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441 G Street NW, Suite 6814

Fede.ral Accounting Standards | *fat Shop 6KI7V
Advisory Board Washington, D.C. 20548
- | (202) 5127350
' Fax (202) 512-7366

May 10, 2000

To:  Heads of Agencies, Users, Preparers, and Auditors of
Federal Financial Information

The Féderal Accounting Standards Advisory Board (the Board) is pleased to issue, as

an Exposure Draft (ED), Credit Program Reconciliation and Technical Amendments to

Accounting Standards for Direct Loans and Loan Guarantees.in Statements of Federal

 Financial Accounting Standards No. 2 and No. 18. In this ED, the Board proposes that
reporting entities display in a note to their financial statements reconciliations between the
beginning and ending balances of the subsidy cost allowance for direct loans and loan
guarantee liability on a program-by-program basis for major programs in addition to

reconciliation for the entity as a whole. The ED also contains some technical amendments to
SFFAS No. 2. '

The Board has posed specific questions for comment. You are encouraged to address
these questions and to comment on any section of this document. To ensure full understanding
of your responses by the Board, please provide your reasons for agreeing or disagreeing with a
proposal. You are also encouraged to provide alternative proposals with explanations in areas
of disagreement. Written responses are due by August 10, 2000 and should be sent to:

Wendy M. Comes, Executive Director

Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814

Mail Stop 6K17V

Washington, DC 20548

In addition, please provide your written comments in electronic form. Written responses
in electronic form may be sent by (1) E-mail to mayor.FASAB@gao.gov, or (2) Microsoft Word
or WordPerfect file(s) on a diskette mailed to the above address.

The Board may hold a public hearing on this proposed statement. If it decides to hold a
hearing, a notice of the date, the place, and the time of the hearing will be published in the
Federal Register and in the FASAB Newsletter. Individuals or organizations wishing to make
oral presentations at the hearing should notify the Board in writing of that intent at least two
weeks before the date of the hearing and provide a copy of their written comments addressing
the standards in this exposure draft.

Chairman
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Exé'cutiveSummary NI, &

*:*ExecunyE SUMMARY

_ 'In February 2000, the Federal Accountlng Standards Adwsory Board (the Board)
approved Statement of Federal Financial Accounting Standards (SFFAS) No. 18
- on accounting for direct loans and loan guarantees ‘and submitted that

statement to the FASAB principals for review.! ‘SFFASNo. 18 contains: (a) an

‘amendment to SFFAS No. 2 related to subsidy reestimates, (b) a requirement for
o ,reconcrllatron and (c) a requrrement for disclosure-and discussion. This ED
o proposes an amendment to the reconciliation requrrement prescribed in SFFAS
No. 18 as well as some technlcal changes to certam prowsrons m SFFAS No. 2.

" The reconcrhatron standard prescribed in SFFAS No. 18 requrres that reporting
entities display in a note to their financial statements reconciliations between the

N beglnnlng and endlng balances of (1) the subsrdy cost allowance for direct loans
“and (2) the liability for loan guarantees on an entity-wide basis. In‘adopting this

standard, the Board affirmed the advantages of the entity-wide reconciliation in
revealing the overall performance results of direct loan and loan guarantee
activities under the entity’s management.

The reconciliation requirement was initially proposed in an exposure draft issued
by the Board in March 1999 (the March 1999 ED). Some respondents to the
March 1999 ED commented that program-by-program reconciliation, as opposed
to the entity-wide reconciliation, could provide useful information for the
evaluation of program performance. The Board found merit in the comment and
decided to propose program-by-program reconciliation for major programs in
addition to the entity-wide reconciliation. However, since the idea of program-by-
program reconciliation was not proposed for public comment in the March 1999
ED, the Board has not received broad input on that option. Thus, the Board
publishes this ED to solicit comments on the proposal for the program-by-
program reconciliation for major programs.

1Pursuant to FASAB Rules of Procedure, as amended in October 1999, the principals’ review period
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for a proposed FASAB statement is 90 days. If no objection is expressed by any of the principals,
SFFAS No. 18 will be issued as a final FASAB statement. The accounting standards prescribed in
SFFAS No. 18 are presented in Appendix C of this ED.

Federal Accourting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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V.

A primary purpose of requiring reconciliations is to provide information on costs
and performance of Federal credit.programs. - However, credit programs
administered by an- agency often differ in their characteristics and operating
results. Therefore, while an entity-wide reconciliation would provide information

- onan entity’s overall results in administering the credit programs, it would not
- reveal performance. vanatlons among the programs The Board belleves that
. - program-by-program. reconcnllatlons would prowde mformatlon for evaluatmg

program performance T : :

: Thls ED also contalns some proposed techmcal amendments to SFFAS No. 2
. Accounting for.Direct Loans and Loan Guarantees , (The Accountlng Standards
prescribed in SFFAS No. 2 are presented in Appendrx D of. thls ED.) Some of

those amendments are proposed to clarify that the accounting standards are
consistent with the cash flow discount method requrred by the amendment
enacted in July.1997 to the Federal Credlt Reform Act of- 1990 Other
amendments proposed in this ED. would cIarlfy (a) the use of drscount rates

o .adjusted by interest rate reestlmates and (b) the measurement of default costs

of direct loans and Ioan guarantees

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments.
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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QUESTIONS TO RESPONDENTS

The Board solicits views and comments on the questions posed below.
Respondents are encouraged to address these questions’ and t6 comment on any
section of this document. To ensure full understanding of your responses by the Board,
please provide your reasons for agreeing or diség‘reeing'iWith a particular proposal.

(1)  The Board proposes that in a note to their financial statements,.reporting
entities display reconciliations: between the beginning and ending '
balances of the subsidy cost:allowance for direct loans and the liability for
loan guarantees on a program-by-program basis for major programs.
Reasons for this proposal are discussed in paragraphs 11 through 14 in

- Appendix A, Basis for Concluswns Do you agree W|th thlS proposal'7
Why or why not? AR S

(2) - The proposed standard would require that entity management identify
. major programs on the basis of each entity’s specific circumstances.
This is based on the view that entity'management is in the best position
to decide what are major programs for its entlty Do you agree wnth this
-approach? Why or why not? . ; g

(3) The proposed standard would require that the major programs that are
reconciled individually constitute at least 75 percent:of the face amount of
the outstanding direct or guaranteed loans of the reporting entity. Do you
agree with this “atleast 75 percent” rule? Why or why not°

(4) Do you believe that the standard should specnfy certain crlterla, such as
program size, for identifying major programs? If so, do you believe that
the largest programs should be identified as major programs? What
other criteria would you suggest?

