Statement of Federal Financial Accounting Standards 37: Social
Insurance: Additional Requirements for Management’s
Discussion and Analysis and Basic Financial Statements

Status

Issued April 5, 2010

Effective Date For periods beginning after September 30, 2010
Interpretations and Technical Releases None.

Affects * SFFAS 17, paragraphs 26, 27, and 32.
Affected by None.

Summary

For federal financial reporting, social insurance comprises five programs — Social Security, Medicare, Railroad
Retirement, Black Lung, and Unemployment Insurance. However, two programs, Social Security and
Medicare, are of special significance because of the high rate of participation among citizens, the fiscal
challenges related to the programs, and the challenges associated with incorporating estimates of future cash
flows of this magnitude in financial statements. Therefore, the Federal Accounting Standards Advisory Board
(FASAB or “the Board”) has devoted substantial resources to considering how fundamental questions about
social insurance programs should be addressed through federal financial reporting. These questions include
whether the government can sustain these programs as currently constructed, whether the government’s
financial condition improved or deteriorated as a result of its efforts to provide these and other programs, and
how long these programs will be able to provide benefits at current levels.

From the outset of this project, members have agreed on the objectives of financial reporting for social
insurance programs and yet have had different views about how best to achieve the objectives. For example,
all members have agreed that it is extremely important to provide useful financial information about the
sustainability of social insurance programs, and that such information should be presented for the
government as a whole in the consolidated Financial Report of the United States Government.! Members
have agreed that social insurance information should be included in the basic financial statements and should
be “transparent” — that is, readily understandable to an interested, non expert reader. Members also have
agreed that the financial report should highlight any long-range fiscal imbalances anticipated in social
insurance programs. All members have supported several innovations, including a new basic financial
statement presenting changes in the amounts presented on the statement of social insurance. However,
members have had different views about what should be reported on certain financial statements.

!To that end the Board recently issued Statement of Federal Financial Accounting Standards 36, Reporting Comprehensive Long-Term
Fiscal Projections for the U. S. Government.
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The key difference among members is in regard to the timing of the recognition of expense and liability for
social insurance programs. Some members believe that an expense is incurred and a liability arises for social
insurance programs during the working lives of participants, and that some portion of the benefits
accumulated at the balance sheet date should be recognized as a liability. Other members agree with
Statement of Federal Financial Accounting Standards (SFFAS) 17, Accounting for Social Insurance, that an
expense is incurred and a liability arises for social insurance programs when the participants have met all
eligibility requirements and the amount is “due and payable.”

This Statement of Federal Financial Accounting Standards represents a compromise. It provides enhanced
reporting but does not resolve the two strongly held views regarding when the obligating event occurs for
social insurance programs and, thus, when the liability and expense definitions are met within those
programs. Therefore, this Statement does not change the liability and expense recognition and measurement
from that required in SFFAS 17.2

SFFAS 17 requires certain information about social insurance programs, and this Statement requires the
following:

1. Critical information about costs, assets and liabilities, social insurance commitments, budget flows,
and the long-term fiscal projections together in one section in management’s discussion and analysis
(MD&A).?

2. A table or other singular presentation of key measures in MD&A.
3. A new summary section for the statement of social insurance.

4. A new basic financial statement to present the reasons for changes during the reporting period in the
open group measure reported on the statement of social insurance.

Although opinions continue to differ regarding when the obligating event occurs for social insurance
programs, and thus the question of when the liability and expense occur within those programs continues to
be discussed, this Statement fulfills a desire held by all the members to present other information that will
significantly improve readers’ understanding of the status and results of the government’s social insurance
programs.

2SFFAS 17 established a “due and payable” liability standard for social insurance programs. Under that standard the expense
recognized for the reporting period is the benefits paid during the period plus any increase (or less any decrease) in the liability from
the end of the prior period to the end of the current period. The liability is the social insurance benefits due to be paid to or on behalf
of beneficiaries at the end of the reporting period but not disbursed until after the end of the period, including claims incurred but not
reported.

This Statement applies only to the government-wide entity and to component entities that prepare a statement of social insurance.
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]
Introduction

Purpose

1. Federal financial reporting should provide accurate and transparent
information to citizens so that they can make well-informed decisions
for themselves and their government. In this regard, such reporting
must include information on the government’s long-term commitments
for social insurance as well as all other government programs. This
Statement of Federal Financial Accounting Standards (SFFAS or
Statement) supports that objective.

2. This Statement amends sections of SFFAS 17, Accounting for Social
Insurance. In addition to the current requirements in SFFAS 17, the
standard requires the government-wide entity as well as entities that
present a statement of social insurance (SOSI) to:

a. include in one section of management’s discussion and
analysis (MD&A) information' about costs, assets and
liabilities, social insurance commitments, budget flows, and
long-term fiscal projections; >

b. include in MD&A a table or other singular presentation of
key measures drawn from the basic financial statements;

c. add a section within the SOSI that summarizes the net
present values of cash flows and presents certain subtotals
and totals (see Appendix C: Illustrative Statement of Social
Insurance, Part I, Government-wide SOSI); and

d. present a statement of changes in social insurance amounts
(SCSIA) that indicates the reasons for changes in the open
group measure from the end of the previous_reporting
period (see Appendix D: Illustrative Statement of Changes in
Social Insurance Amounts).

! This Statement applies only to the government-wide entity and to component entities that
prepare a statement of social insurance.

% Terms defined in the Glossary are shown in bold-face the first time they appear.
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The federal financial reporting model is unique. The model includes,
in addition to a balance sheet and statements of net cost and changes
in net position, unique financial statements designed specifically for
the federal government, including a statement of budgetary resources,
a SOSI, and a statement of long-term fiscal projections for the U.S.
government. In addition, MD&A is a required component in federal
financial reports. This Statement provides for additional reporting
within this model.

Background

As noted in Statement of Federal Financial Accounting Concepts
(SFFACQ) 1, Objectives of Federal Financial Reporting, the federal
government is unique when compared with any other entity in the
country. In SFFAC 1, the Board established four major reporting
objectives for federal accounting standards. The objectives deal with
(1) budgetary integrity, (2) operating performance, (3) stewardship,
and (4) systems and control.

Although all four of the objectives are equally important, Objectives 2
and 3 guided the development of the social insurance standard.
Objective 2 states that federal financial reporting should assist report
users in evaluating the service efforts, costs, and accomplishments of
the reporting entity; the manner in which these efforts and
accomplishments have been financed; and the management of the
entity’s assets and liabilities.

Objective 3 states that federal financial reporting should assist users in
assessing the impact of the government’s operations and investments
for the period and how the government’s and the nation’s financial
condition has changed and may change in the future. This objective is
based on the government’s responsibility for the general welfare of the
nation in perpetuity. It focuses not on the provision of specific
services, but on the requirement that the government report the broad
outcomes of its actions.

In light of Objective 3, fundamental questions about social insurance
programs should be addressed by accounting standards, including
whether the government can sustain these programs as currently
constructed, whether the government’s financial condition improved
or deteriorated as a result of its efforts to provide these and other
programs, and how long these programs will be able to provide
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benefits at current levels. The information that is proposed will help
users address these questions.

8.  The SOSI was a first step in the process of developing information for
an assessment of sustainability of specific programs in government-
wide financial reports and in the financial reports of component
entities that administer social insurance programs. The SOSI is based
on long-range actuarial estimates of future costs. SFFAS 17 requires
certain supplementary information as well, including presentations of
future cash flow as a percentage of taxable payroll and Gross
Domestic Product (GDP). The SOSI and required supplementary
information (RSI) provide information that helps users analyze the
effect of benefit payments to different participants under current law,
as well as economic and demographic changes (e.g., in the cost of
health care and in life expectancies).

9.  Social insurance involves major programs. They are not only a
component of federal operations, but an essential part of the national
economy. This Statement requires information that is not currently
provided. Specifically, it requires management to discuss and analyze
in MD&A measures of social insurance in the context of other
measures presented in the basic financial statements. In addition, it
requires a table or other singular presentation of measures in MD&A; a
new summary section for the SOSI; and a new statement of changes in
social insurance amounts.

Materiality 10. The provisions of this Statement need not be applied to immaterial
items. The determination of whether an item is material depends on
the degree to which omitting or misstating the item makes it probable
that the judgment of a reasonable person relying on the information
would have been changed or influenced by the omission or the
misstatement.

Effective Date 11. The provisions of this Statement will be effective beginning in fiscal
year 2011.
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Accounting
Standard

Scope

12. This Statement of Federal Financial Accounting Standards (SFFAS or
Statement) is applicable to the consolidated financial report of the
U.S. government as well as to the financial reports of component
entities that present a Statement of Social Insurance (SOSI). Social
insurance standards for these entities are provided in SFFAS 17.

13. This Statement amends sections of SFFAS 17. It does not affect
provisions of SFFAS 17 that are not explicitly described and illustrated
in paragraph 40 of this standard. For the government-wide entity and
entities that present a SOSI, the Statement supplements SFFAS 15,
Management’s Discussion and Analysis; it does not affect the MD&A
requirements of other entities.

14. The following five programs are the sole programs subject to social
insurance amendments adopted through this Statement:

(a) Old-age, Survivors, and Disability Insurance (OASDI or
Social Security);

(b) Medicare Hospital Insurance (Medicare HI) (Part A) and
Medicare Supplementary Medical Insurance (Medicare SMI)
(Part B and Part D);?

3 Medicare also includes a “Part C.” The Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA) created the Medicare Advantage (MA) program that is
sometimes referred to officially as Part C. MA provides Parts A, B, and now D through
private health insurance plans. Those who are entitled to Part A and enrolled in Part B may
choose to join a MA plan, if there is a plan available in their area. MA plans have their own
providers or a network of contracting health care providers. All MA plans are currently paid
a per capita premium, assume full financial risk for all care provided to beneficiaries, and
must provide all Medicare-covered services. Many MA plans offer additional Medicare
services such as prescription drugs and vision and dental benefits to beneficiaries. The
federal government’s commitment for components of Part C (i.e., hospital, physician, drugs)
would be the same as for Parts A, B, and D and would be accounted for accordingly.
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(¢) Railroad Retirement benefits (RRB);*
(d) Unemployment Insurance for the general public (UI);> and

(e) Black Lung benefits.

Definitions

15. Closed group population

Those persons who, as of a valuation date, are participants in a social
insurance program as beneficiaries, covered workers, or payers of
earmarked taxes or premiums.

