to offer arguments.

Mr. Dacey said some of the reasons in support of the open group measure is that it provides
information relevant to the sustainability of the programs. It involves all of the cash flows
coming in and out during some time horizon. He said the programs take the revenues from
future participants to pay the benefits for people currently working in a pay-as-you-go system.
He added that there are pluses and minuses for each measure, which is the challenge.

Mr. Jackson said that, while he was a strong believer in the closed group measure as a
compromise to the liability position, because it more closely approximates the liability, he would
be moved in the direction of recording the open group amount, net of the present value of
benefits to those who are current recipients, which would be a hard and fast liability. He views
the latter amount as irrevocable. No one would assert that that amount does not rise to a
sufficient level of probability to record a liability. The residual — the total open group measure
less the present value of benefits owed to the current retirees — should be recorded as a
commitment. The residual, he said, is not sustainable. Mr. Jackson noted that the process has
been circuitous and in that vein he wanted to offer current-retiree liability as a compromise. He
mentioned that the amount would be about $6 trillion.

Mr. Schumacher asked if Mr. Jackson was saying the $6 trillion was “due and payable.”
Mr. Jackson said yes, absolutely. He added that no one in D.C. would propose not paying it.
Mr. Schumacher agreed.

Mr. Farrell said that he would not comment on Mr. Jackson’s proposal. He favored the closed
group measure for the reasons stated by Mr. Fontenrose and Messrs. Schumacher and Patton.



He said he did not think there was any worry that people would see the closed group measure
presented in a highlights table and at the bottom of the balance sheet and some other
disclosures and conclude that the Board wanted to terminate social insurance, or that that
sends a signal that the program was going to end. He noted that closed group measures have
been reported and discussed for a very long time. He said he did not think that just rearranging
the measures and presenting them a little differently would cause that to happen.

Mr. Steinberg said he thought all of this discussion has been overtaken by events. He thought
people were going to focus on the statement of sustainability, and therefore he would not put
any lines on the balance sheet. However, if there had to be a line on the balance sheet, his
guiding principle would be articulation. Since there is already a statement that shows the open
group measure, that is what he would show.

Mr. Torregrosa said he agreed with much of what Messrs. Farrell and Steinberg had said,
except regarding the position nothing should be displayed, because CBO had voted for display.
Mr. Murphy had voted for the closed group measure and so Mr. Torregrosa said he would
continue that vote; but he said he did not think it mattered whether the closed or open group
measure was displayed because the numbers are not radically different.

Mr. Reid said he favored the closed group measure for completely different reasons. He said
there is at least one group of people who feels that an arbitrary 75-year period [for an open
group measure] is not necessarily the best idea [due to the cliff effect]. It may appear that you
have corrected with problem simply by getting the 75-year number to be zero, but there may be
situations in years 76, 77, 78, etc. where you have imbalances. It just so happens by
coincidence that the [open group] infinite horizon numbers are somewhat closer to the closed
group amount than the [75-year] open group number, which seems to indicate that the problem
is not fixed if all you do is get the open group numbers to foot to zero; there could be additional
deficiencies beyond that period. And because the closed group measure is more representative
of the entire problem than the open group measure, he favored the closed group measure. He
said he thought the Treasury analysts would like the idea of looking at the problem in its entirety
and would say that an arbitrary line is probably not helpful.



The tally was:

Approve One Which Measure? Recognize a Liability
Consistent for Current Participant
Measure for MD&A | Closed Group | Open Group | + Residual Open Group
and Statements
TA TA
(unclear) CH/OMB*
BD BD
AS AS
JP JP
WJ WJ WJ
JF JF
HS HS
DT/CBO* DT/CBO*
BR BR

*denotes a substitute speaking in the absence of a member and, therefore, an
unofficial position

MD&A Highlights

Mr. Allen asked the members if there were any more questions on the MD&A highlights
proposal.

Mr. Dacey suggested that component entities’ MD&A might explain key budgetary information.
The proposal did not provide for that. It required information at the consolidated, CFR level, e.g.,
budget receipts, outlays, and deficit (surplus). Mr. Dacey said that there may be key measures
from the statement of budget resources and/or the statement of financing that the component
entities should discuss.