(5) The Board considered a special situation in which some entities
administer credit activities in multiple credit areas. A “credit area” is
defined in this ED as an area in which credit is provided to aid a specific
type of borrower or industry. There might be several programs in a credit
area. The Board proposes that entities in this situation may treat each
major credit area as a major program for recongciliation. Do you agree

Federal Accounting Standards Advisory Board -
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees:
May 2000




Questions to Respondents

with the definition for “credit area” and the proposéd approach? Why or
why not? [f not, do you have any alternative suggestions?

(6) SFFAS No. 18 contains provisions that reqwre narrative dlscussmn and

disclosure for events and changes in risk factors underlying credit -

. subsidy costs and subsidy reestimates. (See paragraph 11 in Appendix
C of this ED. ) Do you belleve that the proposed requirement for
program-by-program reconcnllatlons would complement or detract from
the dlscusswn and dlsclosure requurement‘7 Why’7

: (7) ] Do you have any comments on the proposed technical amendrients to

certain paragraphs and footnotes i |n SFFAS No 2? If s0, please provide -

your comments.

Federal Accountmg Standards Advisory Board
Credit Program Recondiliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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INTRODUCTION

PURPOSE AND BACKGROUND

. j"The purpose of thls Exposure Draft is' to SOIIClt comments on the

Board S proposal for dlsplay |n a note to financial statements

Areconcmatlons of subS|dy cost allowance and {oan guarantee
’Ilablllty balances on a program-by—program basus for major

programs. Comments are also requested on some technical

amendments to accountlng standards for dlrect loans and loan
- guarantées.

In March 1999, the Board issued an Exposure Draft (the March
1999 ED), proposing several requirements related to accounting
and financial reporting for direct loans and loan guarantees. Those
requirements were: (2) report subsidy reestimates in two
components: the interest rate reestimates and the technical/default
reestimates, (b) display a reconciliation between beginning and
ending balances of the subsidy cost allowance for direct loans and
the liability for loan guarantees on an entity-wide basis, and (c)
provide narrative disclosures and discussions to explain the subsidy

data. After considering comments on the March 1999 ED, the

Board approved the proposals as accounting standards in SFFAS
No. 18. In February 2000, the Board submitted SFFAS No. 18 to
its principals for review.? (See Appendix C, Accounting Standards

.in SFFAS No. 18.)

Several respondents to the March 1999 ED commented that the
entity-wide reconciliation would aggregate the program data and,
as a result, would not reveal the characteristics and operating
resuits of individual programs. The Board considered the
respondents’ comments and found merit in their arguments. In

2Pursuant to the Board’s Rules of Procedure, as amended in October 1999, the principals’ review
period is 90 days. If no objection is expressed by any of the principals during the review period, SFFAS

No. 18 will be issued as a final FASAB statement.

r g

Federal Accounting Standards Advisory Board

Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and L.oan Guarantees
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.- SFFAS No. 18, while affirming‘the’advantages of the entity-wide
“reconciliation for providing information on the aggregate results of

all the credit activities under an entity’s management, the Board
stated that it would propose program-by-program reconciliation for
major programs in addition to the entity-wide reconciliation:

“The Board was aware that programs administered by an agency
often differ in characteristics and subsidy rates. The Board
agrees with the view that the entity-wide reconciliation in itself-
would not reveal variations in program performance. The Board
thus decided to issue an exposure draft soon after issUing the
statement to propose a display of a program-by-program
reconciliation for major programs.™

In this ED, the Board proposes the program-by-program
reconciliation for major programs. The reasons for the Board’s
conclusion are provided in Appendix A: Basis for Conclusions.
Since the entity-wide reconciliation has beeh adopted in SFFAS No.
18, this ED is not issued to solicit comments on entnty-wnde
reconciliations.

Also proposed in this ED are several technical amendments to
SFFAS No. 2. (See Appendix D, Accounting Standards in SFFAS
No. 2.) Some of those amendments are proposed to clarify that the
accounting standards are consistent with the cash flow discount
method required by the amendment enacted in July 1997 to the
Federal Credit Reform Act of 1990. Other proposed amendments
would clarify: (a) the use of discount rates adjusted by the interest
rate reestimates, and (b) the measurement of default costs of dlrect
loans and loan guarantees. ‘

EFFECTIVE DATE AND APPLICABILITY

para. 26.

The amendments proposed in this ED, if adopted, will be effective
for periods beginning after September 30, 2001. Early

3SFFAS No. 18, Amendments to Accounting Standards for Direct Loans and Loan Guarantees,

Federal Accounting Standards Advisory Board

Credit Program Reconciliation and Techni¢al Amendments
To Accounting Standards for Direct Loans and Loan Guarantees

May 2000
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: ‘implementation is ..ehcouraged. The program-by-program
reconciliation requirement does not apply to the consolidated
financial statements of the Federal government.

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
‘May 2000




Accounting Standards

ACCOUNTING STANDARDS
(AMENDMENTS TO SFFAS No. 18 and No. 2)

AMENDMENT TO SFFAS No. 18 - BTECQ_NC‘ILIATION o

(A

. [should drsplay for each major program and for the entity as

In a note to therr financial statements, reporting entities

. awhole reconciliations between the beginning and ending

g (B)

©

balances of (a) the subsrdy cost allowance for direct loans
o and (b) the Ilabrllty for loan guarantees

Entrty management should identify major programs on the
: _,basrs of each reportlng entrty s specific circumstances. The
major programs that are reconciled individually should

constitute at least 75 percent of the face amount of the
reporting entity’s outstanding direct or guaranteed loans. .

The reconciliation of other programs should be drsplayed in
. -aggregate. For year-to-year data comparisons, the
o desrgnatron of major programs 'should be consistent from

one year to another. After the initial designation for the first

| »year in which the reconcrhatrons are reported, reasons for
, addrng or droppmg a major program should be explalned

_,_V‘Jn identifying major programs entity management should
~ consider the credit areas in which the entity operates. A
credit area is an area in which credit is provided to aid a

Federal Accountmg Standards Advisory Board -
Credit Program Reconcllratron and Technical Amendments -
To Accounting Standards for Direct Loans and Loan Guarantees

May 2000
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(D)

" loans and loan guarantees obligated or committed after

specific type of borrower or industry. There might be a

.~ number of programs;in a credit area. Entities that
. admrnlster credlt actlvmes in multrple credit areas may
.consider each major credit area as a major program for

recongciliation.