16. Closed group measure

The closed group measure is the net present value of all expenditures to or
on behalf of the closed group population (see above) participating in a
social insurance program and all contributions or other income from or on
behalf of those participants over a given projection period.

17. Closed group unfunded obligation

The closed group unfunded obligation is the closed group measure (see
above) minus the value of the assets held by the program at the beginning
of the reporting period.

18. Current participants

All individuals currently participating in a social insurance program, e.g.,
for Social Security, those who are 15 years and older and are working or
have worked in covered employment and retirees as of the valuation date.
An entry age for work in covered employment of 15 years is assumed.

* Legislation enacted in 1974 restructured railroad retirement benefits into two tiers, so as to
coordinate them more fully with Social Security benefits. The first tier is based on combined
railroad retirement and Social Security credits, using Social Security benefit formulas. The
second tier is based on railroad service only and is comparable to the pensions paid over and
above Social Security benefits in other industries.

5 Pursuant to SFFAS 17, a statement of social insurance is not prepared for the Ul program;

SFFAS 17 specifies other reporting for the UI program. Thus, for the purposes of this
Statement, the UI program is not a “component entity that presents a SOSIL.”
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19. Future participants

Individuals who are not currently participating in a social insurance
program but who are projected to participate in the future over a given
projection period as contributors or beneficiaries or both. For example, for
Social Security, future workers and beneficiaries who are under age 15, not
yet born, or not yet immigrated as of the valuation date.

20. Open group population

Those persons who, as of a valuation date, are or will be during the
projection period participants in a social insurance program as
beneficiaries, covered workers, or payers of earmarked taxes or premiums.
21. Open group measure

The open group measure is the net present value of all expenditures to or
on behalf of the open group population (see above) and all contributions or
other income from or on behalf of the open group population over a given
projection period, e.g., 75 years.

22. Open group unfunded obligation

The open group measure (see above) minus the value of assets held by the
program at the beginning of the reporting period.

Management’s
Discussion and Analysis

23. Component entities that present a SOSI and the government-wide
entity should discuss critical measures from their basic statements in a
separate section of their management’s discussion and analysis
(MD&A). They should explain the significance of key amounts, the
major changes in those amounts during the reporting period, and the
causes thereof. In particular, the entity should explain why the
changes occurred and what they imply for the program’s operation.
The entity should explain how costs and commitments incurred during
the period were or will be financed. The entity should describe
important existing and currently-known demands, risks, uncertainties,
events, and conditions—both favorable and unfavorable—that affect
the amounts reported in the basic financial statements. The
discussion should go beyond a mere description of existing conditions
and should encompass the possible future effects of anticipated future
events, conditions, and trends regarding social insurance programs.
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Where appropriate, the description of possible future effects of both
existing and anticipated factors should include quantitative forecasts
or projections.

24. At a minimum, component entities that present a SOSI and the
government-wide entity should present and explain, as described in
paragraph 23, the following measures except as noted:

a. From the statement of net cost and the statement of changes in
net position (component entities) or statement of operations and
changes in net position (government-wide entity):

i. Net costs

ii. Total financing sources and net change of cumulative results
of operations (for component entities only) and

iii. Total revenue and net operating costs (for the government-
wide entity only)

b. From the statement of financial position (balance sheet):
i.  Total assets
ii. Total liabilities
iii. Net position

c. From the statement of social insurance and the statement of
changes in social insurance amounts (SCSIA):

i. The open group measure; the entity should discuss the
closed group measure in the narrative and explain how it
differs from the open group measure® and the significance of
the difference

% See the definitions of “closed group” and “open group” in pars. 15-22. The Black Lung
benefits program serves a population that is closed to new entrants; therefore, for that
program, the open and closed groups would be the same.
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25.

26.

27.

ii.  The change in the open group measure during the reporting
period(s)

d. From the reconciliation of net operating cost and unified budget
deficit (for the government-wide entity only): total unified budget
deficit or surplus

e. From the statement of long-term fiscal projections (for the
government-wide entity only): the net present value of the excess
of spending over receipts.

In addition, MD&A should present the above measures in a table or
other singular presentation (see the illustration for the government-
wide entity at Appendix B: [llustrative Table of Key Measures). The
closed group measure is not required to be presented in the table or
other singular presentation. The table in Appendix B is for purposes of
illustration only. The preparer should determine the most effective
format for communicating the critical financial information and the
reasons for changes during the prior period.

Each critical measure above (costs, net position, etc., see paragraph
24) may be disaggregated into sub-measures. For example, regarding
assets, component entities may separately present Treasury securities
held, and liabilities may be disaggregated into major items, i.e., into
line items for employee pension liabilities and other liabilities.

The amounts discussed in MD&A for the open group measure should
be the same as the amount in the summary section of the SOSI
(discussed below and in Appendix C: Illustrative Statement of Social
Insurance, Part I, Government-wide SOSI), and the SCSIA (discussed
below and in Appendix D: Illustrative Statement of Changes in Social
Insurance Amounts).

Statement of Social
Insurance

[See Appendix C: Illustrative Statement of Social Insurance, Part I,
Government-wide SOSI. There are two illustrations, one for the
government-wide entity (Part I) and another for the component entity
(Part I1).]
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28.

29.

30.

The government-wide entity and component entities that present a
SOSI pursuant to SFFAS 177 should conclude the SOSI with a summary
section that presents the closed group measure and open group
measure (see Appendix C). The open group measure line item should
be the same as lines on the beginning-of-year and end-of-year amounts
on the SCSIA (see below and Appendix D).

The summary section of the component entity SOSI should include the
assets held by the programs, if any, and totals for the open group
unfunded obligation (see Appendix C, Part II, summary section for
component entities).

This Statement should not be construed to preclude presenting
subtotals by age cohort.

Statement of Changes in
Social Insurance
Amounts

[See Appendix D: Illustrative Statement of Changes in Social Insurance
Amounts.]

31.

32.

The government-wide entity and component entities that present a
SOSI should present a SCSIA. The SCSIA will reconcile beginning and
ending open group measures and present the components of the
changes in the open group measure from the end of the previous
reporting period. It should present the significant components of the
change, e.g., the change due to the change in valuation period; the
interest on the obligation due to present valuation; the changes in
demographic, economic, and health care assumptions; the changes in
law, regulation, and policy; and the amounts associated with each type
of change.

The SCSIA should disclose in notes on the face of the statement and/or
in notes to the financial statements the reasons for the changes. The
reasons should be explained as briefly and simply as possible. The
most significant changes should be explained in the entity’s MD&A as
well as in disclosures associated directly with the SCSIA.

" Currently, these component entities are the Social Security Administration, the Department
of Health and Human Services, the Centers for Medicare and Medicaid Services, the Railroad
Retirement Board, and the Department of Labor.
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Required Supplementary 33.

Information other than
MD&A

This Statement does not eliminate or otherwise affect the SFFAS 17
requirements for supplementary information® except that actuarial
projections of annual cash-flow in nominal dollars are no longer
required for either component entities that present a SOSI or the
government-wide entity.

Valuation Date

34.

35.

All projections and estimates required in this Statement should be
made as of a date (the valuation date) as close to the end of the fiscal
year being reported on (“current year”) as possible and no more than
one year prior to the end of the current year. This valuation date
should be consistently followed from year to year. If, after the
valuation date, but prior to the end of the fiscal year, policy changes
are enacted that could materially affect the basic statement, the
projections should be adjusted, if feasible, as if the policy reforms had
taken place as of the valuation date. If not feasible, the entity should
disclose an estimate of the magnitude of the effect of the policy
change on the projection or, if not possible, disclose that it was not
possible to reasonably estimate the effect. In any case, the nature of
the policy change should be disclosed. If policy changes are enacted
after the end of the fiscal year, but prior to the issuance of the financial
statements, the financial statements should disclose the nature of the
policy change and, if known, the estimated effect on the projections.

The entity should provide a brief statement explaining that the SOSI
amounts are estimates based on current conditions, that such
conditions may change in the future, and that actual cost may vary,
sometimes greatly, from the estimated cost. For example:

APPLICATION OF CRITICAL ACCOUNTING
ESTIMATES

The financial statements are based on the selection of
accounting policies and the application of significant
accounting estimates, some of which require management
to make significant assumptions. Further, the estimates are
based on current conditions that may change in the future.

8 SFFAS 17, paragraph 27(1) requires certain long-range projections of social insurance cash-

flow.
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Actual results could differ materially from the estimated
amounts. The financial statements include information to
assist in understanding the effect of changes in
assumptions to the related information.

Sensitivity Analysis 36.

37.

38.

The component entity should provide, as required supplementary
information, sensitivity analysis of the closed and open group
measures appropriate for their circumstances.” The objective of
sensitivity analysis is to illustrate how an estimate or projection would
change if assumptions, data, methodologies or other inputs change.
The Social Security Administration (SSA), Medicare and Railroad
Retirement programs should provide sensitivity analysis of the open
group measure in the SOSI summary. The entity should state that the
amounts of the open (and closed) group measures depend on the
assumptions used and that actual experience is likely to differ from
the estimate.

When choosing an approach for sensitivity analysis, the entity should
consider future trends, the utility of the information to the users and
policy-makers, and the relative burden on the component entity
resources. Providing analysis or disclosure for one or more periods
will not imply that such analysis or disclosure is appropriate in the
future, although the reasons for discontinuing a particular sensitivity
analysis should be addressed in the annual report.

The government-wide entity should provide a summary of the
sensitivity analyses required for component entities.

Government-wide Entity 39.
Accounting and
Reporting

The standard for government-wide accounting and reporting for social
insurance programs is the same as that for component entities that
present a SOSI unless otherwise indicated. However, the level of
detail at the government-wide level should be less than at the
component level.

% See Actuarial Standards of Practice 32, paragraph 3.5.
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Effect on SFFAS 17 40. The Statement provides additional requirements for presentation,
disclosure, and supplementary reporting for social insurance
programs. SFFAS 17 is amended as follows to conform to the changes
in this Statement:

All projections and estimates required by this Statement should be made as of a
date (the valuation date) as close to the end of the fiscal year being reported on
(“current year”) as possible and no more than one year prior to the end of the
current year. This valuation date should be consistently followed from year to year.
If, after the valuation date, but prior to the end of the fiscal year, policy changes are
enacted that could materially affect the basic statement, the projections should be
adjusted, if feasible, as if the policy changes took place as of the valuation date. If
not feasible, the entity should disclose an estimate of the magnitude of the effect of
the policy change on the projection or, if not possible, disclose that it was not
possible to reasonably estimate the effect. In any case, the nature of the policy
change should be disclosed. If policy changes are enacted after the end of the
fiscal year, but prior to the issuance of the financial statements, the financial
statements should disclose the nature of the policy change and, if known, the
estimated effect on the projections.