Mr. Fontenrose agreed that that might be a valuable additional requirement.

The Board then discussed whether the proposed standard would apply to non-social insurance
entities. Mr. Dacey noted that the proposal would amend SFFAS 15 and therefore would apply
to all entities.

Mr. Jackson questioned whether the proposal should apply to non-social insurance entities.

Mr. Fontenrose noted that in June the Board had discussed the defects in MD&A generally and
had decided to use the social insurance vehicle to amend SFFAS 15 to try to correct that.

Ms. Hug said that she agreed that the component entities’ MD&A could be more robust, but
questioned whether the proposal would make them so.

Mr. Fontenrose explained that the proposed standard asked for more analysis than did SFFAS
15 and the hope was that that would be the result.

Ms. Hug asked whether the entire SFFAS 15 should be revisited.



Mr. Fontenrose responded that the provisions amending SFFAS 15 could be undertaken as
project apart from the social insurance provisions, on a separate track. Then the social
insurance standard would require certain things to be in the MD&A of social insurance entities
without amending SFFAS 15 per se.

Mr. Jackson said he prefers separate projects because it is hard to comprehend the dual
aspects in one standard.

Mr. Dacey noted that the proposal affected one section of SFFAS 15, the financial statement
section. It required certain selected financial information to be discussed. Its effect on SFFAS 15
was limited. He mentioned that perhaps the front end of the proposal could be set up a bit
differently to avoid confusion. Mr. Dacey said the question was whether this summary financial
information would be helpful for all entities, and he said he would argue that it would be.

Mr. Allen said he had always read the proposal in terms of social insurance entities and not
other entities. He had always thought it would apply only to social insurance entities. He said
that if this were an attempt to comprehensively look at SFFAS 15, he did not know if he was
adequately prepared.

Mr. Dacey said the proposal was not an attempt to re-write SFFAS 15 but rather to add a
requirement to discuss selected financial information.

Mr. Steinberg added that, from his perspective as a reader of MD&A, that what is being
attempted in paragraph 21 of the proposal is very badly needed. He said agencies do not do a
good job of analyzing their financial statements and the proposal would be extremely helpful.
However, he agreed with Mr. Allen that there are many parts of SFFAS 15 that could be made a
lot better, e.g., the forward-looking information and what is meant by performance goals and
results. He said he feared that as good as this is, many people would look at the statement and
feel it addresses just social insurance entities. He concluded that an amendment of SFFAS 15
should not be part of the proposal.

The Board and the staff discussed possible approaches for the standard, e.g., changing the title
to “omnibus,” and having two parallel exposure drafts.

Ms. Payne noted that an MD&A exposure draft would be limited to the financial statement
analysis section.

Mr. Steinberg asked why not address all the MD&A problems.

Ms. Payne responded that her sense of the discussions the Board has had about social
insurance was that this is a compromise package, and that part of that compromise would be an
MD&A containing a summary report that pulls all the pieces of information together. She said it
was not that she thought the MD&A piece by itself rises to the top of the technical agenda,
rather it is part of a package related to Sl that is meaningful. If the MD&A piece of the
compromise package is deferred until a comprehensive MD&A project is undertaken, she
wonders if the S| package would be perceived as a successful compromise.

Mr. Allen said that he would argue that, if the Board wanted to amend SFFAS 15, it ought to go
back and, as a separate project, take a more comprehensive look at it.

Mr. Dacey asked why the Board could not do both.

10



Mr. Allen said that the Board had basically spent its time on a social insurance project and
reached a compromise that required some MD&A. He thought the proposal was just explaining
the MD&A as it related to the compromise without realizing we were amending MD&A generally.
He did not think the Board had spent the time to talk about that.

Mr. Farrell said that he, too, had just become aware that the standard would apply to more than
the Social Security Administration, HHS, and the governmentwide entity, and so he missed that
too; but he said this would appear to be a fairly good change to the MD&A requirements. He
noted Mr. Steinberg’s experience with inadequate MD&As. Although he did not think a
wholesale revisit of SFFAS 15 would be good, the Board could make modest enhancements to
SFFAS 15 for all agencies while the Board is at it. He favored keeping the MD&A amendments
in the proposal and changing the titles to alert the other agencies that the scope of the standard
involves more than social insurance.