The reconciliation for a major program and for the entity as
. awhole lslaccompllshed_‘by addlng to or. subtracting from

'_,ed (d)krnterest supplements paid, (e) dlrect Ioans

w tten‘ off or default clarms pa|d (f) recoveries received, ()
o loan modlfrcatlon costs, and (h) ‘other adjustments which
B lnclude subsidy aIIowance amortization for direct loans and

interest accumulation on the loan guarantee liability.
The requrrement to dlsplay a reconcrlratron applies to direct

September 30, 1991 the effective date of the Federal Credit
Reform Act of 1990. Reportlng entities are encouraged but

" not required'to dlsplay reconciliations for direct loans and

loan guarantees obligated or committed prior to October 1,

1 991, in schedules separate from the direct loans and loan
N 'guarantees that were obllgated or committed after
- September 30 1991

TECHNICAL AMENDMENTS TO SFFAS No 2 ‘i a

8. The followrng technlcal amendments are made to SFFAS No. 2.
(See Appendix D for Accountlng Standards in SFFAS No. 2.) The
amendments in (A) and (B) below are made to clarify that the
accounting standards are consistent with the cash flow discount
‘method required by the amendment enacted in July 1997 to the
Federal Credit Reform Act of 1990. Sec. 502 (5)(E) of the Act, as
amended, provides that “In estimating net present values, the
discount rate shall be the average interest rate on marketable

Federal Accounting Standards. Advisory Board
Credit Program Reconciliation and. Technical Amendments
To Accountmg Standards for Direct Loans and, Loan Guarantees

May 2000 .
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Treasury-securities.of similar maturity to the cash flows of the direct
: Ioan or Ioan guarantee for which the estlmate is being made.”

(A) In Paragraph 24, SFFAS No 2, the phrase “with a similar
maturity term” is- changed to “with similar maturity to the
~cash ﬂows SHARE :

(B) vln footnotesS 4 6 and7 SFFAS No. 2, the phrase “the
remaining maturity” is replaced with the phrase “the
remalnmg cash ﬂows » |

The follownng techmcal amendments to SFFAS No. 2 are
- necessary as'a consequence of making interest rate reestimates.
. As defined in SFFAS No. 18, paragraph 9(A), “An interest rate
reestimate.is a reestimate due to-a change in interest rates from
the interest rates that were assumed in budget preparation and
used in calculating the subsidy expense to the interest rates that
‘are prevailing during the time periods in which the direct or
guaranteed loans are disbursed.” The following amendments are
made to clarify that the effective interest rate of a cohort of direct
* loans or loah guarantees is the interest rate adjusted for the
interest rate reestimate. The adjusted rate should be used for
purposes of amortizing subsidy cost allowance, accruing and
-compounding interest on‘the liability for loan guarantees,
determining the book value of modified direct loans and the book
- value of the liability for modified loan guarantees, and calculating
g 'the present value of assets acqmred through foreclosure.

(A In paragraph 30, SFFAS No 2, the first sentence is
~ changed to: “The subsidy cost allowance for direct loans is
- - -amortized by the interest method using the interest rate that
was used to calculate the present value of the direct loans
when the direct loans were disbursed, after adjusting for the
interest rate reestimate.”

(B) In paragraph 31, - SFFAS No. 2, the first sentence is
-~ changed to: “Interest is accrued and compounded on the
‘liability for loan guarantees at the interest rate that was used

Federal Accounting Standards Advisory Board"
Credit Program Reconciliation and Technical Amendments’
To Accounting’ Standards for Direct Loans and Loan Guarantees
May 2000 -
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. (c)‘-"'

©)

_"»i-_'('E).

- the words “the onglnal dlscount rate.”

to calculate the present value of the loan guarantee

 liabilities when the guaranteed loans were disbursed, after

adjustlng for the lnterest reestimate.”

:::ln paragraph 46 SFFAS No 2, the phrase in the

parentheses is changed 1 to “the rate that was originally used
‘to calculate the present value of the direct loans, when the

- direct loans were dlsbursed after adjusting for the interest
: .. rate reestlmate Ty

In paragraph 50 SFFAS No 2, the phrase in the
parentheses is.changed to ‘the rate that was originally used
to calculate the present.value of:the liability, whenthe
-guaranteed loans were disbursed, after adjusting for the

: mterest rate reestlmate

:ln paragraphs 57 and 59 SFFAS No. 2, the words “adjusted

for the-interest rate reestimate” are added immediately after

10.- :Paragraph 27 in SFFAS No 2is replaced with the followrng two
. ‘paragraphs : . &

w

'fThe default cost of dlrect loans results from projected
.+ deviations by the borrowers,_from the payment schedules for
- -.._principal, interest,-and fee payments in the loan contracts.

. However, the measurement of default cost does not include

prepayments and short term delinquencies. The default
ccost is measured at the present value of projected payment

- deviations minus projected net recoveries. Projected net
- recoveries include the amounts that would be collected from

- borrowers at a later-date or the proceeds from the sales of

®

acquired assets minus the costs of foreclosing, managing
and selling the assets.

The default cost of Ioan guarantees results from paying
lenders’ claims upon default of the guaranteed loans. The
default cost of loan guarantees is measured as the present

Federal Accounting Standards Advisory Board-
Credit-Program Reconciliation.and Technical Amendments -
To Accounting Standards for Direct Loans and Loan Guarantees

May 2000 -
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value of projected payments to lenders required by the

guarantee, plus uncollected fees, minus interest

. : supplements not paid as the result of the default, and minus
net recoveries.

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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~ APPENDIX A: BASIS FOR CONCLUSIONS
RECONCILIATION |
11.  InFebruary 2000, the Board approved Statement of Federal
Financial Accounting Standards No. 18, which contains the entity-
wide reconciliation standard. In that statement, the Board
reaffirmed its view that reconciliation between the beginning and
ending balances of (1) the subsidy cost allowance for direct loans
and (2) the liability for loan guarantees is an effective reporting

vehicle for providing information on credit subsidy costs and
performance. The Board stated in paragraph 20, SFFAS No. 18:

As explained in the March 1999 ED, one advantage of displaying
the reconciliation is to show in one place the activities that affect
the subsidy cost allowance or the loan guarantee liability. In
addition to the subsidy expense and reestimates, which are
based on projections of future cash flows, the reconciliation
schedule also displays data on actual performance, such as fees
received, loans written off, claim payments made to lenders, and
foreclosed property, loans receivable, or other recoveries
acquired during the reporting year. These actual performance
data and the data on subsidy cost estimates would be a useful
tool to begin assessing the actual performance of a reporting
entity’s lending or loan guarantee activities against its budget
expectations.

