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Luca Pacioli, the Franciscan monk
who codified the double-entry system
of accounting, warned his fifteenthcentury readers that they should not
go to sleep at night until the debits
equaled the credits.1 This is a fundamental precept of the accounting
and financial reporting professions,
a basic concept that is essential to the
preparation and presentation of both
private- and public-sector financial
statements. This precept is second
nature to most of us, and we execute
our daily financial reporting responsibilities without giving it much
conscious thought.
After more than 20 years of
preparing and auditing federal financial statements in accordance with
the Chief Financial Officers Act of
1990 (CFO Act),2 some federal financial management professionals are
pondering whether there is any value
to ‘commercial-style’ financial statements in the federal space, asking
questions such as “Who really uses
these financial statements?” and “Do
decision-makers actually consider
the financial statements when
formulating budgets and enacting
laws?” Other professionals question
whether concepts such as cumulative
results of operations (think retained
earnings in the private sector) are
meaningful for federal entities. In
the long run, cumulative results of
operations in the federal government
will ultimately balance out to zero for
general fund expenditure accounts
(i.e., most salary and expense
accounts). If that is the case, why
bother to report such information?
Is the current reporting model even
understandable for users? How many
citizens have ever seen a statement of
budgetary resources (SBR), and how
many would actually understand one
if you laid it in front of them?
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We know from Public Attitudes
Toward Government Accountability and
Transparency 2010: A Survey Commissioned by AGA that “the public feels
strongly that government has a
responsibility to provide understandable financial information to the
public.”3 On its website, AGA offers
its idea of what a citizen-friendly,
or citizen-centric, reporting model
entails: “AGA believes that government financial information should be
provided to citizens in forms that are
clear and understandable, updated
regularly and often, delivered to all,
easy to locate, honest in breadth and
technically accurate in detail. In fact,
as the owners of government, citizens
have a right to this information.”4

w

... e must not
abandon our
roots. We must
continue recording
information using
debits and credits
and presenting
it in the form of
general-purpose
financial
statements.

Perhaps the current federal financial statements are insufficiently
citizen-centric; perhaps the present
format is simply not understandable to the general public, and the
financial statements are a waste
of resources to prepare and audit.
Perhaps we put too much time into
the debits and credits. If we accept —
or even explore — the premise that
the private-sector concepts embodied
in the federal financial statements
are not relevant, we would find that
many federal financial management
professionals would vote to abandon
the current model altogether in
pursuit of an entirely new reporting
format that is more useful both to
Main Street, USA and Capitol Hill.
Although I support — and outright
encourage — continuous improvement of the information we provide
to the public, I firmly believe that we
must not abandon our roots. We must
continue recording information using
debits and credits and presenting
it in the form of general-purpose
financial statements. There are three
main reasons to continue preparing
financial information in its current
format. First, the preparation and
audit of financial statements enforces
a discipline that assures the integrity
of financial data, including the information that feeds the Budget of the
United States Government. Second,
we have not yet developed an alternative financial model that will achieve
the completeness and reliability of
the current reporting model. Third,
the current accounting and reporting
model is a springboard from which
we can provide information that
decision-makers will find more
relevant, more understandable, and, dare I say, more
interesting.
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1

The preparation and audit of
financial statements enforces
a discipline that assures the
integrity of financial data.