Mr. Steinberg said the next question is whether the other sections of SFFAS 15 ought to be
reviewed at the same time.

Mr. Farrell responded that they should not be reviewed.

Mr. Allen asked whether the members wanted this standard to apply to more than the social
insurance agencies. If the answer is “yes,” then he said the other question is: do the members
want to go forward with this part of it or separate it and take a more comprehensive look at
MD&A. He said Mr. Fontenrose has argued that the Board does want it to apply to more and it
thought it could make some improvements to SFFAS 15 without spending the time to be more
comprehensive.

Mr. Fontenrose added that he had thought members wanted to make some limited
improvements to SFFAS 15, but he could limit the scope of the proposal to SFFAS 17 and
social insurance agencies. The standard could require something in MD&A under the current
SFFAS 15 standard.

Mr. Steinberg said he did not think the members had said there was a problem with MD&A that
needed to be addressed. He thought they had said that the proposal would affect the SOSI and
the MD&A and therefore in order to write this ED the Board had to amend both SFFAS 17 and
SFFAS 15.

Mr. Allen agreed. He then framed a question for the members. He asked whether members
believe the social insurance standard should go forward:

(1) focusing solely on implications of social insurance reporting;

(2) as written with social insurance reporting requirements and an MD&A amendment
addressing financial statement analysis that would apply to all agencies. He said a
second part of the second question is: or

(3) do members want a separate project on MD&A. Mr. Allen asked Mr. Reid for his views.

Mr. Reid said, having actually used the MD&As and found that they came up considerably short
of the mark, his view was similar to Mr. Steinberg’s. He said he would have no problem making
the standard universal. He said it was a step in the right direction. Perhaps more work in SFFAS
15 is needed but there is no reason not to start to put some pressure on agencies to improve
their MD&As. He added that he was not worried about non-social insurance agencies missing
this. He said he was sure their auditors would be reminding them.

11



Mr. Torregrosa said he too thought the standard would apply only to social insurance. He said
he did not have a problem with the idea of doing it broadly but it seemed odd in this venue. He
concluded that he would focus on social insurance.

Mr. Steinberg said if the Board goes go forward with a broad MD&A requirement, the title of the
standard would be “Accounting for Social Insurance, Revised and Revisions to the MD&A
Financial Analysis.” He concluded that that would be too piecemeal. He said his preference
would be 1, 3, and 2. Thus, his first choice would be for the social insurance standard to go
forward focusing on implications of social insurance reporting. If that is not done, then his
second choice would be a comprehensive MD&A project that addressed all the problems. Then,
his third choice would be the standard, as written, with a limited MD&A requirement regarding
financial statement analysis that would apply to all agencies.

Mr. Farrell said Mr. Steinberg’s third choice would be his first choice. He said he did not mind a
piecemeal approach to some changes to the MD&A. He said the Board has a history of issuing
new standards that have implications for previously issued standards. He added that a
comprehensive review of SFFAS 15 would be the ultimate way to go, but considering staff
resources and the Board’s agenda-setting, he said this was a good way of accomplishing
something positive in federal reporting without worrying about when the Board might actually be
able to issue a separate statement.

Mr. Jackson said his answer was #1. He preferred having the standard relate only to social
insurance with the highlight material included in the MD&A and the rest goes to another day.

Mr. Patton agreed with Mr. Jackson. He noted that social insurance has been too monumental
undertaking for the Board to dilute it with some partial little fix-ups. Having spent over nine years
on social insurance while on the Board, he would like to focus.

Mr. Schumacher said he would like it to focus on social insurance and do the other piece as a
separate project.

Mr. Dacey said the MD&A requirement ought to be universal. He questioned the logic of setting
an MD&A requirement only of social insurance entities. He said it would be good information for
all agencies. He did not see a reason for not incrementally adding an MD&A requirement.

Ms. Hug said she envisioned that the standard would amend SFFAS 15 with respect to financial
statement analysis, and then the Board could go back at a later date to review SFFAS 15 more
comprehensively.

Mr. Allen said he would focus just on the social insurance standard. He noted with respect to the
Board’s agenda that no project got more than five votes. He said he did not think the Board had
any burning issues out there that are demanding to be addressed; if the Board thought that
MD&A was a priority, then it could very easily make it so. He poled the members.