26A. The entity should provide a brief statement explaining that the SOSI
amounts are estimates based on current conditions, that such conditions may
change in the future, and that actual cost may vary, sometimes greatly, from the
estimated cost. The entity should state that the amounts of the open (and closed)
group measures depend on the assumptions used and that actual experience is
likely to differ from the estimate. For example:
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APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

The financial statements are based on the selection of accounting policies
and the application of significant accounting estimates, some of which
require management to make significant assumptions. Further, the
estimates are based on current conditions that may change in the future.
Actual results could differ materially from the estimated amounts. The
financial statements include information to assist in understanding the
effect of changes in assumptions to the related information.

27 (1) Cash-flow Projections — ...

{a&) Actuarial projections of the annual cash-flow-in-remiral-dellars; with
amounts reported for at least every fifth year in the projection period. The
cash-flow information should show

i. total cash inflow from:
a. all sources and
b. excluding net interest on intra governmental
borrowing/lending and
ii. total cash outflow

o il osti ided in 27(1)@)i)2 27

(ijtaxabl ' W

For the OASDI and HI programs, the actuarial projections of the annual
cash-flows should be expressed as a percentage of taxable payroll and
ross domestic product (GDP). For the SMI program, the actuarial
projections should be expressed as a percentage of GDP. For the RRB
program, the actuarial projections should be expressed as a percentage
of taxable payroll. For the Black Lung and Ul programs, the actuarial
projections should be expressed in constant (or inflation-adjusted) dollars.
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(4) Sensitivity Analysis —

(a) FeraAll programs except-Ul-illustrate-the-sensitivity-of the

factors-and-theirtrend: should provide sensitivity analysis
appropriate for their particular circumstances. The objective of
sensitivity analysis is to illustrate how an estimate or projection
would change if assumptions, data, methodologies or other inputs
change. The OASDI, Medicare and Railroad Retirement programs
should provide sensitivity analysis of the open group measure
presented in the SOSI summary. Appropriate considerations include
future trends, the utility of the information to the users and policy-
makers, and the relative burden on the component entity resources.
Providing analysis or disclosure for one or more periods will not
imply that such analysis or disclosure is appropriate in the future,
although the reasons for discontinuing a particular sensitivity
analysis should be addressed in the annual report. The entity should
state that the amounts of the closed and open group measures
depend on the assumptions used and that actual experience is likely
to differ from the estimate.

5 For ULl it ot i o irodt

32. ... (4) Sensitivity Analysis — For all social insurance programs, provide a
summary of the sensitivity analysis required-under-the-standard-for
component entities{see-par—2-4))-Ata-minimum;the-summary-should
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Effective Date 41. This Statement is effective for periods beginning after September 30,
2010.

The provisions of this statement need not be applied to immaterial items.
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Appendix A: Basis
for Conclusions

This Appendix discusses factors considered significant by Board members
in reaching the conclusions in this Statement of Federal Financial
Accounting Standards (SFFAS or “Statement”). It includes the reasons for
accepting certain approaches and rejecting others. Individual members
gave greater weight to some factors than to others. The standards
enunciated in this statement — not the material in this Appendix — should
govern the accounting for specific transactions, events, or conditions.

Background

Al. Expense and liability recognition for social insurance programs (as
well as potential expense and liability recognition for other non-
exchange transactions and government-acknowledged events) has
been a long-standing source of controversy. In its 19 years of
operation the Board has issued several exposure drafts, a standard,
and a preliminary views document related to social insurance
reporting as follows:

A 1995 exposure draft entitled Accounting for Liabilities of the
Federal Government

A 1998 exposure draft entitled Accounting for Social Insurance
SFFAS 17, Accounting for Social Insurance, in August 1999

A 2002 exposure draft entitled Reclassification of Stewardship
Responsibilities and Eliminating the Current Services
Assessment, which resulted, in 2003, in SFFAS 25 of the same title
A 2004 exposure draft entitled Presentation of Significant
Assumptions for the Statement of Social Insurance: Amending
SFFAS 25, which resulted, in 2004, in SFFAS 26 of the same title
A 2006 preliminary views document entitled Accounting for
Social Insurance, Revised and

A 2008 exposure draft entitled Accounting for Social Insurance,
Revised

A2. For SFFAS 17 the Board identified five programs as social insurance
programs.

Old-Age, Survivors, and Disability Insurance (OASDI or Social
Security)

Hospital Insurance (HI) and Supplementary Medical Insurance
(SMI); known collectively as "Medicare"

Railroad Retirement benefits

Black Lung benefits and
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A3.

A4.

Ab.

e  Unemployment Insurance (UI)

The issue of social insurance accounting was addressed in SFFAS 17
through compromise between strongly opposing views. The
compromise featured:

a. liability recognition at the point when social insurance benefit
payments are due and payable and with revenue and expenses on
a cash-flow basis, plus or minus the change in the due and
payable liability during the reporting period;

b. aSOSI and accompanying disclosures; and

c. other narrative and trend information, e.g., graphs of long-term
cash flow projections using nominal dollars and as percentages of
taxable payroll and GDP, the “dependency ratio,” and sensitivity
analysis.

Through SFFAS 25 and 26, the Board re-classified the SOSI from
“required supplementary stewardship information” to basic
information. The SOSI became subject to a full audit in fiscal year
2006 and significant assumptions were required to be disclosed.

SFFAS 17, 25, and 26 substantially improved the information presented
in general-purpose external financial reports of the U.S. government
and its component entities. However, in 2004 the Board decided to
reconsider the question of liability and expense recognition. A
majority of members serving at that time concluded that the
compromise that produced SFFAS 17 did not recognize the accruing
cost of social insurance programs in each reporting period and the
accumulated liability for benefits payable at a determinable date under
current law. Nor did it fully explain the change in the net present value
of program-related cash flows. Hence, in 2004, the Board initiated a
new social insurance project, and a Preliminary Views document was
issued in October 2006.

What the Preliminary  AS.

Views Document
Proposed

In the Preliminary Views document, the Board presented two views —
a Primary View and an Alternative View — of proposed changes in the
information provided about the effect of social insurance programs.
Under the Primary View proposal, social insurance expense would
have been recognized on the statement of net cost when participants
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AS8.

A9.

become fully insured and thus substantially meet the eligibility
conditions for future benefits and as scheduled benefits increase due
to additional work in covered employment by fully insured individuals.

In addition to changing the expense and liability recognition points,
the Primary View would have linked the SOSI amounts with amounts
reported for social insurance on the balance sheet and statement of
net cost. For the Primary View members, such linkage or
“articulation” would have illustrated how the amounts reported on
other basic financial statements relate to the present values of the
cash inflow and outflow over the next 75 years reported on the SOSI.

The Alternative View in the Preliminary Views document proposed to
maintain the recognition and measurement of expense and liability for
Social Security, Medicare, and Railroad Retirement programs
currently required in SFFAS 17. That is, the entity would recognize a
liability and a related expense for social insurance benefits when all
eligibility criteria are met such that an individual beneficiary is entitled
to receive a benefit (e.g., a cash payment, goods, or services), which
includes the point when benefit payments are “due and payable.”
Thus, under the Alternative View the amounts reported on the balance
sheet, statement of net cost, and statement of social insurance
presentation would not have changed from what is currently reported
under SFFAS 17.

The Alternative View in the Preliminary Views document would have
added a new basic financial statement entitled the “statement of
changes in social insurance amounts,” that would show the reasons
for all changes during the period in the amounts (net benefits less
receipts) presented in the statement of social insurance. The Primary
View members agreed in principle that such a statement should be
required.
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A10.

All.

Al2.

In addition, the Alternative View in the Preliminary Views proposed
to break new ground. It proposed a new statement of “fiscal
sustainability”® for the consolidated Financial Report of the United
States Government (CFR) that would provide sustainability
information on the entire government, including information
necessary to assess the sustainability of social insurance programs
and information on intergenerational equity, as required
supplementary information.

The members supporting the Primary View welcomed and encouraged
the development of additional supplementary sustainability
information. However, they believed it should be the subject of a
separate project because it has implications for a wide variety of
issues.

The FASAB subsequently undertook a project on sustainability that
resulted in SFFAS 36, Reporting Comprehensive Long-Term Fiscal
Projections for the U. S. Government.

Different Views
Regarding the Obligating
Event

Al3.

Al4.

Supporters of the Primary and Alternative Views differed as to the
event or transaction that would trigger an expense and a liability for
social insurance programs. The members supporting the Primary
View believed that conditions for receiving a future benefit are
substantially met when the participants become fully insured, and the
omission of the effects of these events results in an incomplete
reporting of costs and liabilities.

Members supporting the Alternative View in the Preliminary Views
document saw a fundamental distinction in financial reporting of
exchange transactions, which are voluntary market exchanges of
goods and services for a price, and nonexchange transactions
resulting from decisions made collectively by the Congress and the
President to levy taxes and to authorize programs. They noted that
this distinction is made in FASAB concepts, standards, and financial

10 SFFAS 36, Reporting Comprehensive Long-Term Fiscal Projections for the U. S.
Government, paragraph A3, notes that discussion of long-term fiscal issues has been
described in terms of “fiscal sustainability,” and that in the exposure draft on that subject the
Board’s working definition of fiscal sustainability was “the federal government’s ability to
continue, both now and in the future, current policy without change regarding public
services and taxation without causing debt to rise continuously as a share of GDP.”
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Al6.

statements, e.g., the statement of net cost, as well as by other standard
setters, including the Governmental Accounting Standards Board
(GASB) and the International Public Sector Accounting Standards
Board (IPSASB); and that it is also the difference between offsetting
collections or offsetting receipts, on the one hand, and governmental
receipts on the other hand.

Members who supported the Alternative View in the Preliminary
Views document believed that although the basis for recognition of a
liability and cost for social insurance established in SFFAS 17 (e.g.,
due and payable) remains appropriate, the set of information required
by SFFAS 17 was inadequate. They argued that SFFAS 17 does not (1)
recognize important information concerning the fiscal sustainability of
social insurance programs, or (2) fully explain the change in the net
present value of program related cash flows. They believed that the
fundamental nature of social insurance is more complex than the
federal government’s current accounting model could accommodate.

It is extremely important to note that both the Primary View and the
Alternative View in the Preliminary Views document called for
sustainability reporting. Those members who supported the Primary
View believed that the Board should consider additional sustainability
reporting in a future project. As noted above, the FASAB subsequently
undertook a project on the subject that resulted in SFFAS 36.