12.  Indiscussing entity-wide versus program-by-program
reconciliations, the Board expressed its view that both entity-wide
and program-by-program reconciliations are useful. It stated that
changes in the subsidy cost allowance and the loan guarantee
liability reported on an entity’s balance sheet indicate the entity’s
aggregate performance results for all the credit activities under the
entity’s management. However, the Board agreed with the view
that the entity-wide reconciliation in itself does not help reveal
performance variations among individual programs. The Board
believes that program-by-program reconciliations proposed in this

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000:
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©18.

' ED can provnde lnformatlon on lndlvudual program’s costs and
: 'performance : ,

2 ‘Some programs admlmstered by an entlty vary significantly in
- subsidy-costs.: To a large extent, the variation might be attributable
-“to-differences in program characteristics, such as the purposes of

~ " making-loans or'loan guarantees; the type of borrower, the type of

4.

collateral, the loans” maturity term, the level of interest subsidy, and
the amount of fees required. For example, subsidy rates and
anticipated performance differ significantly amiong two of the
programs administered-by Department of Agriculture: the

- commodity: export loan guarantee program and the unsubS|d|zed
*-gihgle family housing:loan guarantee program. For the FY 1999

cohorts, the former had an overall subsidy rate of 5.47 percent, and

- “the latter had an:overall subsidy: rate:of'0.09 percent. Those two

programs:differ in risk characteristics as well. The commodity

" ‘export loan guarantée program, with-an average loan maturity of 3
- yearsy provide‘sfgi]araht'ee‘s' against defaults by foreign banks and
- " importers; whereas the single family housing loan guarantee

program, with a loan maturity of 30 years, provides guarantees

agalnst defaults by domestlc rural home owners.

The Board belleves program speclfrc information is important for

~ making budgetary decisions and performance evaluations for
‘individual programs.-“Requiring such information is consistent with
‘the objectives 'of Federal financial reporting defined in Statement of
S Federal Fmancnal Accountlng Concepts (SFFAC) No. 1, Objectives

. In discussing the evaluation of
operating performance asan objectlve SFFAC No. 1 states that
Federal financial reporting should provide information that helps

‘réaders o determine “the costs.of providing specific programs and

activities and the composition of, and changes in, those costs.™

4Federal Credit Supplement, Budget of the United States Government, Fiscal Year 1999, page 5.

5SFFAC No. 1, Objectives of Federal Financial Reporting, paragraph 126.

Federal Accounting Standards Advisory Board

Credit Program Reconclliation and Technic¢al Amendments

To Accounting Standards for Direct Loans and-Loan Guarantees

May 2000
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18.

' programs are dlSSIml|ar

. In.SFFAC-No. 2, Entity and Display; the Board reiterated the need

for program information: “With some organizations, and even

suborganizations, the activities of one or more programs or other
components are as important to the readers of the financial
.. statements: as are the activities of:the entity as a whole. This would
- be particularly: true for.a Department.composed of many bureaus,
- administrations; agencies; services, etc:, and particularly if their

!!6 - ;

{‘,,

: ;.Thus the Board proposes that in: addltron to the entity-wide
« .+ reconciliation, reporting:entities: drsplay reconciliations on a
3 - program-by-program: basrs However, in order to avoid excessive
. detail:in data reported. by entities with multlple programs, the Board
- proposes:that the-display of program-by-program reconciliations be

Appendix A: Basis for Conclusions
16
© 15,
6.

applied to-major programs. . _To assure that-adequate program

information is provided,.the. Board believes that the major programs
- that:are reconciled individually.should constitute at least 75 percent |
.. ofthe face amount:of.the entity’s: outstandlng direct or guaranteed-
S ~Ioans The reconcrllatlon of other programs should be displayed in
’ vaggregate - s :

To assess how th|s “major programs” concept mlght affect various

‘reporting entities, the Board reviewed the number of credit
.. programs admlnlstered by various reporting entities. It found three
- .types of situations:among the 18 reportlng entities that operate
.~ credit programs: (a) eleven of the18. entities have three or fewer
dlrect loan or loan guarantee programs (b) five entities have four to
ten direct loan or.loan guarantee programs, and (c) two entities,
“U.S. Department of Agnculture (USDA) and U.S. Department of
-Housing and Urban Development (HUD), have more than 20 direct
loan or-loan. guarantee programs (See Appendix B, Number of
-Programs.):. e S T T T

Since the nature and the structure of programs vary among
reporting entities, it is not feasible to develop a definition for “major

®SFFAC No. 2, Entity and Display, paragraph 75.

Federal Accounting Standards-Advisory Board

Credit Program Reconciliation and Technical Amendments

To Accounting Standards for Direct Loans and Loan Guarantees
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Appendix A: Basis for Conclusions

) 19.

20.

21..

program” that would suit all entities. -~ Thus, the Board stresses that
entity management is:in the best position to identify major
programs based on its entity’s specific circumstances. To facilitate

- 'year-to year comparisons by the user,.the designation of major

- programs:should:-be consistent.from one year to another. After the
initial. designation for the first year in which the reconciliations are
‘reported, reasons for dropplng or. addmg a major program should
‘be: explamed R S PR R

Furthermore the “major programs” concept is not mtended to
prohibit entities with very:few programs from displaying each

~ program individually. -As-described in situation (a) above, many
" entities have no more than three programs. Entities in this

situation, particularly those that have only one or two programs,
may find it unnecessary or irrelevant to identify major programs.
Thus, they may display a reconciliation for each program oo
|nd|V|duaIly .

In proposing the major programs” conoept the Board has also

- proposed the “at least 75 percent” rule based on the face amounts
- of outstanding direct or guaranteed loans. The “at least 75 percent”
- rule would require that the major programs that are reconciled

individually-constitute at least 75 percent of the face amount of the
reporting entity’s outstanding direct or guaranteed loans. The

~intent.in proposing this rule is to assure that adequate program-by-
- -program information is reported to cover a major portion of the
- reporting.entity’s credit activities.