The social insurance standard should go forward:

(1) focusing (2) as written, with social insurance A second part of the
solely on reporting requirements and an MD&A second question is:
implications of amendment addressing financial (3) or do members
social insurance | statement analysis only that would want a separate
reporting apply to all agencies. project on MD&A.
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The social insurance standard should go forward:
(1) focusing (2) as written, with social insurance A second part of the
solely on reporting requirements and an MD&A second question is:
implications of amendment addressing financial (3) or do members
social insurance | statement analysis only that would want a separate
reporting apply to all agencies. project on MD&A.
BR
DT/CBO*
HS
JF
WJ
JP
AS
BD
CH/OMB*
TA

*denotes a substitute speaking in the absence of a member and, therefore, an
unofficial position

Mr. Fontenrose asked if the members had any additional comments on the MD&A paragraphs
of the exposure draft.

Mr. Schumacher asked if the term “below the line” would be changed.

Mr. Fontenrose noted that several members had commented that that term was unsatisfactory
and he would be changing it.

Mr. Jackson asked what needed to be done to modify the document.

Mr. Fontenrose explained that paragraph 41, which amended SFFAS 15, would be removed;
and that the social insurance entities would be instructed to include in their MD&A's financial
statement analysis section the “highlights” information required by paragraph 21.

Mr. Steinberg said that paragraph 21 needed to be modified to reflect that it is not covering the
whole thing now that it is covering social insurance only.

Balance Sheet

Mr. Fontenrose asked if members had comments on the proposed line item on the balance
sheet. There were no comments.

SOS/

Mr. Fontenrose asked if members had comments on the proposed summary section of the
SOSI. He mentioned that a member had noted that the closed group measure was featured in
the presentation and had expressed interest in having the SOSI summary section conclude with
that measure, instead of having it displayed as a sub-total. The bottom line on the proposed
summary section currently is the open group measure.
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Mr. Patton said that the summary section seemed sufficiently clear now and making the closed
group measure the bottom line would require some manipulations that could make it less clear.
He preferred the summary as present in Appendix D.

Mr. Schumacher agreed.
No other comments were made.

Mr. Fontenrose concluded that the summary was acceptable as presented in Appendix D of the
August briefing memorandum.

Statement of Changes in Social Insurance Amounts

Mr. Fontenrose noted with respect to the statement of changes in social insurance amounts that
he was still developing several line items. He had requested assistance from the Social Security
Administration’s Office of the Actuary in breaking down the line item “changes in valuation
period” and “changes in programmatic data.”

Mr. Farrell questioned the word “reasons” in the first sentence in paragraph 33, which listed the
components of the periodic change. He suggested that the list was of amounts rather than
reasons.

Mr. Allen suggested saying they should be highlighted and explained or something like that. He
said what analysts want to know is why things changed.

Mr. Steinberg offered three thoughts: first, he thought Mr. Farrell was right. The statement
displays the amounts of the change. Second, the MD&A is supposed to provide the explanation
of the changes, which the Board had just discussed. He suggested that the reasons for the
change during the period is a good example of what to say in the MD&A. Third, he noted that
some people look at the numbers and see the amount resulting, for example, from demographic
changes, which could be significantly different from one year to the next. The explanation they
give is that the number changed; he said one needs more than that; one has to know why they
changed.

Mr. Reid interjected that he did not want to skip over putting the explanation in the statements.
He said Treasury’s view of the MD&A is that it summarizes what is in the report. The
explanations — probably in a lot greater detail — should be associated with the schedule. He
noted that, if all the changes are important, then they all should be discussed in the MD&A; but
chances are they will not all be important. There will be one or two that will be the significant
drivers, and that is what you focus on in the MD&A. But, he said that if you skip over the
requirement that the explanation be back with the schedule you lose that.

Mr. Fontenrose suggested requiring footnote disclosure with the statement of changes in social
insurance amounts explaining the changes.

Mr. Reid agreed.

Mr. Steinberg said that if the explanation is put on the statement or in the footnote they would
require audit. He thought that that would greatly expand the scope of the audit.