Fiscal Sustainability
Reporting

Al7.

Al8.

After the public hearing on the Preliminary Views on social insurance
on May 23, 2007 and initial discussions in the summer of 2007, the
Board decided to suspend work on the social insurance standard
briefly while it developed fiscal sustainability reporting further. The
Preliminary Views document mentioned the Board’s unanimous
interest in fiscal sustainability reporting and the Alternative View
presented examples of what it might look like.

The Board issued an exposure draft on fiscal sustainability'' in August
2008, and subsequently a final standard, SFFAS 36, in September

! Reporting Comprehensive Long-Term Fiscal Projections for the U.S. Government, Issued
August 29, 2008.
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2009. SFFAS 36 requires that the CFR present information that will
help readers assess whether future budgetary resources will likely be
sufficient to sustain public services and to meet obligations as they
come due, including social insurance. The Board concluded that this
requires presenting current and projected levels of all federal
spending, federal receipts, and federal debt in relation to the economy.

A19. The fiscal sustainability standard is comprehensive. It requires:

a.

A statement of long-term fiscal projections for the U.S.
government, a basic financial statement, in the CFR presenting
the present value of projected receipts and non-interest spending
under current policy without change for all activities of the
federal government, including social insurance; how those
amounts relate to projected GDP; and changes in the present
value of projected receipts and non-interest spending from the
prior year.

Supplementary information explaining and illustrating the
projected trends in:

i.  The relationship between all federal government receipts
and spending,

ii.  Deficits or surpluses, and

iii. Treasury debt as a share of GDP.
Disclosures explaining and illustrating:

i. The assumptions underlying the projections,
ii. Factors influencing trends, and

iii. Significant changes in the projections from period to period.

A20. The Board believes that these projections will provide meaningful
information essential to assessing whether future budgetary resources

12 September 28, 2009.
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will likely be sufficient to sustain public services and to meet
obligations as they come due, including social insurance obligations.

Social Insurance
Revisited: The Exposure
Draft of November 2008

A21.

A22.

A23.

A24.

Having developed the proposed fiscal sustainability standard, the
Board returned to social insurance. In November 2008, the Board
issued the exposure draft Accounting for Social Insurance, Revised
(SIED). The Board noted in the SI ED that the fundamental difference
of opinion on the question of liability and expense recognition for
social insurance was reflected in the views of the respondents to the
Preliminary Views document itself. Indeed, the difference of opinion
has persisted since the Board’s initial consideration of the social
insurance liability question during the development of SFFAS 5 and
especially during the development of SFFAS 17.

SFFAS 17 presented a compromise between two strongly held views
regarding liability and expense recognition for social insurance
programs. For SFFAS 17, the Board concluded that the best approach
was to recognize the annual cash flow effects of the social insurance
programs in the basic financial statements; that is, revenue is the cash
inflow during the reporting period from payroll tax contributions and
income tax on social insurance benefits and expenses are the cash
outflow during the year plus or minus the change in a “due and
payable” liability. However, the Board also required a package of
information that it characterized as required supplementary
stewardship information (RSSI).

For the RSSI section, the Board required an array of present values by
age cohort in what became the statement of social insurance (SOSI).
In addition, the Board required other information, e.g., projections of
cash flows over long-term projection periods using nominal dollars
and as percentages of taxable payroll and GDP.

The Board decided that the “bottom line” of the SOSI should be an
open group measure. That bottom line represents the total excess of
actuarial present values of future benefit payments over future
contributions and tax income for current and future participants over
a period sufficient to illustrate long-term sustainability. There had
been much debate during the development of the standard over
whether to present the open group measure or the closed group
measure.

SFFAS 37 - Page 25 FASAB Handbook, Version 10 (06/2011)



SFFAS 37

History of the Closed A25.

Group Measure

A26.

A27.

A28.

The term “group” simply refers to the participants included in a
measure. The “closed group” includes current participants only, e.g.,
for Social Security, current retirees and covered workers. It does not
include future participants; those projected to become participants
during the projection period but after the valuation date. It contrasts
with the “open group” that does include those who are currently
participating and those who will participate in the future during the
projection period. The open and closed group measures include all
future flows related to the specified group. These measures contrast
with an accrued benefit obligation measure which includes only future
benefits attributed to past work in covered employment by current
participants as of the reporting date.

The closed group measure has been an option for federal financial
reporting for a long time. From 1985 through 1994, the closed group
measure was disclosed in a footnote in the “prototype” Consolidated
Financial Statements of the United States (prototype CFS). Before
that, from 1976 to 1985, a liability had been recognized for Social
Security in the prototype CFS, using a calculation similar to that called
for by private sector accounting standards.

Ultimately, for SFFAS 17, the Board decided to develop the SOSI to
provide actuarial present values of future contributions and benefits
for the open group of participants but not the closed group per se. The
Board concluded that the SOSI as constituted would be useful for
analysis of sustainability and financial position of social insurance
programs.

The vote for SFFAS 17 was not unanimous. Three members dissented.
Their dissents focused primarily on the switch from the closed to the
open group bottom line. One of the dissenting members said the
closed group deficit was a very important measure in evaluating
alternative proposals for social insurance financing. Even though
SFFAS 17 required instructions in a footnote on how to calculate the
closed group measure, the member felt that, if the Board truly wished
to establish standards that meet the information needs of citizens,
elected officials, and program managers, the standard should require
the prominent presentation and explanation of the closed group
measure rather than a footnote explaining how to calculate the closed
group measure. The member did not see how that could possibly be
interpreted as satisfying the mission of the Board.
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A30.

A31.

Another member dissented because he felt SFFAS 17 did not require a
clear unambiguous disclosure of a reasonable estimate of the
government’s social insurance liability/obligation. That member
argued that the due and payable liability would result in a reported
financial position that would appear to many as significantly
misleading, at best, and clearly not commensurate with the significant
financial implications of this critical national issue. The member
noted that SFFAS 17 required the net present value of future benefits
related to the open group but not the closed group, and that the
absence of the specified closed group measure was significant
because some suggest that the closed group measure represents an
appropriate estimate of the social insurance liability.

Lastly, a third dissenter argued that the removal of the closed group
number from the published financial statements removed any
forthright indication of the existence of any obligations to
participants. He asked what the government’s repeated promises
meant if there is no obligation to the participating public. He argued
that the closed group number is an important indicator of financial
stress to be faced by the next generation of Americans, and is a proxy
for an economic liability or an “implicit” liability. He mentioned that
proposals to add social insurance benefits or increase social insurance
taxes or to make other changes in the program should be evaluated by
Congress and the public against these absolute numbers and the
strength of the government’s commitment to honor the indicated
obligations. Finally, he argued that the SOSI should be a basic
financial statement, which it later became with SFFAS 25 and SFFAS
26.

Some current Board members believe that the closed group measure is
the best measure of the social insurance obligation and that the effect
of the change in this measure during the reporting period is an
economic cost that should be reported on the statement of net cost.
However, other members agree that the closed group measure is the
best measure of the obligation but do not believe the effect of the
change in this measure during the reporting period is appropriate for
the statement of net cost. They view future revenues that are included
in the measure as contingent revenues, and they believe all other
future inflows and/or revenues included in the balance sheet and the
statement of net cost relate to earned revenues.

SFFAS 37 - Page 27 FASAB Handbook, Version 10 (06/2011)



SFFAS 37

A32. The Board notes that federal credit accounting, insurance accounting,
and accounting for which fair value measures are utilized currently
incorporate future inflows and outflows in the measure of liability and
expense, and that the basis for including future revenue in current
year cost and liability measures depends on the obligating event to
which they relate. If they relate to a past event, e.g., an insured event,
then they are appropriate measures of cost. If they relate solely to a
future event, e.g., future insurance policies in the program, then they
should be excluded from current costs and from liability
measurement. The key is the event not the fact that the cash flow is in
the future. They cite current FASAB insurance standards in SFFAS 5"
that include future revenue when calculating the net liability.

A33. Since the two views regarding liability and expense recognition
persisted and the likelihood of achieving a satisfactory majority one
way or the other was remote, and since the Board wished to further
improve social insurance reporting, the Board concluded that a
compromise was necessary. In developing the exposure draft of
November 2008 (SI ED), the Board believed that a fair presentation of
the financial position, condition, and results of operations requires
that the closed group measure be provided as part of a balanced
package of information. The Board believed that the closed group
measure represents a reasonably good estimate of the net
responsibility of future taxpayers, under current laws, to pay benefits
to current participants. Although this amount is subject to change due
to changing long-range demographics and other factors, it is not as
volatile as the computation under the open group measure that
includes all current and future participants over a projection period,
e.g., the next 75 years. It relates only to individuals who already are
participating in the program.

A34. The open group measure represents the net present value of all
expenditures to or on behalf of the open group population and all

13 SFFAS 5, par. 113: The liability for life insurance includes both the liability for unpaid
claims ... and a liability for net future policy benefit outflows.... The [latter] represents the
expected present value of future outflows to be paid to, or on behalf of, existing
policyholders, less the expected present value of future net premiums to be collected from
those policyholders. The liability is estimated using appropriate financial or actuarial
methods that include assumptions ... applicable at the time the insurance contracts are
made and in accordance with existing law and related policy .... Changes in the liability for
future net policy benefit outflows that result from periodic re-estimations would be
recognized as expense in the period in which the changes occur. ...
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A36.

contributions or other income from or on behalf of the open group
population over a given projection period, e.g., 75 years. It is used to
estimate the future financing shortfall in social insurance programs.
The closed group measure involves only those participating in the
social insurance program at the reporting date. It represents the same
measurement methodology as for the open group, applied to a closed
population; that is, it is the net present value of all expenditures to or
on behalf of the current participants and all contributions or other
income from or on behalf of the current participants over a given
projection period.

The open group measure is inherently more sensitive to assumptions
about the distant future than the closed group measure. The greater
sensitivity is inevitably true, despite the best efforts of actuaries,
economists, and other professionals involved in making these
projections. It is mainly caused by the fact that a closed group
decreases over time, so that uncertainty about what will happen in the
distant future has less impact than is the case for an open group that
grows larger during the projection period.