The Board noted a special situation in which some entities manage
credit activities in different credit areas. There may be multiple

“programs in one credit area. For.example, USDA administers

some 30 direct loan programs in the areas of farm service, rural
community development, rural utilities, rural housing, rural business

-cooperative service, and foreign agricultural service.” Displaying a
few major programs among the 30 programs would not provide a

7Set—z Federal Credit Supplement, Budget of the United States Government, Fiscal Year 2001, p. 1.
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Appendix A: Basis for Conclusions

comprehensiv‘e:. and balanced reporting on USDA'’s direct loan

: ac_tiVitie‘s.» ‘The Board proposes that entities in this situation may
. consider each major credit area as a major program. This
- approach:would provide a complete presentation of all distinct

credit areas:: Using this approach, a major program represents an

" major-area of credit activity that is targeted to a particular industry
- oraparticular type of borrower, such as rural utility, or rural

housing. However, the two principles contained in the proposed
standard still apply to this situation: (a) entity management should

- identify major credit:areas that are to be reconciled as major
~programs on the basis of the entity’s specific circumstances, and

(b) the major programs that are reconciled individually should

- constitute at least 75 percent of the face amount of the entity’s
: ,outstandmg direct or guaranteed Ioans

TECHNICAL AMENDMENTS TO SFFAS No. 2:

22.

23.

Three groups of technical amendments are proposed in this ED.
The first group, proposed in paragraph 8 of this ED, would affect

- .paragraph 24 and footnotes 3, 4,6,and 7 of SFFAS No. 2. The
purpose of this group of amendments is to clarify that the -

accounting standards are consistent with the cash flow discount
method required by the'amendment enacted in July 1997 to the

- Federal Credit Reform Act of 1990.% Before the amendment, sec
502 (5)(E) of the Act required-using as the discount rate in
- calculating the present value of a direct loan or a loan guarantee,

the interest rate of Treasury securities that have a similar maturity
to the maturity term of the direct loan or the loan guarantee. After

- the July:1997 amendment, sec 502 (5)(E) requires using as the

discount rate the average interest rate on Treasury securities of
srmllar maturrty to the cash flows of a direct loan or loan guarantee.

: The second group of amendments proposed in paragraph 9 of this
~ ED, would affect paragraphs 30, 31, 46, 50, 57, and 59 of SFFAS

No. 2. These amendments are related to interest rate reestimates.

8OMB has implemented the amendment in Circular A-11, Preparation and Submission of Budget
Estimates, July 1999, and in its recent release of a new credit subsidy calculator.

- T
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24.

ln thelr budget preparatlon credlt programs use assumed rates to

calculate the subsidy costs of direct loans and loan guarantees.
For the fiscal.year in which the direct or: ‘guaranteed loans are =~
disbursed, entities are required to reestimate the subsidy costs as

“well as the net present value of direct loans and the liability for Ioan :

guarantees, using the interest rates of Treasury securrtles that are .

‘ prevalllng in the year of disbursement.” This reestimate is referred -
- to as “interest rate reestimate.”. (See paragraph’ 9(A):in. Appendrx C

of this ED) The proposed amendments would clarify.that the:
effective interest rate of a cohort of direct loans andloan* -
guarantees is the interest rate adjusted by the interest rate.

~ reestimate. The adjusted rate should be used for purpéses of

amortizing subsidy cost allowance, accrumg and compoundrng

_ interest on the liability for loan guarantees, determrnmg the book

value of modified direct loans and the book value of the llablllty for.
modified loan guarantees, and calculatrng the present value of

 assets acqwred through foreclosure

Itis also proposed in this ED that paragraph 27 of SFFAS No. 2
which describes the measurement of default costs, be replaced

with paragraphs 10(A) and 10(B) of this ED. - -Paragraph 10(A) -
describes the default costs of direct loans. The description =~~~
excludes short term delinquencies from measuring the default costs |

- of direct loans. This exclusion would conform to OMB’s newly

revised credit subsidy calculator. The calculator includes short - ,
term delmquenmes and prepayments in the measurement of “other

" subsidy costs” rather than default costs. Paragraph 10(B)
-describes the. default costs of loan guarantees. The costs are

measured at the present value of projected payments to lenders,
plus the defauit of fee receipts, minus lnterest supplements not. paid

-due to the default, and minus net recoveries. Although the primary

cause of the default costs for both direct loans and loan guarantees
is defaults by the loan borrowers, paragraph 10(B) provides a more l

pre0|se descrlptlon of the default costs for Ioan guarantees
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APPENDIX B: NUMBER OF PROGRAMS
ADMINISTERED BY REPORTING ENTITIES

‘ Agency - - Direct Loan Programs g .- Loan guarantee pfograms

Agency for Internatlonal A TR LR

Development

Department of A;gﬂcultﬁré - T 12

Department of Commerce . g ' o

(Fisheries Finance).... - g

Department of Defense 1 2
v Debartmeht-ef ‘Edueetien k 5 4

Expertélmport Bank 1> . 1

Federal Commumcatlons : 1 : 0

Commission - ' L .

GSA 1 0

Department of Health and Human 0 3

Services. . . L L ’ T

Department ‘of Housing and Urben L

‘ 0 23

Development. . .. ..

Department of Interior 2 1

Department of State 1 0

Depa‘nméntﬂeffTraneportation ‘ 3 3

Department__ef Treasury ‘1 0

Department of Veterans Affairs 4 3

Overseas Private Investment Corp. 1 1

Small Business Administration 2 8

FEMA ~ © 2 0

Data Source: Federal Credit Sugglement,‘ Budg"et of the United States Geverrifnent, Fiscal Year 2001. The table

includes programs that will start in FY 2001.
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APPENDIX C THE ACCOUNTING STANDARDS

‘IN SFFAS No. 18

The followmg standards are prescrlbed rn SFFAS No 18. " The texts of the paragraphs,
and paragraph and footnote numbers reprot .uced in thls Appendlx are the same as those that

ED

appear in SFFAS No 18 Paragraph 10 is shaded to lndlcate that it is being amended by this

SUBSIDYREESTIMATES B

9.