14



Mr. Allen said that he did not understand some of the components of change on the statement
but some of them he did. He said the users would need explanations.

Mr. Reid gave a preparer’s perspective. He said the line items were examples. In practice the
preparer would use line items that mean something for a particular period, that explain the
reason for the change and then behind it — not on the face of the statement but immediately
behind it or under it or around it or something — say “in this year the regulations were changed
to be ...and the estimated impact of thatis ....”

Mr. Allen agreed and questioned whether the standard captured that.

Mr. Fontenrose suggested changing the standard and instead of asking for specific line items
give examples and ask the preparer to explain the major changes. He noted that there would be
disclosure associated with that.

Mr. Reid agreed.

Mr. Steinberg summarized the discussion. He said there were probably two levels. The
statement displays the categories of change from one year to the other; there would be a
footnote; there would be something underneath the statement that would indicate what brought
about that change; and the most significant changes would be explained in the MD&A.

Mr. Reid agreed.

Mr. Fontenrose asked for clarification regarding what Mr. Steinberg meant by an explanation
beneath the statement.

Mr. Steinberg said he heard Mr. Reid say that way to disclose the reasons for changes that do
not merit MD&A discussion would be to put a footnote on the statement and underneath it you
would give the reason for the change.

Mr. Reid agreed. He said, mechanically, you need the numbers and you need some narrative to
talk about the significance of the numbers right in the statement and then the MD&A simply
summarizes whatever is important.

Mr. Steinberg noted that Mr. Reid had said narrative. Mr. Steinberg said what he would envision
if you had a footnote would probably be no more than one sentence about the change.

Mr. Reid said that he was saying that there would be at least two or three of these categories
that will be a trillion dollars, and you are probably going to say more than one sentence about a
trillion dollars.

Mr. Allen asked if anyone objected to what Mr. Steinberg defined and what Mr. Reid is saying,
that we ought to have explanations of changes and those that are most significant for the entity
as a whole would flow up to MD&A. No one did.

Mr. Jackson asked where that would go in the standard.

Mr. Allen said it seemed like to him that you would almost need to add a paragraph, after you
talk about the statement of changes in social insurance amounts, that would convey the
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requirement. Regarding format, Mr. Allen said that the explanations could go on the bottom if
there is room or if not somewhere else.

Mr. Fontenrose noted that the format and line items illustrated would be merely an example of
the requirement.

Mr. Reid agreed and noted that that is typically the case.
A Liability-Type Number for the Notes

Mr. Fontenrose noted that the last component of the social insurance proposal was the note
disclosure of a liability-type number. He mentioned that the proposal called for disclosing the
Social Security Administration’s accrued benefit obligation. He noted that question for
respondents 5 dealt with this topic.

Mr. Allen said he had a general concern about the format for the questions for respondents. He
said he had asked that the questions be modified to explain why the Board is doing something.

Mr. Patton said he thought that the references to the paragraphs in the basis for conclusions did
that.

Mr. Allen said they did, if you go back and read all of that; but it seemed to him to be beneficial
when you ask someone a question to explain up front why the Board set this up as a
requirement.

Mr. Patton said it struck him as a very difficult thing to take a two paragraph basis for
conclusions and crunch it down to a sentence that the members would agree to. But staff could

try.

With respect to the references to specific basis-for-conclusions paragraphs shown in the
questions for respondents, Mr. Reid suggested expanding it to say “for the rationale behind why
the Board added the provision and is asking the question is in the basis for conclusions, see
paragraphs whatever.”

Mr. Allen responded that it would not take even a full sentence to say, for example, “as
requested by financial statement users, the Board has added this and this.”

Mr. Reid said he agreed with Mr. Patton. A short phrase may suffice for the accrued benefit
obligation note disclosure but some of the other provisions would need more explanation.

Mr. Fontenrose said he would draft some additional introduction for the questions for
respondents for the Board’s consideration.

The Board discussed the proposal to disclose a liability-like number in the notes.

Mr. Allen noted that Mr. Reid had proposed this disclosure because of the requests he gets for
the information.

Mr. Reid added that the proposal is also based on the preference from the Secretary and the
number of questions the Board had in the social insurance hearing for this kind of information;
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clearly 50 percent of the respondents at least said they were interested in this information. He
said the objective was to be as transparent as possible.