For the SI ED, the Board proposed changes to highlight the closed
group number. The ST ED would have required:

a. adiscussion and analysis by management of the closed group
measure of social insurance along with other critical measures in
MD&A,;

b. aseparate line presenting the closed group measure that would
be presented on the balance sheet below assets, liabilities, and
net position and not included in the totals for these
classifications;

c. new summary presentations on the SOSI for closed and open
group measures;

d. anew statement of changes in social insurance using the closed
group measure;

e. note disclosure of an accrued benefit obligation; and

f.  continuation of the projections and other supplementary
reporting currently required by SFFAS 17 but with amendments
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to the display of cash flow information, the valuation date, and
the sensitivity analysis.

Again, the SI ED did not propose to change the SFFAS 17 liability and
expense recognition standard."

Respondent’s Comments A37. The SI ED received 20 responses as follows:

on the Exposure Draft

FEDERAL NONFEDERAL
(Internal) (External)

Users, academics, others 14

Auditors 1

Preparers and financial managers

What the Exposure Draft A38. Balance sheet presentation raised difficult issues for the Board with

Proposed Regarding the
Balance Sheet

respect to the SI ED. In the Preliminary Views document of October
2006, the Board had discussed its differing views of liability and
expense recognition, views which have been and remain divergent.

A39. For the SI ED the Board proposed a compromise. Instead of changing
the “due and payable” liability measure of SFFAS 17, the Board
proposed new reporting featuring the closed group measure of the
social insurance commitment as the link or common thread among
MD&A, the balance sheet, the SOSI, and the new statement of changes
in social insurance amounts. Thus, the closed group measure would

4 SFFAS 17, paragraphs 22-23 and 30 state that, except for Unemployment Insurance, the
government-wide and component entities should recognize a liability (and a related
expense) for those social insurance benefits that are due and payable to or on behalf of
beneficiaries at the end of the reporting period, including claims incurred but not reported.
For U], a liability (and related expense) would be recognized for (1) amounts due to states
and territories for benefits they have paid to beneficiaries but for which the states and
territories have not withdrawn funds from the federal unemployment trust fund (UTF) as of
fiscal year end, and (2) estimated amounts to be withdrawn from UTF and benefits paid by
states and territories after fiscal year end for compensable days occurring prior to fiscal year
end. A Ul expense will also be recognized for the reporting period for amounts withdrawn
from the Federal UTF by states and territories to pay benefits to beneficiaries that pertain
solely to the current reporting period. Such costs would be recognized as a component of
expense and not as a reduction of the recognized liability. Amounts paid that pertain to and
reduce the liability recognized in the prior reporting period pursuant to this paragraph, items
(1) and (2), would not be recognized as an expense of the current reporting period.
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A41.

A42.

have been presented, among other places, as aline item on the balance
sheet below assets, liabilities, and net position. It would not have been
included in the totals for these classifications, but would have been
part of a package of information.

In the SI ED, the members who supported this proposal stated their
belief that the closed group measure is important for analysis of social
insurance. The closed group measure represents the net present value
as of the reporting date of the commitment of future social insurance
participants and future general taxpayers to provide benefits to
current participants over the latter’s lifetime, based on the current
participants’ past and future work in covered employment. The closed
group measure also provides a perspective on the financing challenges
for the program. It would be relevant to those who are assessing
options for dealing with those challenges. The measure would not
only draw attention to the challenge but would also quantify it in a way
that can support further analysis and decision-making.

The proposed balance sheet reporting would have affected the
reporting model. Again, the proposal was to present the closed group
measure as a line item on the balance sheet below assets, liabilities,
and net position and not included in the totals for these classifications.
The line item was not presented formally as a new element of financial
statements within the context of the SFFAC 5' definitions, e.g., a
“commitment.” The Board explained that it was not formally
proposing a new definition or concepts underlying a new reporting
model at that time. In order to offer improvements in a timely manner,
the Board left open certain questions regarding the reporting model
and the elements of federal financial reporting. However, the Board
indicated there were areas where additional conceptual work would
be undertaken.

Members believe that the current concepts need to do a better job of
explaining unique federal accounting issues. Concepts need to
explain, for example, why the power to tax is not an asset but
nonetheless is relevant to assessing the sustainability or the financial
condition of the federal government; why current deficits are indeed
bad but that the problem is actually long-range rather than short-

15 SFFAC 5, Definitions of Elements and Basic Recognition Criteria for Accrual-Basis
Financial Statements.
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range; why the timing of a cash flow problem is important, and why
the point estimates on the balance sheet have limitations for assessing
financial condition. Members believe that the fiscal sustainability
reporting established in SFFAS 36 substantially improves the
information communicated regarding financial condition. The Board
plans to continue to consider reporting concepts in the Financial
Reporting Model Phase of its Conceptual Framework Project.

The subjects of the balance sheet and the open vs. closed group
measures of the social insurance commitment raise fundamental
issues. Over the years, some members and others have asked why
social insurance should be treated differently than other programs that
are funded by annual appropriations, and why social insurance should
be selected for the balance sheet but not other programs, e.g., food
stamps, school lunches. They do not believe that a strong basis has
been established for saying social insurance programs are the ones to
highlight through liability recognition and others can be excluded. In
this regard some members believed one of the drawbacks of the SOSI
is that it does not provide a comprehensive view of government
liabilities-commitments-expectations. They note that the information
provided pursuant to SFFAS 36 will provide that view.

Respondents’ Comments A44.

Regarding the Balance
Sheet

A45.

A46.

Respondents opposed a line item on the balance sheet by a margin of
more than 2 to 1. Various objections were raised. Some cited the SI
ED’s Alternative View position that the lack of a clear definition of a
“commitment” on the balance sheet makes the line item a source of
confusion. Others objected that the closed group measure was
misleading regarding the commitment to social insurance participants.

Some objected from the opposite perspective. They objected to the
absence of a liability on the balance sheet beyond “due and payable”
and found the new line item an unacceptable substitute.

Some respondents who favored a line item on the balance sheet
agreed with the Board’s argument that it was a compromise between
opposing positions.
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The Board’s Conclusions A47. The Board was of two views on the question of displaying the closed

Regarding the Balance
Sheet

A48.

group measure (or any similar measure) on the balance sheet below
assets, liabilities, and net position and not included in the totals for
these classifications. Some members favored the compromise
approach and wished to alter the presentation — either through
changes to the balance sheet or development of a new basic financial
statement. Those who opposed the new line item on the balance sheet
argued that readers would not have a basis for understanding the new
element on the balance sheet, and/or that the closed group measure is
not comparable to amounts reported on the balance sheet, and/or
other significant long-term commitments should be presented, and/or
the SOSI is adequate. Further, these members were not persuaded
that the proposals presented to alter the presentation on the balance
sheet by presenting the open group instead of the closed group or to
instead create a new basic financial statement were necessary. Thus,
since the Board could not establish a clear majority in favor of the new
line item, it decided not to go forward with the proposed balance sheet
presentation of the closed group measure as a commitment.

The Board then discussed developing a new basic financial statement
that would present the key measures from the financial statements in
one place. Ultimately, the Board agreed to require the key measures in
a table or other singular MD&A presentation, and integrate the work
on a new basic financial statement with the Reporting Model Project.

What the Exposure Draft
Proposed Regarding the
Statement of Social
Insurance and the
Statement of Changes in
Social Insurance
Amounts

A49.

A50.

Regarding the statement of social insurance (SOSI), in the SI ED the
Board proposed to require the closed and open group measures in a
new SOSI summary section of the CFR which the FY 2008 and 2007
CFR provided even though SFFAS 17 does not currently require it.
The SOSI summary section provides information about all age cohorts
and about the components of the closed and open group measures.
For example, the open group measure equals the closed group
measure plus the contributions and the benefits of future participants
over the 75-year (or other) projection period.

The Board also proposed a new basic statement, the SCSIA that would
have presented the changes during the reporting period for the closed
group measure. Heretofore the social insurance reporting had not
required an analysis of the changes in the social insurance present
values. The Board decided that a financial statement illustrating the
components of the change would greatly enhance the value of the
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presentation. The examples of line items/components for the SCSIA in
the exposure draft were consistent with the Social Security Trustees’
Report (see, for example, the 2007 Trustees' Report, Table IV.B9, page
66).

Respondents’ Comments A5l
Regarding the Statement

of Social Insurance and

the Statement of

Changes in Social

Insurance Amounts

A majority of respondents supported a summary section for the SOSI
as described in the SI ED. Those that did not support it objected
mainly to the presence of the closed group measure as a component of
that summary. Their objections to the closed group measure are noted
above regarding other issues. Some respondents objected to requiring
a SOSI summary section, although they did not disapprove of it in
concept. They preferred to allow the preparer to decide whether to
include it. Most respondents supported the SCSIA.

The Board’s Conclusions A52.
Regarding the Statement

of Social Insurance and

the Statement of

Changes in Social

Insurance Amounts

Ab53.

Ab4.

The Board concludes that the SOSI should have a summary section as
described in the SI ED. Although it decided not to go forward with a
line item on the balance sheet for the closed group measure, as
explained above, the Board is going forward with the MD&A
discussion and associated table or other singular presentation of key
measures and with the SCSIA. Thus, the closed group measure and
the open group measure continue to be fundamental information. The
summary section of the SOSI will illustrate the components of these
measures and how the closed group measure relates to the open group
measure.

The summary will present both the net present value of the
commitment to the current participants (the closed group measure)
and to all participants (the open group measure) over the projection
period. The Board decided that the closed group measure should be
presented on the SOSI — and addressed in MD&A — to enrich the
discussion of the open group measure and to give the reader a better
understanding of the generational implications of financing social
insurance programs.

The Board concludes that the SCSIA will greatly enhance the value of
the presentation and should be required since it has substantial
support in the community as well as among Board members.
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What the Exposure Draft A55.

Proposed Regarding
Management’s
Discussion and Analysis

A56.

AbBT.

ABS8.

As stated above, the Board provided MD&A standards and guidance in
SFFAC 3, Concepts for Management’s Discussion and Analysis and
SFFAS 15. SFFAC 3 provides concepts and a foundation for the
standards presented in SFFAS 15.

The MD&A standards in SFFAS 15 are brief. SFFAS 15 requires the
entity’s financial report to include MD&A, which it categorizes as RSI.
SFFAS 15 requires the entity’'s MD&A to contain sections that address
the entity’s mission and organization structure, performance goals and
results, financial statements, and systems, controls, and legal
compliance.'® It also requires MD&A to include forward-looking
information regarding the possible future effects of the most
important existing, currently-known demands, risks, uncertainties,
events, conditions, and trends, while encouraging forward-looking
information about the possible effects of anticipated future demands,
events, conditions, and trends.'” SFFAS 15 does not specify the
contents for each section. SFFAC 3 provides some concepts in that
regard.