The last 20-some years preparing
and auditing federal financial statements in accordance with the CFO
Act have improved the federal
government’s stewardship of public
resources. Agencies have developed
and enhanced centralized financial
management systems and reduced
their reliance on ‘cuff records’ and
manual processes. According to
a 2011 report to Congress on the
status of the CFO Act, “...not only
have federal agencies improved
the processes used to develop
financial statements, they are also
doing so in a timelier fashion.”5
Moreover, preparing and auditing
financial statements has improved
internal controls across the federal
government. At many agencies, the
preparation of an Agency Financial
Report (AFR) no longer requires
herculean effort, given the evolution and establishment of defined,
repeatable policies, procedures and
practices. In addition, according to a
2013 survey of federal CFOs, “clean
opinions are now the norm for the
majority of CFOs, and most CFOs
expect to keep their clean opinions.”6
Overall, the processes for
preparing and auditing the financial
statements help ensure the integrity
of the transaction-level data needed
to support decision-makers and citizens. For example, the audit of the
SBR and its underlying budget data
promotes the integrity of historical
information — information that,
plus or minus a few adjustments, is
ultimately submitted to the Office of
Management and Budget (OMB) in
the SF-133 Report on Budget Execution
and Budgetary Resources, which in turn
is used to assist in the preparation of
the President’s Budget. Therefore,
by continuing our current reporting
practices, we can ensure that the
information we report is reliable.
It is right to question and explore
whether certain accounting standards make sense for federal entities. For instance, is there any worth
in estimating the value of property, plant and equipment (PP&E)?
I would argue that the accrual-based
approach to reporting PP&E net of
accumulated depreciation helps
present the true cost of running a
46 JOURNAL OF GOVERNMENT FINANCIAL MANAGEMENT

...the processes for preparing and
auditing the financial statements
help ensure the integrity of the
transaction-level data needed
to support decision-makers
and citizens.

federal agency (or program) in a
given year. To only report PP&E on
the budgetary basis would overstate
the cost of running the agency in the
year PP&E is acquired and understate
the cost of running the agency in
subsequent years, failing to properly match costs with the benefits
received. Regardless of your view of
specific items such as PP&E, those
types of questions must not overshadow the value derived from the
disciplined process of preparing and
auditing general-purpose financial
statements.

2

We have not yet
developed an alternative
financial model that will
achieve the completeness
and reliability of the current
reporting model.
As a profession, we have not yet
identified a better way to report
federal financial information to the
public. Consider the schedule of
spending, which CFO Act agencies
include as part of ‘other information’
in their AFRs. According to OMB,
the schedule of spending presents
an overview of how and where agencies expend resources.7 Although the
schedule of spending does not represent an abandonment of the current
federal financial reporting model,
as it is still based on and agrees to
the audited financial statements, it is
perhaps a first step toward the idea of
a citizen-centric model of reporting.
The schedule of spending does not
and cannot stand alone, however; it
is not audited. It only possesses a
degree of reliability because it ties
to and is consistent with one of the
basic audited financial statements,
the SBR. The SBR embodies the idea
that debits equal credits. Though
commonplace, this basic financial
statement relationship helps ensure

the reliability of the information
presented and provides users with a
starting point from which to analyze
the financial statements. In and
of itself, the schedule of spending
lacks this basic relationship. If we
abandoned our roots and gave up
the preparation and audit of basic
financial statements, the value of the
schedule of spending would quickly
diminish.
Another current method for
providing citizens with information
regarding agency expenditures is
USASpending.gov. Various watchdog
reports have criticized the website
data as inconsistent with audited
financial statements, prompting
OMB to require agencies to reconcile
their USASpending.gov data with
obligations reported in the audited
financial statements.8 Despite this
new requirement, USASpending.gov
is not yet audited, and its reliability
is therefore questionable. Moreover,
USASpending.gov does not provide
the entire repertoire of federal
spending, as it only includes certain
categories of information. It often
lacks information on financial assistance direct payments (i.e., benefit
payments to the public), travel and
other noteworthy categories of
spending.
While the schedule of spending
and USASpending.gov are steps in
the right direction with regard to
providing more useful and more
understandable information to the
public and decision-makers, they do
not achieve the completeness or reliability of basic financial statements
given that they are not subject to
independent audit. According to a
federal CFO roundtable discussion
conducted by the Federal Accounting
Standards Advisory Board, spending
information is needed with audit
coverage.9
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3