B Paragraph 32in SFFAS No. 2|s amended to read:

| 'H,.: Credlt programs should reestlmate the subsidy cost allowance for
' outstandmg direct Ioans and the liability for outstanding loan

guarantees as requnred in this standard. There are two kinds of

reestimates: (a) interest rate reestimates, and (b). techmcal/default

reestimates 2. Entities should measure and disclose each
program’s reestimates in these two components separately. An

increase or decrease in the subsrdy cost allowance or loan

guarantee liability resulting from the reestimates is recognized as

) an increase or decrease in subSIdy expense for the current

: L reportlng penod

» (A) ©Ani mterest rate reestlmate isa reestlmate due to a change

' in interest rates from the mterest rates that were assumed in
‘budget preparatton and used in calculating the subsidy
- expense 1o the mterest rates that are prevailing during the
~time’ penods in Wthh the dlrect or guaranteed loans are
o f‘_.dtsbursed Credlt programs may need to make an interest
“rate’ reestlmate for cohorts from which direct or guaranteed:
o "Ioans are dlsbursed dunng the reportlng year. If the
" assumed interest rates that were used in calculating the
subS|dy expense for those cohorts dlffer from the interest

2The term “technical/default reestimate” used in this Statement is identical in meaning to the term
“technical reestimate” used in OMB Circular A-11, as revised in July 1999.
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. (B

RECONCILIATION

rates that are prevailing at the time of loan dlsbursement an

interest rate. reestimate for those cohorts should be made as

of the date of the fmancral statements

A technical/default reestrmate is a reestrmate due to

,changes in pro;ected cash flows of outstandlng dlrect Ioans )
‘and loan. guarantees after'ree“aluatlng the ui erlylng

assumptions and other factors that affect cash flow

projections as of the financial statement date, except for any'E
effect of the interest rate reestimates explalned in (a) above,

in making technical/default reestimates, reporting entities -
should take into consideration all factors that may have

affected various components of the projected cash flows,
~_including defaults, delinquencies, recoveries, and
. 'prepayments The technical/default reestimate should be
o made each year as of the date of the fmancral statements.

Federal Accounting Standards Advisory Board
Credrt Program Reconciliation and Téchnicai Amendments:
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Appendix C: The Accounting Standards in SFFASNo. 18- . oo o000 28

DISCLOSURE AND DISCUSSION ~~~~~~~ o
1. The disclosure and discussion fequireménts:

(A) Reporting. entities should provide a description of the
characteristics of the programs that they administer, and
should disclose for each program: (a) the total amount of
direct or guaranteed loans disbursed for the current
reporting year and the preceding reporting year, (b) the
subsidy expense by components as defined in paragraphs
25 through 29, recognized for the direct or guaranteed loans
disbursed in those years, and (c) the subsidy reestimates by
components as defined in paragraph 32 for those years.

(B) Reporting entities should also disclose, at the program level,
the subsidy rates for the total subsidy cost and its
components for the interest subsidy costs, default costs (net
of recoveries), fees and other collections, and other costs,
estimated for direct loans and loan guarantees in the current
year’s budget for the current year's cohorts. Each subsidy
rate is the dollar amount of the total subsidy or a subsidy
component as a percentage of the direct or guaranteed
loans obligated in the cohort. Entities may use trend data to
display significant fluctuations in subsidy rates. Such trend
data, if used, should be accompanied with analysis to
explain the underlying causes for the fluctuations.

(C)  Reporting entities should disclose, discuss, and explain
events and changes in economic conditions, other risk

Federal Accounting Standards Advisory Board
Credit Program Recondiliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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24 _

- factors; legislation, credlt policies, and subsidy estimation
, methodologles and assumptions, that have had a significant
- “and measurable effect on ‘subsidy rates, subsidy expense,
" and’ subS|dy reestimates. The disclosure and discussion
s should also mclude events:and changes that have occurred
- and are:more likely:than not to have a significant impact but
- “ the'effects‘of which-are hot measurable at the reporting

date. Changes in legislation or credit policies include, for
example, changes in borrowers’ eligibility, the levels of fees

or interest rates charged to borrowers; the maturity terms of -

loans, and the percentage of a pnvate loan that is

~ ‘guaranteed.

Federal Accounting Standards Advisory Board
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/APPENDIX D: THE ACCOUNTING STANDARDS
IN SFFAS No. 2

'E

The followrng standards are prescrrbed in SFFAS No 2. The texts of the paragraphs,
and paragraph and footnote numbers reproduced in thrs Appendrx are the same as those that
appear in SFFAS No. 2.. The shaded words paragraphs and footnotes are affected by SFFAS
No. 18 or are aﬁected by thrs ED o

Explanation

21.  These standards concern the recogmtron and measurement of direct
' loans, the liability associated' ‘with loan guarantees, and the cost of o
direct loans and loan guarantees The standards apply to direct
loans and Ioan guarantees ona group basis, such as a cohort or a
risk category of loans and loan guarantees Present value
accounting does not apply to direct loans or loan guarantees on an
. individual basis, except for a direct loan or loan guarantee that
constltutes a cohort or a rrsk category

Accounting Standards

Post-1991 Direct Loans

- 22.  Direct loans disbursed and outstanding are recognized as assets at
~ the present value of their estrmated net cash inflows. The difference
between the outstandlng prlncrpal of the loans and the present value
of therr net.cash inflows i is recogmzed asa subsrdy cost allowance.

Post-1991 Loan Guarantees |

B R |

23, For guaranteed Ioans outstandrng, the present value of estimated net
cash outflows of the loan guarantees is recognized as a liability.
Disclosure is made of the face value of guaranteed loans
outstanding and the amount guaranteed.

Federal Accounting Standards: Advisory Board
Credit Program Reconciliation and Technical Amendments. .
To Accounting Standards for Direct Loans and Loan Guarantees:
May 2000
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26. .

Subsidy Costs of Post-1991 Direct Loans and Loan Gu_arantees

- 24,

26,

27

28.

For direct or guaranteed loans disbursed duringa fiscal year, a

- _.,subsndy expense.is recognized. The amount of the subsidy expense
. 'equals the present value of estlmated cash outflows over the hfe of
. the loans minus the present valué of estimated cash mﬂows A

erest rate of marketable Treasury ‘
pplicable to the penod durlng ‘which the
Ioans are disbursed (hereinafter referred to as the appllcable ,
Treasury interest rate).

For the flscal ‘year dunng whlch new dlrect or guaranteed loans are
'dlsbursed the components of the subsndy expense of those new
_dlrect loans and loan guarantees are recognized separately among
interest subsndy costs default costs fees and other collections, and
other subsndy costs S

- The mterest subsndy cost of dlrect Ioans is the excess of the amount

of the loans disbursed over the present value of the interest and
principal payments required by the loan contracts, discounted at the
applicable Treasury rate. The interest subsidy cost of' loan' =
guarantees is the present value of estimated lnterest supplement
payments.

The present value of fees and other collections is recognized as a
deduction from subsidy costs.

Federal Accounting Standards Advisory Board

Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
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- 29. - Other:subsidy costs consist of cash-flows that are not included in

. _ .+ caleulating the interest or default subsidy costs, or in fees and other
* el - :collections. They include the effect of prepayments within contract
' ‘ terms. - :

Subsidy Amortization and Reestimation

31.