For the SI ED, the Board proposed to provide additional specific
standards for the financial statement analysis section of MD&A for the
government-wide entity and for component entities that present a
SOSI. Based on SFFAC 3," the Board proposed that, in the section
devoted to financial statement analysis, management should explain
critical measures and key amounts and why changes occurred and
what the change indicates or implies for the program; and, how the
costs and commitments incurred will be financed.

In addition, in the SI ED the Board proposed to require forwarding-
looking information about anticipated future demands, events,
conditions, and trends related to social insurance. In SFFAC 3, the
Board had said management should include information about
anticipated future demands and events “to the extent feasible and

16 SFFAS 15, par. 2.

17 SFFAS 15, par. 3 and 21.

18 See SI ED, pars. 23-27.
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appropriate.”™ In the SI ED, the Board proposed to require discussion
of anticipated events, demands, etc.

Respondents’ Comments A59.
Regarding MD&A

A60.

AG1.

The respondents favored the MD&A requirement by a margin of about
to 2 to 1. Those who favored the standard mentioned the benefits of
management’s analysis of key measures and of greater transparency.
Almost all agreed that key or critical measures should be discussed in
MD&A.

Some respondents objected to aspects of the MD&A requirement.
Some objected to the focus on the closed group measure which, as
noted elsewhere, many assert is misleading. Some argue that the open
group measure is essential to an assessment of financial sustainability,
that the closed group measure does not reflect what they describe as
the program’s pay-as-you-go financing, and that the Social Security and
Medicare Trustees’ Reports emphasize almost exclusively the open
group measure. Other respondents noted that those who object to the
closed group measure on the grounds that it does not reflect social
insurance financing misunderstand accrual accounting, which seeks
to capture economic events, not necessarily financing.

Some said the proposed MD&A standard would be too prescriptive or
that it would require too much detail or repeat information that is
already in the notes or RSI. Some objected to a standard on social
insurance that would require additional MD&A discussion beyond
what SFFAS 15 requires or that, in their view, would be unrelated to
social insurance.

The Board’s Conclusions A62.
Regarding MD&A

The Board concludes that the MD&A provisions of the social
insurance standard provide flexibility and are not overly prescriptive;
nor will they result in redundancy. The Statement incorporates MD&A
concepts from SFFAC 3 that currently are not being adequately
addressed. Moreover, the Board believes that the long-term nature of
social insurance programs requires that management discuss
anticipated future demands, events, conditions, and trends as well as
those currently existing.

19 SFFAC 3, par. 33.
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A63.

A64.

AG5.

AG66.

However, the Board did make significant changes to the proposed
standard after considering respondents’ comments and the views of
Board members. First, the Board decided that MD&A should
emphasize the open group measure rather than the closed group
measure.

In addition, the Board decided to require a table or other singular
presentation of key measures in MD&A rather than make it optional,
as proposed in the SI ED (see paragraph 25). In the SI ED, the Board
had required — and continues to require — a narrative discussion of key
measures in MD&A of the government-wide entity and component
entities that present a SOSI, as described in paragraphs 23-27, and
provided an option whereby the entity could array the key measures in
a table or schedule. The Board decided to require a table or other
singular presentation because it will significantly enhance the
presentation by helping users grasp the relationship between social
insurance amounts and other costs, assets and liabilities, budget
deficits, and sustainability projections, and therefore the table or other
singular presentation should not be optional.

In addition, a table or other singular presentation will relate the basic
financial statements to each other. The basic financial statements in
the federal reporting model do not all “articulate” with one another.
Amounts reported on the balance sheet or statement of net cost, for
example, do not tie directly to the present values of the cash flows
over the next 75 years that are presented in the SOSI and now the
SCSIA, which are also basic statements. A table or other singular
presentation will bring all of the pieces of the unique federal reporting
model together in a single place. To make this function of the table or
other singular presentation explicit, the Board changed the wording of
the standard (see paragraph 24) so that the preparer is directed to
certain basic financial statements to obtain the key measures.

Lastly, the Board decided not to require the discussion and the table or
other singular presentation to be in the section of the MD&A devoted
to financial statement analysis. The Board had designated the
financial statement analysis section of MD&A, which is one of the
sections required by SFFAS 15, because the key measures to be
discussed come from the financial statements. Instead, the Board
decided to allow it to be wherever in MD&A the preparer thinks will be
effective, as long as the specified information is presented together.
However, the Board believes that the information should be presented
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in a single section of MD&A, and that the preparer is best positioned to
decide where in MD&A the presentation will be the most effective.

What the Exposure Draft
Proposed Regarding the
Statement of Net Cost

AGT.

AGS.

AG9.

The proposed standard did not affect the statements of net cost of
social insurance entities and the government-wide entity. Some
argued that the change in the social insurance closed group measure
or other net present value during the reporting period is an economic
cost. The economic cost of social insurance programs has been
debated by the Board over the years. Some current Board members
believed that the change in the closed group measure is an economic
cost and were concerned that it is not highlighted on the statement of
net cost in the SI ED’s compromise proposal.

These members noted that SFFAC 5 defines expense as an outflow of
or other decrease in assets, an increase in liabilities, or a combination
of both that results in a decrease in the government’s net position
during the reporting period.? SFFAC 5 defines liabilities as a present
obligation of the federal government to provide assets or services to
another entity at a determinable date, when a specified event occurs,
or on demand.?! A present obligation requires a past transaction or
other event.* These members believed that a past transaction or other
event occurs when social insurance participants work in covered
employment and pay payroll taxes, that an economic cost is being
incurred.

Some members noted that accrual accounting has a universal
definition: expenses are recognized when incurred. They believed that
only through accrual accounting can cost or financial position of an
entity be measured, which is why generally accepted accounting
principles primarily require accrual accounting. They believe the
current focus on cash flow — or on “pay-as-you-go” financing with
payroll taxes matched against current benefit payments — is
misleading. They believe that payroll taxes received from those
currently working in covered employment should be matched not
against benefits payments to current retirees but against the economic

2 SFFAC 5, par. 53.

2L SFFAC 5, par. 39.

22 SFFAC 5, par. 42.
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A70.

AT1.

AT2.

AT3.

AT4.

ATH.

cost being incurred, in order for accrual accounting to provide a
decision-useful additional perspective.

As is discussed above and in the Preliminary Views document, Board
members, respondents to the Preliminary Views document, and,
historically, all groups who considered the question have disagreed
over the past transaction or event that creates a liability and expense
for social insurance programs.

Those FASAB members who were concerned that the economic cost
of social insurance is not being highlighted note that FASAB
expectations regarding objectives of federal financial reporting in
general and social insurance in particular are most clearly set forth in
SFFAC 1, Objectives. The FASAB'’s Strategic Directions report, issued
November 2006, focused on the objectives in SFFAC 1, and established
Objective 2, “Operating Performance,” and Objective 3, “Stewardship,”
as FASAB’s most important focus. With respect to social insurance,
these members note especially sub-objectives 2A, 2B, and 3A
regarding the need for information about costs.

These three sub-objectives speak most clearly about financial
statements showing costs associated with a specific period and the
impact these costs have on an entity’s financial position.

Other FASAB Objectives speak about financial statements showing
other elements of financial position. The members who are concerned
about economic costs believed that SOSI and the new SCSIA
adequately satisfy SFFAC 1, Objectives, Objective 3B, “Whether future
budgetary resources will likely be sufficient to sustain public services
and to meet obligations as they come due.” These statements would
also contribute to meeting Objective 3C, “Whether government
operations have contributed to the nation’s current and future well
being.”

In addition, these members noted that information from the SOSI, if
combined with other financial statement information, could help meet
Objective 3A, which relates to changes in the government’s financial
position. Moreover, they believed that the proposed SCSIA, which all
members support, will help meet Objective 3A.

However, these members believed that the proposed standard can be
criticized for failing to address Objective 2A and 2B, noted above,
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AT6.

ATT.

AT8.

unless something is reported on the operating statement. For the SI
ED, they suggested adding a line item to the statement of net cost to
show the change in the social insurance commitment during the
period in close proximity to other costs, an approach similar to the
new line item that was proposed in the SI ED for the balance sheet.

Other members disagreed that the change in the social insurance
commitment should be on the statement of net cost. They believed
that cost should represent the goods and services provided during the
period. They argued that the change in social insurance, although
meaningful, is not a good or service provided, and should not be
associated with such costs. They argued that presenting the change in
the social insurance commitment on the statement of net cost would
be misleading, that the SOSI amounts are purporting to represent
something entirely different from what is on the balance sheet and
statement of net cost, and that people expect customary elements on
the operating statement for which SOSI amounts are too uncertain.

They noted that the Board made the SOSI a basic statement and
proposed that the SCSIA be a basic statement, and that the SOSI and
SCSIA are to be presented in close proximity to the balance sheet and
operating statement. They believed that that approach is appropriate.
For them, the change in the social insurance commitment during the
reporting period should be presented apart from the costs of the
period and clearly labeled as, for example, “social insurance
exposures.” They concluded that associating the change with period
costs is inappropriate because it does not represent the complete
change in the government’s financial condition, and that proposed
fiscal sustainability reporting, which is now required pursuant to
SFFAS 36, provides context and focuses on the government’s financial
condition.

The SI ED did not require that the change in the closed group measure
be recognized as an operating cost of the government on the statement
of net cost and the statement of changes in net position. The Board
decided to continue the SFFAS 17 approach with respect to expense
recognition for social insurance. However, the Board did ask
respondents to comment on the issue raised by members regarding the
statement of net cost.
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Respondents’ Comments
Regarding the Statement
of Net Cost

AT9.

The respondents overwhelmingly favored the Board’s decision not to
include a line item for the change during the period in the closed group
measure on the statement of net cost. Many of these respondents
asserted that they agreed with the position that the change in this
measure is not a period cost, and that position is consistent with the
view that the closed group measure should not be presented on the
balance sheet.

The Board’s Conclusions
Regarding the Statement
of Net Cost

AS80.

The Board concludes that there is substantial support in the
community for the majority position not to include a new line item on
the statement of net cost regarding the statement of net cost as
presented in the SI ED.

What the Exposure Draft
Proposed Regarding
Note Disclosure

AS8I.

A82.

A83.

The SI ED required note disclosure of an accrued benefit obligation.
The objective of the disclosure was to provide information for the
many users who are interested in knowing what such an amount
would be and in evaluating the obligation in this way. An accrued
benefit obligation is a measure of the present value of future benefits
scheduled to be paid to or on behalf of current participants based on
past transactions or events as of the valuation date. For example, for
Social Security and Medicare Hospital Insurance (Part A), past work in
covered employment; or Medicare Supplementary Medical Insurance
(Parts B and D), insurance coverage in force. Because it is based on
past events, the accrued benefit obligation applies only to current
participants in the programs as of the valuation date.