Mr. Fontenrose said that the next question after deciding to disclose a liability-type number is:
which number. He explained that he was proposing one from an Actuarial Note available
publicly on the Social Security Administration’s Web site.

Mr. Jackson said the accrued benefit obligation was, if he heard Ms. Hug clearly with respect to
the closed group being a termination measure, a termination measure. It is what you have to
pay to get out today. And so he was struck by the lack of objections. Mr. Jackson said the open
group measure is not necessarily a termination measure. It considers revenues into the future
and other things.

Mr. Fontenrose explained that the accrued benefit obligation is no different than a liability-type
number.

With respect to Mr. Jackson’s assertion that the closed group measure represents what it would
cost if you shutdown the program today, Mr. Dacey added that that would be true if the
Government decided to continue to pay benefits according to that formulae. He said benefits
paid if the program were shut down would involve policy decisions.

Mr. Jackson said he had no problem disclosing the measure but was making this point due to
an earlier concern about the closed group measure.

Ms. Hug said she did have concerns with the accrued benefit obligation disclosure and how it
works for Medicare.

Mr. Fontenrose said it would work the same way as for post-employment health care liabilities
for retirees. Assumptions would be required.

Mr. Jackson said he did not think the calculation for health care would be as clean as it would
be for Social Security.

Mr. Dacey said he was okay with it as a disclosure, although he was not enamored with it. His
concern was with how it would be presented and reported by Treasury. It needs to be
surrounded by appropriate language to avoid misleading the reader. It is a formulae-based
calculation. It does not represent necessarily what will be. It is based on certain assumptions
that would have to be explained.

Mr. Jackson agreed.

Mr. Allen asked each member whether they approved the disclosure.

The members discussed whether to have a vote on the disclosure before it knew how the
accrued benefit obligation would be done for Medicare.

Mr. Allen asked Ms. Hug whether she wanted to postpone a vote until she knew how the
calculation would work for Medicare.

Ms. Hug responded that the vote could take place with or without that information.
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Mr. Patton asked for a tentative vote.

Mr. Patton also asked whether there would be a final ballot on the social insurance ED at the
next meeting.

Mr. Allen said he thought that the ED was planned to be released next month. He asked Ms.
Payne about the schedule.

Ms. Payne said that a schedule had not been finalized.

Mr. Allen proceeded to take what he characterized as a tentative vote. He asked Ms. Hug for
her views.

Ms. Hug said that currently she would vote no. She said she would be willing to reconsider the
question based on additional information about how the accrued benefit obligation would be
calculated for Medicare.

Mr. Dacey reiterated that he was okay with the disclosure. He said the staff needed to clarify
how it would apply to health care. He said that, again, it gets back to how it is presented in the
report; the number itself is okay as long as you explain it properly.

Mr. Schumacher said he agreed with Mr. Dacey. He said he did not have a problem disclosing
the number as long as it is properly presented. He said he could use the education regarding
how the medical piece would be done.

Mr. Patton answered affirmatively.

Mr. Jackson said he would like to leave “the ABO” out as it related to health care because he
was just not comfortable that, given the outlay nature of the health care programs that we can
deal with that number. He said he did not have a problem with it with respect to Social Security.
He concluded that, if it would apply to all or none, he would leave it out; but if it applies only to
Social Security, for the time being, leave it in.

Mr. Farrell said he agreed with Mr. Jackson.

Mr. Steinberg said, in the interests of education, he had no problem going ahead. He added,
however, that there would be a number in the reports that is going to be “the ABO” and now we
are talking about three numbers in the statements. He noted what Mr. Werfel had said about
confusing people with more than one number.

Mr. Torregrosa said he agreed with Messrs. Jackson and Farrell.

Mr. Reid said he approved the disclosure as is.

Mr. Allen approved the disclosure and concluded that the vote was in favor of going forward and
the staff should show how the accrued benefit obligation would be calculated for Medicare.