32.

Criteria for Default,Co,st Estimatés

33. The criteria for default cost estimates broVided in this and the
following paragraphs apply:to both initial estimates and subsequent
-reestimates. Default costs are estimated and reestimated for each

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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34.
e (1) loan performance experience; (2) current and forecasted
~international; national; oriregional economrc conditions that may
affect the performance of the loans; (3) financial and other relevant
+'characteristics of borrowers; (4): the value of collateral to loan

o8k

- 36.

- program on-the basis of separate cohorts and risk categories. The

reestimates take into account the differences in past cash flows
between the projected and realized amounts and changes in other
factors that can be used to predict the future cash flows of each risk

category.

In estimating default costs, the followrng rlsk factors are consrdered

balance; (5) changes'in: recoverable value of collateral; (6) newly
developed events that would affect the loans' performance; and (7)
rmprcvements in methods to reestrmate defaults

Each credlt program should use a’ systematrc methodology, such as
" an econometric model, to project default costs of each risk category.

If individual accounts with significant amounts carry a high weight in
risk exposure, an analysis of the individual accounts is warranted in

: ,makrng the default cost estrmate for that category

Actual hrstonca| experrence of the performance of a risk category is a
~primary factor upon which an estimation of default cost is based. To
~document actual experience, a data base should be maintained to
~ provide historical'information on ‘actual payments, prepayments, late
~payments, defalilts, recoveries, and amounts written off.

Revenues and Expenses ' 11’

I

38.

Interest accrued on direct loans, mcludmg amortized interest, is

' recogmzed as interest income. ‘Interest accrued on the liability of

loan guarantees is recognized as interest expense. Interest due
from Treasury on uninvested funds is recognized as interest income.
Interest accrued on debt to Treasury is recognized as interest
expense.

‘Costs for administering credit activities, such as salaries, legal fees,
and office costs, that are incurred for credit policy evaluation, loan

Federal Accountrng Standards Advisory Board

Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
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and loan guarantee origination; closing, servicing; monitoring,
‘maintaining accounting and computer systems, and other credit
administrative purposes, are recognized as administrative expense.

- Administrative expenses are not:included in calculating the subsidy

costs of direct loans and loan guarantees.-

Pre-1992 Direct Loans and Loan Guarantees

- 30,

- 40.-

The losses and hablhtles of dlrect Ioans obllgated and loan

guarantees committed before October 1, 1992, are recognized when

it is more likely than not that the direct loans will not be totally
~collected or that the loan guarantees will require a future cash

outflow to-pay default claims. ‘The allowance of the uncollectible

amounts and the liability of loan guarantees should be reestimated

each year as of the date of the financial statements. In estimating -
losses and liabilities, the risk factors discussed in the previous

- section 'should. be considered. Disclosure is made of the face value
. of guaranteed |oans outstandmg and ‘the amount guaranteed.

: Restatement of pre-1 992 dlrect Ioans and loan guarantees on a
- present value basis is permitted but.not required.

Modlﬂcatlon of Drrect Loans: and Loan Guarantees

a1,

42.

The term modlfrcatlon means a federal government action, including
-new legislation or administrative action, that directly or indirectly

alters the estimated subsidy cost and the present value of

“outstanding direct loans, or the liability of loan guarantees.

- Direct modifications are actions that change the subsidy cost by

altering the terms of existing contracts or by selling loan assets.
Existing ‘contracts may be altered through such'-means as-
forbearance, forgiveness, reductions in interest rates, extensrons of
maturity, and prepayments without penalty. Such actions are
modifications unless they are considered reestimates, or workouts as

“defined below, or are permitted under the te_rms of existing contracts.

Federal Accounting Standards Advisory Board
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30 . |

43. . Indirect-modifications are actions that change the subsidy cost by
‘  legislation that alters the way in which an outstanding portfolio of
.- direct loans or loan guarantees is administered. Examples include a
“..new method-of debt collection. prescnbed by law or a statutory
restriction on:debt collection.- o

44,  The term modification does not include subsidy cost reestimates, the -
routine administrative workouts of troubled loans, and actions that
. are permitted within the existing contract terms. Workouts are
~actions taken to maximize repayments of existing direct loans or
minimize claims under existing loan guarantees. The expected
effects of work-outs.on cash flows are included in the original
estimate of subsidy costs and subsequent reestimates.

A. Modification of Direct Loans

45.  With respect to a direct-or indirect modification of pre-1992 or post-
1991 direct loans, the cost.of modification is the excess of the
- pre-modification value® of the loans over their post-modification
- value®. The amount of the modification cost'is recognized as a
. modification expense when the loans are modified.

46.  When post-1991 direct loans are modified, their existing-book value
is changed to an amount equal to the present value of the loans’ net
cash inflows projected under the modified terms from the time of
modification to the loans' maturity and discounted at the original

3The term "pre-modification value" is the present value of the net cash inflows of direct loans
estimated at the time of modification under pre-modification terms and discounted at the interest rate
applicable to the time when the madification occurs on marketable Treasury securities that have a
comparable maturity to if of the direct Ioans under pre- -modification terms (simply

stated, the pre-modrflcatlon terms at the current rate)

4The term, "postemodiﬁcation value“ is the present value of the net cash inflows of direct loans
estimated at the time of modification under post-modification terms and discounted at the interest rate
applicable to the time when the modification occurs on marketable Treasury securities that have a
comparable maturity to the.  of the direct loans under post-modification terms (simply

matur
stated, the post-modification terms at the current rate).