Several methods for calculating an accrued benefit obligation were
acceptable.?® For example, the Social Security Administration
provides, through its Office of the Actuary, an accrued benefit
obligation for Social Security in a periodically updated Actuarial
Note.*

Other approaches for calculating an accrued benefit obligation were
acceptable. For example, the Primary View in the FASAB’s

2 See http://www.ssa.gov/OACT/NOTES/actnote.html.

2 Actuarial Note: Unfunded Obligation and Transition Cost for OASDI.
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A84.

Preliminary View: Accounting for Social Insurance, Revised,
provided methodology for calculating a liability amount for social
insurance programs.

The SI ED stated that the accrued benefit obligation would give
interested users a generally understood frame of reference. The
accrued benefit obligation is intended to provide a perspective on
social insurance programs from the point of view of a deferred benefit
or an insurance obligation for those users who value such information.
It is equivalent to the measure that the Board members who then held
the Primary View believed should be recognized as a liability. The
amount thus provided can be compared to the other measures and
provide a full array of information. This number is not currently
available in federal financial reports.

Respondents’ Comments AS85.

Regarding Note
Disclosure

AS86.

Respondents were nearly evenly dividing regarding the note
disclosure. Some said the accrued benefit obligation did not reflect
the realities of the program; they argue that it represents a termination
valuation and would not be meaningful for social insurance. Some
respondents asserted that it would require yet another number and
this constitutes “information overload.” They and/or others objected
to the use of the term “obligation” because they believe it implies the
government has an obligation to participants, and they do not think
there is any more of an obligation to social insurance participants than
to other types of entitlement programs, such as those funded entirely
by annual appropriations.”

Those supporting the disclosure of the accrued benefit obligation
mentioned several rationales. Some noted that comprehensive
financial reporting requires the accrued benefit obligation perspective,
which they say is the only measure of financial status of social
insurance programs that can be thought of as a liability because it only
involves past transactions and events. They say the accrued benefit
obligation provides valuable information to the public about programs
upon which participants depend for retirement income and benefits.
Another respondent felt that the disclosure would help the reader
relate social insurance obligations to federal employee pensions and
other retirement benefits. Others felt that the “due and payable”
liability measure was simply not based on the proper accounting
theory and concepts.
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The Board’s Conclusions A87.
Regarding Note
Disclosure

The Board believes that the accrued benefit obligation would give
interested readers a generally understood frame of reference and
another perspective on social insurance programs. However, the
Board decided not to require it in this standard. The Board is
persuaded that, given that several measures of the social insurance
obligation are already reported in the financial statements, disclosing
another number would likely be overwhelming or confusing, rather
than enhancing the reader’s understanding of the government’s social
insurance obligations. In addition, the Board is persuaded that,
although the SSA provides the amount for Social Security, the accrued
benefit obligation is not calculated for Medicare, and there was
significant reluctance among members to apply the concept to
Medicare or to develop it further for that purpose.

What the Exposure Draft A88.
Proposed regarding
Sensitivity Analysis

A89.

A90.

The SI ED proposed to amend the SFFAS 17 sensitivity analysis
provisions to allow the preparer more flexibility. The objective of
sensitivity analysis is to illustrate how much an estimate or projection
would change if the assumptions, data, methodologies, or other inputs
change. The Board believes that the SFFAS 17 requirements result in
too much narrative and graphs and not enough easy-to-use
information.

Although they call for illustrations of the sensitivity of projections and
present values,? the SFFAS 17 requirements for sensitivity analysis
have led preparers to focus on projections that usually are depicted
graphically rather than on present values. The latter have increased in
importance since the Board elevated the statement of social insurance
to a basic financial statement in SFFAS 26.*° The result has been a
daunting array of narrative, charts, and graphs. The standard also
simplifies the social insurance presentations by eliminating the SFFAS
17 requirement for nominal dollar projections. The projections now
will be as percentages of the GDP and taxable payroll.

The Board sought to make the analysis more concise and therefore
communicate better with users. The SI ED proposal focused analysis

% SFFAS 17, par. 27(4)(a).

% presentation of Significant Assumptions for the Statement of Social Insurance:
Amending SFFAS 25, November 1, 2004.
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A91.

on the sensitivity of the open and closed group measures presented in
the basic financial statements —specifically, on the balance sheet,
where the closed group measure would have been presented; on the
statement of social insurance, where both the closed and open group
measures will be presented; and on the proposed new statement of
changes in the social insurance amounts, where the closed group
measure would have been presented.”

Thus, the SI ED proposal was intended to reduce the volume of
sensitivity analysis information while increasing its usefulness. It
provided flexibility for preparers to develop their own sensitivity
analysis and decide what is appropriate based on trends, the utility of
the information to the users and policy-makers, and the relative
burden of producing it. Entities could continue to vary key
assumptions or pursue other methods, including stochastic modeling.

Respondents’ Comments A92.
Regarding Sensitivity
Analysis

A majority of respondents agreed with the proposed new flexibility.
However, some respondents asserted that sensitivity analysis should
continue to include estimates of the effects of changes in individual
assumptions. In addition, they or others noted that stochastic
modeling, which the proposal encouraged, is useful for illustrating
uncertainty but was fundamentally different than illustrating the
sensitivity of individual assumptions. They discouraged suggesting
that the preparer may consider stochastic analysis since it is a science
still under development and including it would require much
explanatory detail and complexity. Some respondents mentioned that
sensitivity analysis should be undertaken only for the open group
measure.

The Board’s Conclusions A93.
Regarding Sensitivity
Analysis

The Board continues to believe that a flexible yet focused approach to
sensitivity analysis is best. Thus, the standard continues to require
sensitivity analysis of the closed and open group measures that in the
preparer’s best judgment effectively communicates with the users.
Thus, the preparer would consider future trends, the utility of the
information to the users and policy-makers, and the relative burden on
its resources.

%" For the final standard, this is now the open group measure.
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A94.

The Board decided not to include a statement that preparers may
consider stochastic modeling. The Board weighed the cautionary
responses in that regard from the American Academy of Actuaries and
the Chief Actuary of the Social Security Administration. The Board
believes that the flexibility of the standard will allow the preparers and
their advisors to illustrate sensitivity of the open and closed group
measures by varying individual assumptions or by other means they
believe are meaningful and comprehensible.

Valuation Date A95.

A96.

A97.

The SI ED proposed to amend SFFAS 17’s valuation date provision by
requiring that projections be adjusted, if feasible, after the valuation
date but prior to the end of the fiscal year, if changes in policy or other
major factors materially affect it. This provision is identical to that in
the Board’s recently issued SFFAS 36. It addresses the need for
projections to reflect recent data.

One respondent found the term “if feasible” problematic. The
respondent asserted that, if information comes to the attention of the
preparer that impacts the projection after the valuation date, the
feasibility of using it to adjust the projection should not be a
consideration. The respondent also thought it would be a problem
from an audit perspective.

The Board concludes that the additional requirement to consider
changes in major factors occurring after the valuation date will
enhance the usefulness of social insurance information. In addition,
feasibility is a consideration in the context of federal financial
reporting. The benefit of financial information must be weighed
against its cost.

Board Approval A98.

This Statement was approved for issuance by all members of the
Board. The written ballots are available for public inspection at the
FASAB office.
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Appendix B:
Illustrative Table of
Key Measures

Table of Key Measures

Costs
Net costs
Total taxes and other revenues
Net operating cost
Net Position

Assets

Less: liabilities, comprising
Federal debt held by the public
Federal employee & veterans benefits
Other liabilities

Total liabilities
Net position (assets net of liabilities)

Social Insurance Commitments
Net present value (NPV) of future cash flows for all participants over
the next 75 years (open group), end of fiscal year
NPV of future cash flow for all participants over the next 75 years
(open group), beginning of fiscal year

Change in NPV

Budget Results
Unified budget deficit

Spending in Excess of Receipts

Spending in excess of receipts (see long-term projections statement)

billions of dollars

2008 2007 2006

($3,671)  ($2,903)  ($2,890)
2,661 2,627 2,441

(1,010) (276) (449)

$1,975 $1,581 $1,497

5,836 5,078 4,868
5,319 4,769 4,679
1,023 940 866

12,178 10,787 10, 413

($10,203)  ($9,206)  ($8,916)

($42,970) ($40,948) ($38,851)

(40,948) ($38,851) ($35,689)

(2,022)  (2,097)  (3,162)

($455) ($163) ($248)

(EXX,XXX)  (BXXXXX)  ($XXXXX)
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Appendix C:
Ilustrative
Statement of Social
Insurance, Part I,
Government-wide