The current accounting
and reporting model
provides a springboard
from which we can
provide information that is more
understandable, useful and
interesting.
There is no question that we need
to turn our debit and credit data into
information that is useful, understandable, reliable, complete — and
interesting. As it requires less effort
for many agencies to achieve a clean
audit opinion on basic financial statements, we have the opportunity to
further explore how we can either
capture additional data elements or
overlay our transaction-based financial data with other data sources to
turn them into useful information.
In the 2011 report to Congress, the
authors recommended that Congress
evolve the financial reporting model
with an eye towards improving and
streamlining current reporting
requirements to better meet the
needs of all stakeholders.10 To better
meet stakeholder needs, why

not provoke increased discourse
on federal policies and issues by
presenting spending information by
ZIP code or congressional district,
similar to Recovery.gov for data on
the American Recovery and Reinvestment Act of 2009?
Why not develop meaningful
comparisons between economic
data and spending data? For example,
consider taking unemployment
insurance or supplemental nutrition
assistance program payments by zip
code and comparing them with local
unemployment and poverty rates.
Federal financial reporting professionals should be considering the
best way to compare financial data
with gross domestic product (GDP)
statistics, voting records, crime data
and even weather patterns. Many
programmatic statistics are available to the public, but federal financial reporting professionals have the
opportunity to more comprehensively link such statistics to audited
financial data to create useful,
interesting and reliable information
for decision-makers and citizens —
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services at competitive rates. Let us help you meet yours.

reliable, that is, assuming that we
continue and expand audits of federal
financial statements.
The U.S. Department of the Treasury’s publication, A Citizen’s Guide
to the Fiscal Year 2013 Financial Report
of the United States Government,11
provides macro-level information
on the nation’s receipts and costs,
as well as what the country owns
and what it owes. More specific yet
are many federal agencies’ citizens’
reports which present programrelated performance and financial
information. Take for example the
Department of the Interior’s Citizens
Report, which is included on AGA’s
webpage of Completed CitizenCentric Reports.12 The report presents performance measures for each
mission area and the department’s
net cost by mission area. Among
many others, measures include the
percent of migratory birds that are
at healthy and sustainable levels, and
percent completion of earthquake
and volcano hazard assessments for
moderate to high hazard areas. Such
citizens’ reports begin to provide
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programmatic and financial information, and serve as a springboard
from which agencies can provide
even more information, such as the
costs of measuring and/or achieving
specific performance metrics.
The bottom line is that we are
positioned to link a plethora of data
sources to our audited financial data,
creating information that is truly
useful for the public and decisionmakers alike. We have the opportunity to relate federal costs to specific
public policy initiatives, creating a
more-informed dialogue among the
electorate, further helping prepare
citizenry for the voting box. To the
extent that we can demonstrate how
financial data relate to programmatic information, the financial data
become more effective in informing
public policy dialogue and thereby
gain greater interest from potential
users of the information.
An example of this type of
reporting is the Financial Allocation
Study for Texas 2010 — Connecting
the Dots: School Spending and
Student Progress.13 This study examined school spending and student
academic achievement by displaying,
among other things:
nn statewide public school enroll-

ment and the change in total
expenditures vs. enrollment;

nn spending per pupil and the

change in expenditures per
pupil vs. inflation;

nn academic progress percentiles

and spending indices; and

nn school bus price comparisons.

In addition to the data presented in
the 2010 report, the related website
offers users a database that is searchable by school district and includes
more detailed and current information. This study is an example of
how financial data can be effective
in offering stakeholders the information they need and want through
citizen-centric reporting.

Conclusion
In the lofty pursuit of providing
the public with more useful, more
understandable information, we
cannot abandon the basic finan-
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...the American
people deserve
an expanded
reporting model
that provides
information
relevant to
them and to
the decisions
of our time...

cial statements. Federal financial reporting professionals must
continue to prepare auditable financial statements while embracing
their responsibilities as stewards of
federal resources. They must help
determine the best ways to safeguard
resources, and to communicate how
those resources benefit our nation,
providing detailed information that
is relevant, reliable, understandable
and interesting. In an environment
rife with political strife, sequestration and federal shutdown, the American people deserve an expanded
reporting model that provides information relevant to them and to the
decisions of our time; the schedule of
spending, USASpending.gov and citizens’ reports are only the beginning.
To maintain credibility of said information, however, the basic financial
statement audit must remain in place
or even be expanded. Moving ahead,
we must not forget from where we
came.
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