[The tally for and against disclosing the accrued benefit obligation is as follows:]

| Approve the Disclosure | Disapprove the Disclosure |
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SS Medicare SS Medicare
CH/OMB* CH/OMB*
BD BD
AS AS
JP JP
WJ wJ wWJ
(if all or none)
JF JF JF
(if all or none)
HS HS
DT/CBO* DT/CBO* DT/CBO*
(if all or none)
BR BR
TA TA

*denotes a substitute speaking in the absence of a member and, therefore, an
unofficial position

Mr. Jackson asked how long that would delay the standard.

Mr. Fontenrose explained that this was the first draft of the standard and the timing of future
work was to depend on how the Board reacted. He said that, based on today’s reaction, he
could move rather rapidly, although getting the Medicare information to the Board would take
some time. He said that that would necessitate a second draft of the ED in October, with a
release possibly by December.

The Board discussed whether to eliminate the requirement to disclose the accrued benefit
obligation to expedite the process.

Mr. Allen said if getting the information about Medicare meant delaying the release by two
months, he would change his vote. Mr. Allen said he wanted it released in October. He directed
staff to work with the Medicare calculation but not allow it to delay the release of the ED. He
said he did not want to make it the main focus of the October meeting to vote on this issue
again.

Mr. Jackson said that if this had to be delayed until the October meeting, then the Board should
limit what is addressed at that meeting. He suggested making minimal changes in the standard.
He mentioned addressing the accrued benefit obligation disclosure issue and the withdrawal of
the amendments to SFFAS 15 and moving on.

Mr. Allen agreed. He asked Mr. Fontenrose if there was anything else to discuss.

Mr. Fontenrose said that if the members had any other comments, including any on the staff
questions in the briefing memorandum.

Mr. Allen asked members if there were any issues. He mentioned the members could provide
editorial comments to staff individually.

Mr. Dacey mentioned the questions for respondents and also had other questions which were

more than editorial but not major. Mr. Dacey asked that a question be added on the sensitivity
analyses provisions. There were no objections.
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Ms. Hug questioned the provision in SFFAS 17, par. 27(1) that requires cash flow projections in
nominal dollars. She said eliminating that would reduce the burden on the preparer and user.

Mr. Allen explained that if there was a valid argument to change a provision of SFFAS 17, now
would be the time. Board members may suggest changes and SFFAS 17 has been opened for
changes. He noted that there was a lot of criticism of the length and magnitude of what is
reported.

Mr. Reid added that the criticism included the point that the information is available in the
Trustees’ Report.

Mr. Fontenrose added that the graph in nominal dollars is possibly the least useful of the three
projections required by SFFAS 17. The projections as a percent of GDP and as a percent of
taxable payroll are probably more useful than the nominal dollar projection because the latter
become very large.

Mr. Allen said that something like the deletion of the nominal dollar projection may not be very
controversial, but the Board would need some feedback from a Board member requesting that
that be considered.

Ms. Hug said she would consider that.

Mr. Dacey mentioned paragraph 36 in the ED regarding the valuation date and asked staff to
explain the intent.

Mr. Fontenrose explained that the paragraph is verbatim from SFFAS 17 except for the phrase
“with projections to the end of the fiscal year taking into account major factors that affect the
results that are known at the time of the projection.” The latter is from SFFAS 5 and SFFAS 33
and requires a roll-forward to the end of the year.

Mr. Dacey said that was his question. He sees major issues with social insurance if things
happen during the year but after the valuation date, the same things as were discussed with
respect to fiscal sustainability. He asked whether the staff meant a roll-forward or something like
a fiscal sustainability approach.

Mr. Fontenrose replied that the scope of social insurance was narrower than fiscal sustainability,
which makes a roll-forward more feasible. He added, however, one of the Board member’s staff
had suggested a feasibility provision could be used here. Mr. Fontenrose noted that the
feasibility standard would be a reasonable person standard rather than being solely within the
preparer’s discretion to decide what is feasible.

Mr. Dacey agreed. Mr. Dacey said that was what he had in mind because social insurance
involved similar issues.

Mr. Allen asked if there were any objections to inserting the feasibility provision from fiscal
sustainability. There were no objections.

Mr. Dacey then mentioned paragraph 38 that deals with sensitivity analysis. He supposed there

is a presumption that readers know what sensitivity analysis is. However, he asked for more
language to explain the objective of that analysis, to make it more objective driven.
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Mr. Fontenrose said he would do that.