SOSI

United States Government
Statement of Social Insurance wxwxrrrx| JNAUD|TED***#+*+xr%
(In billions of dollars) 2008 2007 2006 2005 2004
Federal Old-Age, Survivors, and Disability Insurance (Social Security):
Contributions and earmarked taxes from:
Participants who have attained age 62 $ 542 $ 477 $ 533 $ 464 $ 411
Participants ages 15-61 18,249 17,515 16,568 15,290 14,388
Future participants (under age 15 and births during period) 17,566 16,121 15,006 13,696 12,900
All current and future participants 36,357 34,113 32,107 29,450 27,699
Expenditures for scheduled future benefits for:
Participants who have attained age 62 (6,958) (6,329) (5,866) (5,395) (4,933)
Participants ages 15-61 (29,091)  (27,928) (26,211)  (23,942) (22,418)
Future participants (under age 15 and births during period) (6,933) (6,619) (6,480) (5,816) (5,578)
All current and future participants (42,911) (40,876) (38,557)  (35,153)  (32,929)
Net present value (NPV) of future revenue less future expenditures
(open group measure) $(6,555) $ (6,763) $(6,450) $(5,703) $(5,230)
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Federal Hospital Insurance (Medicare Part A): 2008 2007 2006 2005 2004
Contributions and earmarked taxes from:
Participants who have attained eligibility age $ 202 $ 178 $ 192 §$ 162 $ 148
Participants who have not attained eligibility age 6,320 5,975 5,685 5,064 4,820
Future participants 5,361 4,870 4,767 4,209 4,009
All current and future participants 11,883 11,023 10,644 9,435 8,977
Expenditures for scheduled future benefits for:
Participants who have attained eligibility age (2,747) (2,558) (2,397) (2,179) (2,168)
Participants who have not attained eligibility age (17,365) (15,639) (15,633) (12,668) (12,054)
Future participants (4,506) (5,118) (3,904) (3,417) (3,246)
All current and future participants (24,619) (23,315 (21,934) (18,264) (17,468)
NPV of future revenue less future expenditures (open group measure)  $(12,736) $(12,292)  $(11,290) $(8,829) § (8,491)
Federal Hospital Insurance (Medicare Part B): 2008 2007 2006 2005 2004
Contributions and earmarked taxes from:
Participants who have attained eligibility age $ 461 $ 433 $ 409 $ 363 $ 332
Participants who have not attained eligibility age 3,859 3,184 3,167 2,900 2,665
Future participants 1,158 1,172 906 924 891
All current and future participants 5,478 4,789 4,482 4,187 3,888
Expenditures for scheduled future benefits for:
Participants who have attained eligibility age (1,986) (1,834) (1,773) (1,622) (1,475)
Participants who have not attained eligibility age (14,949)  (12,130) (12,433) (11,541)  (10,577)
Future participants (4,262) (4,257) (3,407) (3,408) (3,277)
All current and future participants (21,197)  (18,221) (17,613)  (16,571)  (15,329)
NPV of future revenue less future expenditures (open group measure) $(15,719) $(13,432)  $(13,131) $(12,384) $(11,441)
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Federal Hospital Insurance (Medicare Part D): 2008 2007 2006 2005 2004
Contributions and earmarked taxes from:
Participants who have attained eligibility age $ 123 $ 167 $ 173 $ 18 $ 176
Participants who have not attained eligibility age 1,380 1,627 1,700 1,790 1,857
Future participants 604 611 492 572 618
All current and future participants 2,107 2,405 2,365 2,547 2,651
Expenditures for scheduled future benefits for:
Participants who have attained eligibility age (581) (794) (792) (880) (773)
Participants who have not attained eligibility age (6,527) (7,273) (7,338) (7,913) (7,566)
Future participants (2,856) (2,699) (2,121) (2,440) (2,431)
All current and future participants (9,964) (10,766) (10,251)  (11,233)  (10,770)
NPV of future revenue less future expenditures (open group measure) $(7,857) $(8,361) $(7,886) $(8,686) $(8,119)
Railroad Retirement: 2008 2007 2006 2005 2004
Contributions and earmarked taxes from:
Participants who have attained eligibility age $ 5 § 5 $ 5 § 4 % 4
Participants who have not attained eligibility age 43 41 40 37 37
Future participants 54 54 56 41 39
All current and future participants 102 100 101 82 80
Expenditures for scheduled future benefits for:
Participants who have attained eligibility age (97) (93) (92) (84) (81)
Participants who have not attained eligibility age (88) (86) (84) (73) (72)
Future participants (26) (26) (25) (16) (14)
All current and future participants (212) (205) (201) (173) (167)
NPV of future revenue less future expenditures (open group measure) $ (109) $ (105) $ (100) $ (91 $ (87
Black Lung (Part C): 2008 2007 2006 2005 2004
NPV of future revenue less future expenditures (open group measure) $ 5 § 5 § 4 $ 5 $ 4
Total NPV of future revenue less future expenditures (open
group measure) $(42,970) $(40,948)  $(38,853) $(35,688) $(33,364)
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Social Insurance Summary 2008 2007 2006 2005 2004
Participants who have attained eligibility age:
Revenue (e.g., contributions and earmarked taxes) $ 1,333 $ 1,260 $ 1312 $ 1,178 $ 1,071
Expenditures for scheduled future benefits (12,369) (11,608) (10,920) (10,160) (9,430)
Present value of future revenue less future expenditures (11,036) (10,348) (9,608) (8,982) (8,359)
Participants who have attained age 15 up to eligibility age:
Revenue (e.g., contributions and earmarked taxes) 29,851 28,342 27,160 25,081 23,767
Expenditures for scheduled future benefits (67,950) (63,056) (61,699) (56,137) (52,687)
Present value of future revenue less future expenditures (38,099) (34,714) (34,539) (31,056) (28,920)

Closed group -- Total present value of future revenue less future
expenditures for current participants (49,135) (45,062) (44,147) (40,038) (37,279)

Future participants (those under age 15, and those to be born and to
immigrate during period):

Revenue (e.g., contributions and earmarked taxes) 24,743 22,828 21,227 19,442 18,457
Expenditures for scheduled future benefits (18,578) (18,714) (15,933) (15,092) (14,542)
Present value of future revenue less future expenditures 6,165 4,114 5,294 4,350 3,915

Open group -- Total present value of future revenue less future
expenditures for current and future participants $(42,970)  $(40,948) $(38,853)  $(35,688)  $(33,364)
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Statement of Social Insurance, Part ll, Component Entity lllustrative

Social Security Administration

********UNAU DITED***********

(In billions of dollars) 2008 2007 2006 2005 2004
Federal Old-Age, Survivors, and Disability Insurance (Social
Security):
Participants who have attained eligibility age:
Contributions and earmarked taxes $ 542 $ 477 $ 533 $ 464 $ 411
Expenditures for scheduled future benefits (6,958) (6,329) (5,866) (5,395) (4,933)
Present value of future expenditures in excess of future revenue (6,416) (5,852) (5,333) (4,931) (4,522)
Participants who have attained age 15 up to eligibility age:
Contributions and earmarked taxes 18,249 17,515 16,568 15,290 14,388
Expenditures for scheduled future benefits (29,021)  (27,928) (26,211)  (23,942) (22,418)
Present value of future revenue less future expenditures (10,772)  (10,413) (9,643) (8,652) (8,030)
Net present value of future revenue less future expenditures for
current participants (closed group measure) (17,218) (16,265) (14,976) (13,583) (12,552)
Less: Treasury securities and assets held by the programs 2,238 2,048 1,859 1,687 1,531
Closed group unfunded obligation $(14,980) $(14,217) $(13,117) $(11,896) $(11,021)
Future participants (those under age 15 and to be born and to
immigrate during period):
Contributions and earmarked taxes $17,566 $16,121 $15006 $13,696 $ 12,900
Expenditures for scheduled future benefits (6,933) (6,619) (6,480) (5,816) (5,578)
Present value of future revenue less future expenditures 10,633 9,502 8,526 7,880 7,322
Net present value of future revenue less future expenditures for
current and future participants (open group measure) (6,555) (6,763) (6,450) (5,703) (5,230)
Less: Treasury securities and assets held by the programs 2,238 2,048 1,859 1,687 1,531
Open group unfunded obligation $(4,317) $(4,715)  $(4,591) $(4,016)  $(3,699)
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Appendlx D: The following is an illustrative statement of changes in social insurance

Ilustrative amounts.
Statement of

Changes in Social
Insurance Amounts

lllustrative Statement of Changes in Social Insurance Amounts
Open Group Measure
For the Year Ended September 30, 2008
(in billions of dollars)
Social Insurance,
Open Group Measure

Other (e.g.,
Social Medicare Medicare Railroad
Security HI SMI Retirement) Total
Net present value (NPV) of future revenue less
future expenditures for current and future
participants (the “open group”) over the next 75
years, beginning of the year $(6,763) $(12,292) $(21,793) $(100)  $(40,948)
Reasons for changes in the NPV during the year:
Changes in valuation period XXX XXX XXX XXX XXX
Changes in demographic data and assumptions' XXX XXX XXX XXX XXX
Changes in economic data and assumptions? XXX XXX XXX XXX XXX
Changes in law or policy® XXX XXX XXX XXX XXX
Changes in methodology and programmatic data* XXX XXX XXX XXX XXX
Changes in Medicare healthcare and other
healthcare assumptions XXX XXX XXX XXX XXX
Other changes XXX XXX XXX XXX XXX
Net change in open group measure 208 (443) (1,783) 4) (2,022)
Open group measure, end of year $(6,555) $(12,735) $(23,576) $(104) $(42,970)

The following note examples are adapted from the Social Security
Trustees’ Report. The explanations of the changes will depend on the
soctal insurance program in question.

1. Changes in demographic assumptions affect the open group measure.

Final mortality data for 2008 result in slightly lower starting death
rates and faster near-term declines in death rates than in last year’s
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report. Also, slightly faster rates of decline in death rates are assumed
ultimately for ages 15-64 in this year’s report. These changes in
ultimate rates are based on the continuing strong declines in mortality
recently experienced by men at these ages and a belief that the lower
rates of decline experienced by women since 1982 will not continue in
the future. All of the mortality changes result in a decrease
(worsening) in the open group measure of about $200 billion.

2. Ultimate economic assumptions are unchanged from last year’s report.
Changes in starting values for the economic assumptions and in the
near-term transition to the ultimate economic assumptions have a
negligible effect on the social insurance closed group measure.

3. There were no legislative changes since the last report that are
projected to have a significant effect on the long-range OASDI
actuarial balance.

4.  Several methodological improvements and updates of program-
specific data are included in the 2008 measures. These changes to
programmatic data and methods result in a combined increase
(improvement) in the open group measure of about $171 billion.
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Appendlx E: List of CFR Consolidated financial report
Abbreviations CFS Consolidated financial statements
CPI Consumer Price Index
DI Disability Insurance (Social Security)
DOL U.S. Department of Labor
ED exposure draft
FASAB Federal Accounting Standards Advisory Board
FASB Financial Accounting Standards Board
GAO Government Accountability Office
GASB Governmental Accounting Standards Board
GDP Gross Domestic Product
HHS Department of Health and Human Services
IPSASB International Public Sector Accounting Standards Board
MA Medicare Advantage
MD&A Management’s Discussion and Analysis

Medicare HI Hospital Insurance (Medicare)

Medicare SMI Supplementary Medical Insurance (Medicare)

OASDI 0Old-Age, Survivors, and Disability Insurance (Social
Security)

OASI Old-Age and Survivors Insurance (Social Security)

OMB Office of Management and Budget
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RRB Railroad Retirement Board

RSI Required supplementary information

SCNP Statement of Changes in Net Position

SCSIA Statement of Changes in Social Insurance Amounts
SFAS Statements of Financial Accounting Standards

SFFAC Statements of Federal Financial Accounting Concepts
SFFAS Statements of Federal Financial Accounting Standards
SI ED Social Insurance Exposure Draft dated November 2008
SMI Supplementary Medical Insurance

SNC Statement of Net Cost

SOSI Statement of Social Insurance

SSA Social Security Administration

Ul Unemployment Insurance

UTF Unemployment Trust Fund
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