Federal Accounting Standards Advisory Board'
Credit Program Reconciliation and Technical Amendments
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-~discount rate

47. . ‘When pre-1992 direct loans are directly modified, they are
: transferred to-a financing account-and their book value is changed to
-an amount equal to their post-modification value. Any subsequent
- modification is treated as a modification: of post-1991 loans. When
~pre-1992 direct loans are rndrrectly modified, they are kept in a
-liquidating account. - Their bad debt allowance is reassessed and
adjusted to reflect amounts that would not be collected due to the
¥ modrfrcatron PN ‘

- 48.. The change in book value'of both pre-1992 and post-1991 direct
- loans resulting from a direct or indirect modification and the cost of
:modification willnormally differ, due to the use of different discount
rates or the use of different measurement methods. Any difference
‘between the change in book value and the cost of modification is
“recognized as a gain or-loss. For post-1991 direct loans, the
modification adjustment transfer® paid or.received to offset the gain
orloss is recognized as a frnancrng source (or a reduction in
financing source)

B. Modrfrcatlon of Loan Guarantees
49. With respect to a direct or indirect modifieatiOn of pre-1992 or

post-1991 loan guarantees, the cost of-modification is the excess of
the post-modification liability® of the loan guarantees over their

5OMB instructions provide that if the decrease in book value exceeds the cost of modification, the
reporting entity receives from the Treasury an amount of “modification adjustment transfer" equal to the
excess; and that if the cost of modification exceeds the decrease in book value, the reporting entity pays
to the Treasury an amount of "modlflcatron adjustment transfer" to offset the excess. (See OMB Clrcular
A-11 ) Lo : , ; -

The term "post-modification liability" is the present value of the net cash outflows of the loan
guarantees estimated at the time of modification under the post-modification terms, and discounted at
the interest rate applicable to the time w n occurs on marketable Treasury securities
that have a comparable maturity to i f the guaranteed loans under post-
modification terms (simply stated, the p ms at the current rate).. :

Federal Accounting Standards Advisory Board-
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. pre-modification liability”. The modification cost is recognized as
modification’expense when the loan guarantees are modified.

©50. The existing book value of the liability of modified:post-1991 loan
~+ guarantees is changed to an amount:equal to the present value of net
-+ cash-outflows projected under the modified terms from the time of
- ““modification to the'loans' maturity, and discounted at the origi

51.  When pre-1992 loan guarantees are directly modified, they are
transferred to a financing account and the existing book value of the
- liability of the modified loan guarantees.is changed to an amount
- equal to'their post-modification liability. Any subsequent modification
- is treated-as a modification of post-1991 loan guarantees. When pre-
-+ 1992 direct loan'guarantees are indirectly. modified, they are keptin a
-~ liguidating account.- The'liability of those loan guarantees is
- reassessed and adjusted to reflect-any change in the liability resulting
- from the modification. = <~ . -0 ‘.

52.  The change in the amount of liability of both pre-1992 and post-1991
loan guarantees resulting from a direct or indirect modification and
the cost of modification will normally differ; due to the.use of different-
discount rates or the use of different measurement methods. The

.« difference between the change in liability and the cost of modification

. is recognized as a gain or loss. ‘For post-1991 loan guarantees, the
' modification adjustment transfer® paid-or received to offset the gain or

'7Th‘e term "pre-modification liability" is the present value of the net cash outflows of loan guarantees
estimated at the time of modification under the pre-modification terms and discounted at the interest rate
applicable to the time when th dification occurs on marketable Treasury securities that have a
comparable maturity to } f the guaranteed loans under pre-modification terms
(simply stated, the pre-modification terms at the current rate)., . ‘ :

8OMB instruction"s' provide that if the increase in liability excéeds the cost of modiﬁcatiori,,th-e -
reporting entity receives from the Treasury an amount of "modification adjustment transfer" equal to the

excess; and that if the cost of modification exceeds the increase in liability, the reporting entity paysto -

Federal Accounting Standards Advisory Board :
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C. Sale of Loans

53,

54,

11.)

55.

loss is recognized as a financing source (or a reduction in flnancmg
source) e

', Ihe;sale'of;pos,_‘t-.1 99.1-_;and p,ref-,j 992 direotéloans is a direct
. modification. The-cost.of modification is determined on the basis of

the pre-modification value of the loans sold. If the pre-modification
value of the;loans. sold exceeds the net proceeds from the sale, the .

excess is the cost of modification, which is recogmzed as modlflcatlon |
uexpense o o .

5 For a loan sale with: recourse potential losses under the recourse or
“guarantee obligations.are estlmated and the present value of the

estimated losses from the recourse.is recognized as subsidy expense

- when the sale is made and-as a loan. guarantee liability.

The book value loss (or gain) on a sale of dlrect loans equals the
existing book value.of the loans sold minus the net proceeds from the
sale. Since the book value loss (or gain) and the cost of modification
-are calculated on different bases, they will normally differ. Any
difference between the book value loss (or; galn) and the cost of
modification is recognized as a gain or loss.® For sales of post-1991

- direct loans, the-modification adjustment transfer'® paid or received to

_offset the gain or loss is recognized as a financing source (or a

.. reduction:in financing source). . . . -

the Treasury an amount of "modification adjustment transfer" to offset the excess. (See OMB Circular A-

If there isa book value galn the galn to be recognlzed equals the book value galn plus the cost of

modmcatlon AN

1°See footnote No. 7 for an ekplanation for *modification adjustment transfer".
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D. Disclosure

56.

- Disclosure is made in notes to financial statements to explain the - -
nature of the modification of direct loans or loan guarantees, the
discount rate used in calculating the modification expense, and the

' baS|s for recognlzmg a galn or Iose related to the modification.

Foreclosure of Post-1 991 llrect and Guaranteed Loans

57.

58.

59.

60.

When property is transferred from borrowers to a federal credit
program, through foreclosure or other means, in partial or full
settlement of post-1991 direct loans or as a compensation for losses
. that the government sustained under post-1991 loan guarantees, the
~ foreclosed property is recognized as an asset at th t value of
its estimated future net cash inflows discounted

" If a legitimate claim exists by a third party or by the borrower to a part
 of the recognized value of the foreclosed assets, the estimated
‘amount of the claim is recognlzed as a speCIal contra valuation
' allowance. : S S

At a foreclosure of guaranteed loans, a federal guarantor may acquire
the loans involved. The acquired loans are recognized at the present
value of their estimated net cash inflows from selling the loans or from

ments from the borrowers, dlscounted nal

When assets are acquired in full or partial settlement of post-1991
direct loans or guaranteed loans, the present value of the .
government's claim against the borrowers is reduced by the amount

.. settled as a result of the foreclosure.

Write-off of Direct Loans.

61.

When post-1991 direct loans are written off, the unpaid principal of
the loans is removed from the gross amount of loans receivable.

Federal Accouriting Standards Advisory Board-
Credit Program Reconiciliation @nd Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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Appendix D: The Accounting Standards in SFFAS No. 2 35

Concurrently, the same amount is charged to the allowance for
subsidy costs. Prior to the write-off, the uncollectible amounts should
have been fully provided for in the subsidy cost allowance through the
subsidy cost estimate or reestimates. Therefore, the write-off would
have no effect on expenses.

Federal Accounting Standards Advisory Board
Credit Program Reconciliation and Technical Amendments
To Accounting Standards for Direct Loans and Loan Guarantees
May 2000
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