Mr. Patton said he had a question about materiality. He noticed that several recent EDs have a

standard boilerplate paragraph now in that regard, as in paragraph 10 of the fiscal sustainability
ED. He noted the box on materiality after paragraph 42 of the draft social insurance ED and the
absence of the materiality paragraph. He said he thought the Board talked about it and decided

the box was the answer.

Mr. Allen thanked Mr. Patton for pointing out the inconsistency and said that a separate,
numbered paragraph probably was not needed, that it probably belonged in the box.

Mr. Patton said he just did not recall the origin of the numbered paragraph.

Ms. Payne said the numbered paragraph is in the standard template and has been discussed a
number of times by the Board. She said there were no clear cut indicators whether it should be
there or not. So, it is a normal part of the EDs but can be changed if the Board prefers.

Mr. Jackson said he preferred the numbered paragraph to the box because it is fleshed out a
bit more. Otherwise you are continually redefining broadly what you mean by materiality.

Mr. Allen said that apparently, from what he heard Ms. Payne say, over the 17 years previous
Boards concluded they want the paragraph rather than the box. He asked if that was what Ms.
Payne was saying.

Ms. Payne said previous Boards have done it both ways but that the most recent decision was
to show both the box and the paragraph.

Mr. Patton asked when this box first appeared. He thought it was recently.

She said she honestly did not know when the paragraph first appeared. She said materiality is a
thorny issue that keeps coming up.

Mr. Patton said that is why if you say a little bit about it rather than just saying “don’t do it for
immaterial items” you get yourself into trouble. He asked if the language in the numbered
paragraph was from the AICPA or if the Board or staff created it or what.

Ms. Payne said that the Board’s first attempt to address materiality was in SFFAS 3, Accounting
for Inventory. The Board had said a bit about materiality in the ED for SFFAS 3 and codified the
material as the Board’s position on materiality, in the non-authoritative portion of SFFAS 3. She
added that when the staff started doing the Original Pronouncements this was captured in the
front part, preamble part, and it is still there probably largely as it was in SFFAS 3. But, she
said, frankly whenever an ED is put out someone writes and says this is just too expensive to
do, and get down to the nth degree. So, she said she thought that is how it ended up being
emphasized in a paragraph in the EDs.

Mr. Patton asked Mr. Dacey whether there was any problem with or value added by the
numbered paragraph from an audit materiality point of view.

Mr. Dacey said that it adds value from the standpoint of clarifying what materiality is. He said the

provision was borrowed from FASB’s Concepts No. 2 and revised a little . He said he might
mention it during the subsequent FASAB agenda-setting session that the Board ought to be
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thinking about defining materiality. He noted that FASB is going in a different direction now and
redefining materiality, and the FASAB needs to consider that .

Mr. Patton acknowledged this and indicated he would not object to the numbered paragraph
being inserted.

Mr. Allen asked if there were any more issues.

Ms. Hug said that she had an issue with putting the assets in the summary section of the SOSI.
She noted that several Board members voted not to do that in June.

Mr. Fontenrose said he took that vote to mean that assets should not be in the MD&A highlights
or on the balance sheet. He said he was proposing the SOSI summary display to show the
unfunded obligation. The term “unfunded obligation” is used in the Trustees’ Report and SSA’s
Actuarial Note, and the summary display would tie-in to those concepts in the Trustee’s Report.

Mr. Reid argued that total resources required is the gross nhumber. He said certainly to the
extent this is in the CFR, the assets are eliminated and do not appear outside a footnote. He
said the gross number, before assets are subtracted, is the amount that has to be raised by the
government. He said he would be cautious. He realized that social insurance entities’ holdings
of Treasury securities are full faith and credit obligations, but from a governmentwide
perspective, those funds still need to be raised.

Mr. Dacey added that they are not assets of the consolidated entity.

Mr. Fontenrose said that participants are told that the excess payroll taxes are going to the
program and this is the only place they would be shown the excess paid in.

The Board discussed the current CFR note disclosure of the assets. [Staff Note: There is a note
disclosure for the SOSI in the FY 2007 CFR, Note 22, that complies with the SFFAS 17
requirement to disclose “the fund balance.